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This report addresses the questions that lie at the heart 
of the debate over planning reform. Is the planning 
system holding back economic growth? If so what might 
be done about it? Inexpensive Progress? – which borrows 
its title from a poem by John Betjeman – examines the 
existing research on these issues and, while the material 
it explores may be highly technical, the conclusions it 
draws are relatively straightforward. It should give pause 
to all those who care deeply, as our organisations do, 
about the role of the planning system in improving our 
quality of life through shaping the places we live in. 

Despite the complexity of the issues, the report sheds 
valuable light on the economic case for planning reform.  
It is the most rigorous assessment to date of the available 
evidence concerning the costs and benefits of planning. 
Crucially, it concludes that a framework for properly 
assessing claims about the effects of the planning system  
is lacking. This suggests that the proposed planning reforms 
have so far been developed without a systematic and 
rigorous assessment of the available evidence. This in  
turn calls into question the assertion in the Government’s 
Plan for Growth that planning is a barrier to progress. 

We all recognise the pressing need to revitalise the national 
and global economy but it would be foolish to do this – and 
potentially costly in the long term – by restricting the ability 
of the planning system to manage associated development 
pressures. The report reveals that while there are some useful 
studies on the costs of the planning system, there is a 
paucity of research on the benefits it brings to the economy, 
society and the environment. Especially in the light of the 
Government’s recent National Ecosystems Assessment, there 
is a pressing need for more research on the environmental 
role of planning. 

There is already a healthy debate about whether and  
how we should value ‘non-market’ goods, such as clean 
water, biodiversity, tranquillity or beautiful landscapes, in 
decision-making, and how we can live within environmental 
limits. Making sense of this on the ground is a considerable –  
some would say insuperable – challenge. It can be seen as 
essentially a moral question, to which statutory designations, 
such as SSSIs and National Parks, are part of society’s 
response. It is also one in which future generations have  
as much interest as we do, if not more.

Inexpensive Progress? takes as a starting point the view 
that economic analysis has the potential to make a  
valuable contribution to discussions of planning policy. 
However, it is clear that the case for reform has been one-
sided. The Government runs a serious risk that its planning 
reforms will impose significant costs on national wellbeing, 
without delivering the economic boost it hopes for.  
In particular, if the National Planning Policy Framework  
gives greater emphasis to the role of market prices in 
plan-making, it should complement this by giving weight  
to the ‘non-market values’ of land and recognise the vital 
contribution these make to the quality of life.
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A structure for assessing  
planning’s diverse effects

Executive Summary

Last May, in pursuit of its localism agenda and in the 
context of a poor economic and fiscal outlook, the 
Government reiterated its commitment to the most 
radical overhaul of the planning system in decades.  
The draft National Planning Policy Framework (NPPF) 
was published for consultation in the summer, and  
the merits of the proposed changes have been hotly 
debated since then. 

Throughout that debate two things have been evident: that 
much of the motivation for a more localist planning system 
has been driven by economic factors, and, crucially, that a 
framework for assessing claims and evidence on the effects 
of the current system is lacking. In response to this, CPRE, 
National Trust and RSPB commissioned Vivid Economics to 
draw up an economic framework which provides a structure 
for analysing the costs and benefits of land-use planning  
in England. While the framework has an economic basis,  
this report has been written for a general audience, and it 
explicitly seeks to consider the full range of ways in which 
planning contributes to wellbeing including through its 
effects on the environment.

The report reviews the existing literature on the economic 
impacts of the planning system. It explores the relative 
depth and quality of the evidence base currently available on 
the different ways in which planning affects the economy 
and wellbeing, and considers the potential effects of the 
Government’s proposed reforms. The main findings are that:

•  the planning system limits the supply of land for some 
uses, which imposes diverse costs on different groups 
throughout society. While it can be difficult to quantify 
these costs and rigorously isolate the effects of planning 
versus other influences, for particular impacts of the 
planning system, robust, high-quality estimates of the 
gross (that is, unadjusted for benefits) costs of the planning 
system are available; 

•  there is less research quantifying and valuing the benefits 
of the planning system than there is quantifying the costs, 
and even less on the distributional effects of planning;

•  there are specific evidence gaps which should be addressed 
to improve the quality of future public debate and policy-
making in this area. These areas include the future 
availability of brownfield land (building on work  
recently published by CPRE), the expected land take for 
development over coming decades, and the costs and 
benefits of green belts (developing research published by 
Natural England and CPRE in 2010); 

•  while beyond the scope of this report, in some areas 
influenced by planning, such as housing development, 
other policies are exacerbating problems in the sector; 

•  information on market prices could play a valuable 
role in plan-making, but only if there is a feasible way  
of complementing this with information on the ‘non-
market values’ of land (which include the value of the 
environmental services provided). The proposal for 
integrating social prices outlined in Cheshire and  
Sheppard (2005) warrants investigation as it could  
play a valuable role in plan-making;

•  it is particularly important to ensure that cross boundary 
issues continue to be addressed following the abolition of 
Regional Spatial Strategies; 

•  it is unlikely that the draft NPPF will have much effect on 
growth or employment in the short run; and given the 
importance of the planning system, it is desirable that 
well-informed scrutiny of the impact of the NPPF, and 
associated reforms, continues once the changes are  
in place.

It is hoped that this framework could be of use beyond  
the current debate, and that it may also be useful to non-
economists. Whatever form the final planning policy 
framework takes, high-quality economic tools and evidence 
have a role to play in helping to ensure the planning  
system contributes as much as possible to sustainable 
national wellbeing. 
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Purpose, highlights and  
navigation of the report

1  Introduction

changes as valuable in their own right, but note they are 
unlikely to achieve one of the Government’s stated 
objectives – that of increasing the amount of development  
in the short to medium term (Nathan and Overman 2011a). 

1.2 AIMS

Two things have been evident: that while proponents 
often value greater localism, much of the motivation  
for the planning reforms has been driven by economic 
factors, and a framework for assessing claims and 
evidence on the effects of the current system is lacking. 
In response to this, the RSPB, CPRE and National Trust 
commissioned Vivid Economics to draw up an economic 
framework which provides a structure for analysing the  
costs and benefits of land use planning in England.

This economic framework is intended to be a 
comprehensive account and a means of identifying the 
channels through which planning can affect the economy 
and wellbeing, including through its effects on the 
environment. The framework allows the available evidence 
on the costs and benefits of the planning system to be 
marshalled. The evidence is incomplete and this report  
does not seek to complete it. Indeed, the diversity of the 
ways in which the planning system affects wellbeing and  
the difficulties in valuing some of these are reasons to 
sympathise with an earlier conclusion that it is, in practice, 
‘not possible to derive a balance sheet on the costs and 
benefits of planning’(House of Commons Office of the 
Deputy Prime Minister Housing Planning Local Government 
and the Regions Committee 2003). 

1.3 MAIN FINdINGS

The main findings of this report are that:

•  the planning system limits the supply of land for some 
uses, which imposes diverse costs on different groups 
throughout society. While it can be difficult to quantify 
these costs and rigorously isolate the effects of planning 
versus other influences, for particular impacts of the 
planning system, robust, high-quality estimates of the 
gross (that is, unadjusted for benefits) costs of the planning 
system are available; 

•  there is less research quantifying and valuing the benefits 
of the planning system than there is quantifying the costs, 
and even less on the distributional effects of planning;

1.1 BACKGROUNd

Planning is a valuable and influential activity. It plays a 
major role in the look, feel and function of the places in 
which people live, work, and visit. Through a democratic 
process, the planning system can mediate between the 
interests of different groups and between economic, social 
and environmental objectives for land use. The outcomes of 
such planning processes affect things as diverse as the 
character of high streets, the availability and nature of rural 
and urban open spaces, and the rate at which previously 
developed land is re-used. 

In the Coalition Agreement of May 2010, the Government 
committed to ‘radically reform the planning system’  
by increasing the autonomy of local authorities. 
This commitment had its origins in a Green Paper produced 
by the Conservative Party in opposition (Conservative Party: 
nd), which placed a strong emphasis on a more localist 
approach, both as an end itself and as a means to secure 
investment. In May 2011, in the context of a poor economic 
and fiscal outlook, a Plan for Growth released alongside the 
Budget listed four areas of focus for growth, one of which – 
making the UK a more attractive place to start and continue 
a business – included the planning system, with the others 
spanning tax reform, changes to, encouragement of private 
sector investment and exports, and the creation of a better 
educated and flexible workforce (Department for Business 
Innovation and Skills 2011). Arguing that the planning 
system was a constraint on growth, the Plan prepared the way 
for an overhaul of the National Planning Policy Framework 
(NPPF), which contains a ‘powerful new presumption in 
favour of sustainable development’ (Department for Business 
Innovation and Skills/HMT, 2011:23, 49).

The draft NPPF was issued for consultation in July 2011,  
and the merits of the proposed changes have been hotly 
debated since then. As the Communities and Local 
Government Select Committee notes (2011), ‘there is 
certainly disagreement between those insisting that the 
[draft NPPF] is a crucial catalyst in encouraging much 
needed development, and those who fear the document will 
undermine the planning system to the detriment of the 
environment and local communities. Some (National Trust 
2011; Campaign to Protect Rural England (CPRE), 2011; 
Royal Society for the Protection of Birds (RSPB) 2011) have 
argued that in its present form, the policy threatens natural 
environments and the character and vitality of towns and the 
English countryside. Others support the substance of some 
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•  it is particularly important to ensure that cross boundary 
issues continue to be addressed following the abolition of 
Regional Spatial Strategies; 

•  it is unlikely that the draft NPPF will have much effect on 
growth or employment in the short run; and

•  given the importance of the planning system, it is desirable 
that well-informed scrutiny of the impact of the NPPF,  
and associated reforms, continues once the changes are  
in place. 

It is hoped that the economic framework could be of use 
beyond the current debate, and that it should be useful 
to non-economists. Whatever form the final planning policy 
framework takes, planners would be advised to employ 
high-quality economic tools and evidence to help ensure  
the planning system contributes as much as possible  
to sustainable national wellbeing. Moreover, while the 
framework is an economic one, this report has been written 
for a general audience, and it explicitly seeks to consider the 

•  there are specific evidence gaps, which should be 
addressed to improve the quality of future public debate 
and policy-making in this area. These areas include the 
future availability of brownfield land (building on work 
recently published by CPRE), the expected land take for 
development over coming decades, and the costs and 
benefits of green belts (developing research published by 
Natural England and CPRE in 2010);

•  while beyond the scope of this report, in some areas 
influenced by planning, such as housing development, 
other policies are exacerbating problems in the sector; 

•  information on market prices could play a valuable role 
in plan-making, but only if there is a feasible way of 
complementing this with information on the ‘non-market 
values’ of land (which include the value of the 
environmental services provided). The proposal for 
integrating social prices outlined in Cheshire and  
Sheppard (2005) warrants further investigation as it  
could play a valuable role in plan-making;
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full range of ways in which planning contributes to wellbeing 
including, for example, through influencing environmental 
quality and access to services.

1.4 REPORT STRUCTURE

The rest of this report is structured as follows. 
Section 2 sets out some definitions of growth and 
sustainability. An understanding of growth, sustainability, 
and related concepts is preparatory to a discussion of the 
proposed reforms given their stated objective to contribute 
to sustainable growth. Section 3 contains a brief outline of  
the current planning system, its evolution over the past 
couple of decades, and the nature of the main currently 
proposed changes. The fourth section presents the economic 
framework for considering the planning system, outlining 
the ways in which the planning system could affect human 
wellbeing (including through its effects on the environment) 
and the production of goods and services, and discussing the 
available evidence on the existence and magnitude of these 
effects. Section 5 discusses some of the most important 
current and proposed incentives in the planning system. 
Section 6 summarises the evidence on the impacts of the 
current planning system assembled in section four and  
five. For five areas of the economy discussed in section 4,  
it considers the importance of the issue, describes the 
observed outcomes, lists evidence that has identified the  
role of planning in contributing to that outcome, and 
comments on the degree of confidence one might have in 
the identification of the role of planning. The concluding 
section also discusses what effects the proposed changes  
to the planning system might have, and the timeframes  
over which these might occur. 

Most of this report is concerned with how the economy and 
wellbeing are affected by the system of plan-making, rather 
than how they are affected by the implementation of that 
system (the assessment of applications against plans).  
The report uses ‘planning’ as a shorthand for the former  
and ‘development management’ to refer to the latter.
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Definitions preparatory to  
the main discussion

2  Growth and sustainability

illustrate the differences between wellbeing and GdP for 
UK citizens. Figure 1 shows the common themes which 
emerged from responses to the ONS consultation, arranged 
into a draft National Wellbeing Framework. Responses 
indicated that the wellbeing of individual citizens was 
central to national wellbeing, and individual wellbeing is 
influenced by health (both mental and physical), personal 
finances, relationships, where people live, what they do,  
their education and skills, and by broader issues such as the 
quality of democracy, intra-generational equality, and the 
wider natural environment including issues such as climate 
change (Beaumont 2011). 

The concept of sustainable development has evolved in 
response to tensions between short- and longer term 
wellbeing. There are a variety of definitions of sustainable 
development and, while each has a different emphasis, a 
common feature is concern with wellbeing over the longer 
term. An early and still widely used definition of sustainable 
development is the ‘Brundtland’ definition, named after the 
chair of the 1987 World Commission on Environment and 
Development. This definition states that sustainable 
development ‘meets the needs of the present without 
compromising the ability of future generations to meet  
their own needs’. In 2005, the UK Government’s Sustainable 
Development Strategy set out five guiding principles for 
sustainable development set out both ‘outcomes’ and 
‘processes’ consistent with sustainable development.  
These are (Communities and Local Government Select 
Committee 2011b):

•  living within environmental limits;

•  ensuring a strong, healthy and just society; 

•  achieving a sustainable economy;

•  promoting good governance; and

•  using sound science responsibly.

A comparison of the concepts of growth and sustainable 
development shows that conflict between the two is not 
inevitable, but can arise. Conflicts will occur when current 
growth erodes a country’s overall stock of capital. It can  
also occur if growth damages the components of current 
wellbeing which are not captured in GDP. Of course, on many 
occasions, growth and sustainable development will not  
be in conflict: for example, high-quality, low-emissions 
dwellings can be built and existing dwellings improved, and 
community spaces and amenities can be established and 
made more pleasant, raising short-term growth and creating 

The Plan for Growth foreshadowed an ‘inherently 
pro-growth’ National Planning Policy Framework;  
the Ministerial foreword to the subsequent draft charged 
the planning system with ensuring that improvements  
in current living standards do not detract from those  
of future generations (Department of Communities and 
Local Government (DCLG) 2011h). Are the objectives of 
conventional economic growth and longer term wellbeing 
necessarily in conflict, and might they be? To many people 
the answers to these questions, whether they be affirmative 
or negative, may seem obvious, but given the importance of 
the responses for assessing the effects of the NPPF, it is 
worth setting out some definitions.

Conventional economic growth is the change in the real 
value of gross domestic product (GdP) over a given time 
period. Growth does not necessarily mean consuming 
more resources, because it is change in the real value of 
production not the physical quantity of goods that matters. 
While it would be difficult to find a person or organisation 
advocating the use of economic growth as an indicator of 
wellbeing, it is nonetheless often used as if it were a proxy. 
GDP is not entirely divorced from wellbeing: it is related to 
national income, and surveys report personal finances as 
being important for wellbeing even in high-income countries 
(see for example (OECD 2011a). But overall, GDP is at best a 
partial measure of wellbeing for three main reasons:

•  consumption now can reduce the potential for future 
wellbeing. This is because GDP does not capture expansion 
or contraction of the economy’s stocks of ordinary 
‘physical’ capital such as machinery, natural capital such 
as clean air and water, nor stocks of knowledge. Thus, 
movements in GDP do not reveal whether growth has been 
achieved by depleting wealth or by keeping its value intact, 
and so GDP growth can be achieved at the expense of 
eroding assets; 

•  GDP excludes many things important to wellbeing (such as 
having fulfilling relationships, a vibrant democracy, or a 
flourishing artistic culture), and includes money spent on 
correcting problems many may prefer to have avoided in 
the first place (for example post-riot clean-ups); and

•  GDP is a measure of the level of production and not its 
distribution across society, so it is silent on issues of 
fairness and equity within societies and across time.

Responses to a recent Office of National Statistics (ONS) 
consultation about wellbeing and its determinants 
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 2 | Growth and sustainability

favour of sustainable development’ have created concern 
that the Government’s proposed planning reforms will 
not secure both economic growth and improved longer-
term wellbeing. The draft NPPF uses the Brundtland 
definition of sustainable development but subsequently 
states that ‘when taken as a whole, the policies in this 
Framework set out the Government’s view of what 
constitutes sustainable development in practice and how  
the planning system is expected to deliver it’ (DCLG 2011h). 
The Communities and Local Government Select Committee 

employment in an economy with spare capacity while 
meeting needs such as housing. ‘Green growth’ policies 
explicitly seek to maximise these mutually beneficial 
outcomes for the environment and the conventional 
economy. While the concept of green growth is more recent 
than that of sustainable development, the two are closely 
related (see for example OECD 2011a; United Nations 
Environment Program 2011). 

The lack of clarity around the definition of sustainable 
development in the draft NPPF and its ‘presumption in 
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Figure 1  Factors important to national wellbeing in the United Kingdom
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recommended that the final NPPF give a ‘clear indication of 
what constitutes sustainable development’, and that any 
new definition must re-state the guiding principles from 
2005 listed above (Communities and Local Government 
Committee 2011b: 28-9). The question of how ‘sustainable 
development’ will be interpreted in planning policy has been 
made important by the Government’s description of the 
presumption in favour of sustainable development as a 
‘golden thread’ running through the NPPF (DCLG 2011h:4). 
Some, including the sponsors of this report, feel that the 
changes will constrain the ability of the planning system to 
find the most desirable combinations of economic, social 
and environmental outcomes. Several stakeholders have 
voiced concern that the current draft places excessive weight 
on short-term economic outcomes, which could conflict with 
sustainable increases in living standards over the longer 
term (Communities and Local Government Select Committee 
2011b). The report returns to the potential effects of the 
proposed changes in section 6.
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3   The current planning system  
and proposed changes

The Government proposes a more  
localist but still plan-led system

3.1.3 Evolution of the current system

The current framework of local plans and binding 
national targets has evolved over more than sixty years, 
and over the last two decades in particular the system 
has been subject to considerable scrutiny and legislative 
change.1 The principal planning legislation is the Town and 
Country Planning Act 1990 as modified by the Planning and 
Compulsory Purchase Act 2004 and the Planning Act 2008. 
These have their basis in the 1947 Town and Country 
Planning Act, which created local planning authorities, 
regulated new development rights and instituted local plans. 
The 1947 Act was put in place in part to assist with post-war 
reconstruction, including town centre renewal, as well as  
to manage the use of land to protect the productive and 
environmental benefits of the countryside. In addition to  
the Act, a public-sector-led new towns programme, coupled 
with the creation of green belts, were key mechanisms  
for managing the housing needs of a growing population.  
In the 1960s and 1970s there was a strong focus in planning 
on inner city regeneration and tackling regional economic 
imbalances. Simplified Planning Zones and Urban 
Development Corporations were deployed in the 1980s as 
part of efforts to stimulate local economies and in 1991 the 
Planning and Compensation Act embedded the plan-led 
system at a time when the environmental role of the 
planning system was given more prominence. Since then, 
along with a stronger focus on urban regeneration following 
the Urban White Paper in 2000, the impetus behind planning 
policy has shifted towards wider economic considerations.

In 1998, a McKinsey Global Research Institute report 
investigated the UK’s relatively low labour productivity  
and identified planning constraints as a cause in the food 
retailing, hotel and software industries. Although some of 
their conclusions have subsequently been drawn by others 
from a more robust evidence base, for at least some sectors, 
McKinsey’s conclusions appear to have been based on rather 
limited evidence.2 Nonetheless, the report was influential, 
and was followed by further investigation into the 
relationship between the planning system and the economy 
by Parliament (House of Commons Office of the Deputy 
Prime Minister Housing Planning Local Government and  
the Regions Committee 2003), and (in her 2006 Interim 
Report) by the economist Kate Barker. The previous Labour 
Government also commissioned independent reviews to 

3.1 THE CURRENT PLANNING SySTEM

3.1.1 The role of local plans

The local development plan is the intended focal point of  
the current English planning system. Under this plan-led 
system, English local authorities determine land use plans  
in consultation with stakeholders and the resulting plans 
become the basis for determining planning applications. 
Development generally requires permission, and 
development applications are considered with reference  
to the plan unless ‘material considerations’ (determined  
by law) indicate otherwise. In 2009/10, more than 450,000 
development applications were received (DCLG 2011).  
Nearly half of all the resulting planning decisions related  
to applications from householders to alter aspects of their 
properties (DCLG 2011). While the system is intended to be 
plan-led, at present much of the country is not covered by an 
up-to-date local plan (Communities and Local Government 
Committee 2011b:7).

While plans are made locally, national legislation, policy 
and guidance prescribes or influences many of their 
important features. These include the ‘town centre first’ 
approach to selecting sites for uses including retail, leisure 
and office space, and nationally set targets for a range of 
outcomes including the quantity of new housing construction 
and the proportion of new housing constructed on previously 
developed, ‘brownfield’, land (DCLG 2009; DCLG 2011b). 

3.1.2 Current patterns of land use in England

A range of international, national, regional and local 
designations apply to land in development plans,  
each providing different protections. Furthermore, 
protected land can be subject to multiple designations.  
In total, about 24 per cent of England’s land area is 
designated either as one of the two mutually exclusive 
categories of National Park or Area of Outstanding  
Natural Beauty (AONB) (National Parks; Natural England). 
Just under thirteen per cent is protected as ‘Green Belt’, a 
designation which can overlap with AONB (and to a limited 
extent with National Parks) but whose primary purpose is  
to prevent urban sprawl (DCLG 2011c). Recent research 
published by CPRE (2012) shows that, overall, around half of 
England is covered by such planning designations.

1  The history of the English planning system in this paragraph was provided by the Campaign to Protect Rural England.
2  For example, their argument that planning policy was a constraint on the productivity of the software industry seems to have been based on 
interviews with one or two Cambridge firms (Barker 2006:132).
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 3 |  The current planning system 
and proposed changes

Table 1  The English planning system since 1991: main reports, inquiries and legislation

Report or Act Contribution

Planning	and	Compensation		
Act	1991

Embedded	the	plan	led	system	by	making	the	plan	the	primary	consideration	in	
development	control

‘Driving	Productivity	Growth	in	the	
UK’,	McKinsey	(1998)	report

Argued	that	the	planning	system	was	an	important	constraint	on	UK	productivity

Housing	White	Paper	(1995) Introduced	a	50	per	cent	target	for	the	proportion	of	new	homes	built	on		
brownfield	land

Planning	Policy	Guidance	6	(1996) Introduced	the	‘town	centre	first’	policy

Urban	White	Paper	(2000) Focussed	on	urban	renaissance	and	provided	stronger	foundations	for		
brownfield-first	approach	to	housing

Planning	Green	Paper	(2001) Argued	that	the	planning	system	was	too	complex,	slow	and	disempowering	for	
participants;	proposed	simplifying	the	hierarchy	of	plans,	shortening	local	plans	
and	closer	public	engagement	in	plan-making

House	of	Commons	ODPM		
Select	Committee	report	on	
planning	competitiveness	and	
productivity	(2003)

Concluded	that	planning	was	not	a	significant	determinant	of	productivity	and	
that	outcomes	could	be	improved	through	further	resourcing	and	better	
implementation	of	the	current	rules

Barker	Review	of	Housing		
Supply	(2004)

Recommendations	include	transferring	benefits	of	development	from	landowners	
to	affected	communities	and	using	market	signals	as	a	trigger	for	the	release	of	
additional	land	allocated	for	housing

Planning	and	Compulsory	
Purchase	Act	2004

Introduced	statutory	Regional	Spatial	Strategies	and	a	sustainable	development	
purpose	to	planning

Barker	Review	of	Land	Use	
Planning	(2006)

Numerous	wide-ranging	recommendations	to	improve	the	responsiveness	and	
efficiency	of	the	planning	system	and	the	efficiency	of	land	use

Planning	Act	2008 Created	the	Infrastructure	Planning	Commission

Localism	Act	2011 Abolished	the	Infrastructure	Planning	Commission	and	Regional	Spatial	Strategies;	
introduced	Neighbourhood	Plans	and	a	new	duty	for	local	authorities	to	cooperate

Source: Vivid Economics
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authorities set targets for the proportion of brownfield land 
used for housing, which can be at levels higher or lower than 
national target (DCLG 2011) the draft NPPF does not prohibit 
local authorities from setting targets for outcomes including 
the proportion of new housing on brownfield land,neither 
does it require them to do so. 

The current draft NPPF includes a set of ‘core planning 
principles’ such as the requirement that when considering 
the future use of land, planning policies and decisions 
should take into account the land’s environmental quality  
or potential ‘regardless of its previous or existing use’  
(DCLG, 2011d:5). While some initially thought this  
could signal a break with the ‘brownfield first’ approach,  
the Minister for Decentralisation & Planning, Greg Clark,  
has subsequently explained that this wording was intended 
to capture the fact that some brownfield land has high 
environmental value. The Minister commented that ‘it is 
obviously in everyone’s interest – it is in the national interest 
and certainly in the local interest – to make use first of 
derelict land, to bring that back into use’; and indicated that 
a revised draft could both explicitly refer to ‘brownfield’ land 
and avoid any unintended suggestion that previously 
developed land of high environmental value should be 
prioritised for development (Communities and Local 
Government Committee, 2011: Ev77-8).

While there are some changes to the detail of current Green 
Belt policy (which have been strongly criticised by some 
groups including CPRE (2011)), it is intended that the central 
tenet that ‘inappropriate’ development should not be allowed 
in the Green Belt remains unchanged (DCLG 2011h). 

There are also significant changes to national planning 
policy outside those outlined in the draft NPPF which 
alter the spatial scales at which plans are made and the 
incentives for participants in the development process. 
The Localism Act 2011 changes the levels at which planning 
is conducted by abolishing Regional Spatial Strategies and 
introducing Neighbourhood Plans. Furthermore, the 
regulation-making powers in that Act can be used to compel 
local authorities to redistribute financial benefits of 
development from landowners to the communities affected 
by development, through the Community Infrastructure 
Levy. Other changes to the financial incentives local 
authorities face for approving different types of development 
include the recently finalised New Homes Bonus and the 
proposal for Business Rates Retention, both of which are 
discussed further in section 5.

make recommendations for the delivery of specific 
objectives to which the planning system contributes,  
such as shaping vibrant urban communities (Rogers 2005) 
and the provision of an adequate and affordable supply of 
housing (Barker 2004). 

Table 1 lists some of the main reports, inquiries and 
legislation relating to land use planning in the period and 
summarises their purpose and content.

3.2  PROPOSEd ANd RECENT ACTUAL CHANGES 
TO THE PLANNING SySTEM

The Government’s planning reforms fall into three  
main parts: 

•   a reduction in the amount of national policy from around 
1,000 pages to around 50; 

•  more than a dozen specific changes to national policy in 
the National Planning Policy Framework (NPPF); and 

•  changes outside the national planning policy framework to 
financial incentives and the spatial levels at which plans 
are made.

The first two of these are not yet final, while parts of the third 
are already in operation. The Government is not proposing to 
alter the plan-led nature of the system.

Some of the most important specific changes to policy  
in the draft NPPF are: the ‘presumption in favour of 
sustainable development’; the removal of the national 
target for the proportion of new housing which takes 
place on brownfield sites (as signalled in the Plan for 
Growth – BIS/HMT 2011); and, the replacement of a 
separate policy, the ‘brownfield first’ policy, with a 
requirement to consider the environmental value of  
land regardless of use. 

The ‘presumption in favour of sustainable development’ 
applies to both plans and development applications.  
Plans have to have regard to the presumption, and where 
local development plans are indeterminate, permission  
for development should be granted, provided there is no 
conflict with the NPPF (DCLG 2011h:4).

The Government is hopeful that by reducing the amount of 
‘prescriptive national policy’ it will improve community 
engagement in planning, which will facilitate increased 
acceptance of development (DCLG 2011b:11). At present, local 
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4  An economic framework

Describing the ways planning  
affects wellbeing

The framework begins with a clear articulation of the 
objective of and rationale for the land use planning 
system and the policy instruments available as part of 
that system. On the first of these, the planning system 
exists primarily to improve human wellbeing. While planners 
achieve this end through developing and implementing 
policies which influence land use, it is important to stress 
that these policies are desirable because they can contribute 
to human welfare rather than as ends in themselves, just as 
(say) regulating the production of medicines is not an end in 
itself but an activity we undertake because unregulated 
markets are unlikely to produce the best outcomes for 
society as a whole. As with many markets, the existence of 
‘market failures’ (departures from ‘ideal’ market conditions 
which include perfect competition and fully informed 
participants), and concerns over the distributional effects of 
unregulated land markets, provide the rationale for the 
planning system, or to put the argument another way, create 
the opportunity for government or collective action to 
improve outcomes in terms of wellbeing. The main policy 
instrument used by the English planning system to achieve 
this goal is regulation of the supply of land available for 
different uses. Broadly speaking, this regulation gives the 
planning system the ability to control where development 
can occur, how much of it there can be and what kinds of 
development there are – although the powers of the system 
are asymmetric in the sense that planning can prevent but 
not ensure development.

One of the primary roles of the planning system is to set 
the quantity of land available for each use. Either alone, 
or in combination with further constraints on building height 
and plot ratios, these regulations can act as a constraint on 
the supply of land. Where planning regulations constrain 
land supply, they raise the price of land relative to the 
situation without regulation, other things being equal. 
This in turn can raise the prices of goods which use land as 
an input (housing, offices, and so on) relative to the level 
without regulation. Of course, this is not the same as saying 
that planning regulations are the dominant determinant of 
the prices of housing or office space. It simply states that 
where regulations act as a supply constraint they have an 
effect on the price of that land. Evidence on the actual size  
of the effects of planning on the prices of land, office and 
housing space are discussed in sections 4.2, 4.3 and 4.6 below.

Households and businesses take prices into account when 
making decisions about space, and because land regulation 
changes these prices, it is expected to change household  

4.1  RATIONALE FOR ANd OVERVIEW OF  
THE FRAMEWORK

4.1.1 Why might an economic framework be useful? 

This section presents an economic framework for thinking 
about the costs and benefits of the land use planning 
system. It outlines the mechanisms through which planning 
affects the economy and wellbeing, and summarises the 
evidence on the existence and relative importance of each. 
This economic framework may be useful for two reasons:

•  first, planning has economic impacts, and the current 
reforms are motivated in part by economic considerations. 
Economics provides a unified framework for thinking about 
the impacts of planning, or any other policy, on human 
wellbeing; and 

•  second, it provides a systematic way of arranging and 
analysing the existing literature on the economic impacts 
of the planning system. Once the impacts of the planning 
system have been clearly set out, the relative depth and 
quality of the evidence base currently available on each of 
these different impacts can be assessed. This can help 
users to test and respond to claims about the impacts  
of the planning system. Moreover, this systematic 
classification highlights gaps which may be filled by  
future research.

The framework appears to be novel. Several sources 
(Barker, 2006; Kim, 2010) outline a range of mechanisms 
through which planning affects the economy and Cheshire 
and Vermeulen (2009) have described an economic 
framework for analysing residential urban land use policy. 
However, there appears to be no pre-existing framework 
which systematically arranges all of the existing literature  
on the economics of planning. 

4.1.2 Overview of the framework

The framework considers the effects of land use planning 
explicitly on both wellbeing and the production of 
economic output. This breadth is one of the key 
contributions of the framework. While the effects of planning 
on key economic variables are important, the net benefits of 
the planning system cannot be assessed purely through its 
effects on these, because as outlined in section 2, economic 
aggregates such as GDP do not capture all the building 
blocks that make up wellbeing.
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•  ‘externalities’ which can be positive (a pleasant-looking 
street) or negative (pollution) and are things that affect 
wellbeing but for which the affected person did not pay or 
receive compensation;

•  ‘public goods’ are goods such as the atmosphere which 
are non-excludable (it is not feasible to stop someone 
consuming them) and non-rival (one person’s consumption 
does not affect another person’s ability to consume the 
same good). Public goods are generally under-provided by 
private markets because non-excludability means that a 
provider cannot recover revenue as compensation for the 
costs of provision;

•  ‘club’ goods such as private parks are excludable, 
but (at least before they become congested) not rival; and

•  ‘private’ goods such as housing are both excludable and rival.

The opportunities for planning to improve on market 
outcomes come from two sources: first, market failures,  
or departures from ideal market conditions, mean that 
government policy can improve overall wellbeing. In land 
markets, these failures are so pervasive that all developed 
countries regulate land use to some extent (Barker 2006). 
The main types of failures associated with land markets are 
(Barker 2006:26): 

•  under-provision of public goods such as open spaces;

•  negative and positive externalities such as traffic 
congestion and pleasant urban centres which will be over- 
and under-provided by unregulated markets, respectively; 

•  information asymmetries and the absence of coordination 
between developments which can result in incompatible 
land uses, reducing overall wellbeing (for example, heavy 
industrial uses near to residential areas); and

•  monopolistic behaviour which can arise when a single land 
owner holds the only suitable land for development.

There are two points worth making here. The first is that  
the planning system addresses multiple market failures,  
and this is one of the reasons that planning is a complex 
policy area. The second is to emphasise just how many 
valuable things are captured in the rather dry terms above. 
For example, being able to enjoy the sight of St Paul’s 
through a protected ‘view corridor’ or a sense of tranquillity 
in the Lake District, or not experiencing flood damage because 
a nearby floodplain offers protection are three of the many 
public goods facilitated by the planning system.

and business choices. For example, if land prices raise office 
property costs, a business may choose a smaller office or 
one in a different location.

As well as the more direct effects of planning on land 
prices and household and business choices, there are 
interactions arising from the location of productive 
activities and households. These include access to skilled 
labour, inter-firm interaction through agglomeration and 
clustering, economies of scale from access to markets and 
benefits from specialisation. These all contribute to the 
productive output of the economy in the short term, and  
in the long term some of them can affect the rate of 
economic growth.

In section 6, the evidence on land use, output and  
wellbeing is mapped onto this framework, showing where  
the principal gaps lie. As the sections below demonstrate, 
the quantification of some of these effects is extremely 
challenging. The benefits generally are more difficult to 
value than the costs, which probably contributes to the fact 
that there is more research estimating the latter.

The rest of this section sets out the framework in more 
detail. The next section expands on the objective, rationale 
and instruments of the planning system, and the following 
two sections deal with the effects of planning that work 
through wellbeing and production.

4.2  OBJECTIVE, RATIONALE ANd 
INSTRUMENTS OF THE PLANNING SySTEM

This report adopts the position that the planning  
system should exist to improve human welfare, broadly 
conceived. Economists think of welfare or wellbeing as 
depending on the consumption of ‘goods’, where the 
definition of goods extends well beyond things which can  
be purchased from retailers and is capable of including all  
of the aspects of wellbeing in the draft National Wellbeing 
Framework above. A ‘good’ is anything that contributes, 
positively or negatively, to human wellbeing, ranging from 
simple goods like an apple to the feeling of pleasure derived 
from knowing about the existence of a National Park one 
may never visit. 

Planning can influence the availability and price of 
many types of goods, including through reducing the 
amount of some things which lower wellbeing. Goods can 
be classified according to their characteristics:
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While the effects of planning on the economy and welfare 
begin with the allocation of land, they certainly do not end 
there, and the variety of these effects and their diffuse 
nature are part of what makes the net benefits of the 
planning system so difficult to determine. The rest of this 
section elaborates on these effects.

4.3  EFFECTS OF PLANNING ON PUBLIC GOOdS

Figure 2 captures the main effects of planning on 
production, housing and other goods such as open spaces 
that contribute to wellbeing. They operate through three 
main channels. In addition to providing public goods, 
mitigating negative externalities and increasing the 
provision of positive ones, the planning system can affect 
people’s real incomes, and hence their level of consumption, 
through its effects on the price of market goods and services.

The remainder of this section steps through the diagram 
from right to left. It begins with public goods, externalities 
and infrastructure. It then turns to housing. Finally, it comes 
to the left half of the diagram, discussing the production side 
of the economy.

The tour of evidence that follows does not take in every  
box in the diagram above. This is because it is primarily 
concerned with empirical evidence of effects, and that 
empirical evidence is based on what can be measured, 
generally market prices, which are analysed at quite an 
aggregated level. Thus the discussion does not review 
estimates for all the individual boxes and arrows in the 
diagram but more often considers figures which represent 
the combined effects of a number of them.

4.4  EFFECTS OF PLANNING ON PUBLIC GOOdS

The next few paragraphs discuss estimates of some 
benefits of public goods provided through the planning 
system. The report then turns to the effects of the 
planning system on real incomes, focusing on house  
prices. Another potentially important effect on real incomes 
is retail productivity. If planning policies can influence  
retail productivity, they can change retail prices and the 
purchasing power of households income. These effects on 
real incomes work through effects on competition so are 
discussed along with other competition effects in 
section 4.6.3. 

The second point is that planning can change the 
distribution of wellbeing both within and across time relative 
to the situation without intervention. In theory this means 
that, planning does not just provide goods such as public 
open space, which would probably not have been created 
otherwise, but can also influence the location of that open 
space, for example with a view to ensuring people on lower 
incomes have access to it. A small amount of evidence 
addressing some distributional outcomes of planning is 
discussed in section 4.5.

The planning system addresses market failures primarily 
through the allocation of land available for different 
uses, which has numerous effects on welfare. When this 
allocation constrains the supply of land for a particular use, 
it creates price differentials between pieces of land which 
have been allocated to different types of use but which are 
otherwise very similar. Where evidence on the size of these 
differentials exists, it suggests they are large. For example,  
in Reading in 1983, land on the urban fringe designated as 
residential attracted a premium (in 1983 prices) of £175,000-
£450,000 per hectare (Barker 2006:154).

In other research, Reading has been selected because it 
represents ‘the extreme of planning constraint[s]’ (Cheshire 
and Sheppard 2002:246). This means that price differentials 
in many other areas of England are likely to be lower than 
Reading. However, since housing demand has risen across 
the country since the early 1980s, the average level of the 
price differential will now also be higher. While evidence on 
price differentials for fringe land is lacking for other areas, a 
comparison of average land values provides some indication 
of the extent to which planning constrains the supply of land 
for uses such as housing. In 2006, across England and Wales 
(excluding London), values of land for residential use were on 
average 250 times higher than values for mixed agricultural 
land and large differences in average values existed within 
all regions (Barker 2006:151). Some caution is needed 
because averages compare land which differs in more than 
just its use class, and so differentials will not only reflect the 
pure effect of planning allocations, but also differences in 
location and therefore proximity to amenities. 

The existence of these price differentials creates economic 
rents, or wealth derived purely from the allocation of a  
piece of land to a high-valued use. Policy can alter the 
distribution of these rents and this plays an important role  
in determining who benefits from development and by how 
much, as discussed further below. 

Inexpensive	Progress?	A	framework	for	assessing	the	costs	and	benefits	of	planning	reform	 20

 4 | An economic framework

	<Previous  Next >  Return to contents 



Inexpensive	Progress?	A	framework	for	assessing	the	costs	and	benefits	of	planning	reform 21

 4 | An economic framework

ecosystems is mixed, and Natural England reports some 
landscapes show signs of neglect, in the sense that the 
elements which differentiate the landscape from others are 
being lost, (National Ecosystem Assessment 2011, Natural 
England 2011). Professor Sir John Lawton’s 2010 review of 
England’s wildlife sites and ecological network found that, 
despite the protection and improved management of wildlife 
in some designated sites, England’s wildlife habitats had 
become ‘increasingly fragmented and isolated’, resulting in 
the declining provision of some ecosystem services, and 
losses to populations of some species. The National 

4.4.1  Provision of open spaces and  
ecosystem protection

Planning provides a range of public goods including 
urban open spaces and distinctive landscapes, and  
helps to protect important ecosystems. In protecting 
ecosystems, biodiversity is maintained or enhanced, and 
services such as flood mitigation and carbon sequestration 
are provided to society. Despite current protections through 
designations such as National Parks and Sites of Special 
Scientific Interest, the health and functioning of the UK’s 
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Figure 2  How the planning system affects wellbeing

Source: Vivid Economics
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green belt makes to house prices was much lower, £41,  
and is not ‘statistically significant’, meaning that the value 
cannot be estimated precisely enough to confirm that it is 
not zero. Green belt’s primary purpose is to prevent urban 
sprawl (DCLG 2011h), so if this is achieved in a way which 
raises overall welfare, any pleasure people derive from the 
belt can be regarded as a co-benefit not a necessary 
requirement. That said, there may be cost-effective ways to 
raise the value of amenity and ecosystem services provided 
by the green belt (see CPRE and Natural England 2010 for an 
initial discussion).

If any change in policy were to cause large changes in 
English landscapes, there is a potential problem with drawing 
on these figures to estimates the resulting changes in 
welfare. All the figures cited above are ‘marginal’ valuations, 
that is, valuations for a small change from the current 
situation or given the current availability of these amenities, 
so they cannot necessarily be used to calculate the change 
in welfare resulting from a very substantial change, such as a 
large change in the amount of countryside. This is because 
the valuation of a large change is likely to be different from 
the sum of the valuations of many small changes.

4.4.2  Nationally important natural and physical 
infrastructure and the scale of spatial planning

Ecological and physical infrastructure makes up 
networks, and the social value of individual pieces 
depends in part on their relationship to the whole. 
For example, the missing part of a wildlife ‘corridor’ would be 
of value not just as local open space, but because of its wider 
value in maintaining the quality of linked wildlife habitats. 
Similarly, the land required to complete an improved railway 
line between two important regional centres is valuable to 
the overall transport system not just because it facilitates 
train travel between those two centres but because of 
improvements to services more broadly across the rail and 
road networks.

The Government is committed to improving networks of 
ecological and physical infrastructure. This demands, 
among other things, effective structures for local 
authorities to work together at a variety of scales. 
However, it is not clear that the Government’s planning 
reforms will deliver such structures. The Lawton review 
recommended a focus on ecological networks as a way of 
managing fragmented wildlife habitats: the review argued 
that to protect wildlife and ecosystem services it was not  

Ecosystem Assessment (Watson et al. 2011: 26) found that 
‘conversion and intensification of natural habitats to 
farmland’ was one of the five main drivers of ecosystem 
change in the UK over the past 60 years. This conversion  
has caused biodiversity loss and the degradation of some 
ecosystem services, while other sectors, such as energy, 
industry, housing and transport, have had ‘major impacts’  
on ecosystems including through loss of coastal habitats 
(National Ecosystem Assessment: 9, 26). 

Economic techniques can reveal the values which  
people place on these public goods. As some of the most 
important goods provided by planning are not traded in 
markets, the value people place on them cannot be observed 
directly. However, economic techniques to determine 
monetary valuations for such goods do exist, and two 
relatively recent studies using different methodologies  
have found that high quality amenity spaces can be  
highly valued.

A 2002 Eftec/Entec report for the Barker Interim Review  
uses a meta-analysis of estimates from surveys of peoples’ 
willingness to pay for different types of open space to 
estimate the external benefits of a range of different types of 
undeveloped land. The estimated valuations differ markedly 
for different types of land, with the value of urban core public 
space (£54,000 per hectare per year) almost an order of 
magnitude higher than other types of open space, and the 
green belt and intensive agricultural land providing the 
lowest external benefits (£889 and £130 per hectare per  
year, respectively).

This ranking across types of amenity land is quite similar  
in to that published in Gibbons, Mourato and Resende  
(2011). Gibbons et al. use a sample of one million housing 
transactions over the period 1996 to 2008 to estimate the 
value associated with proximity to a large number of specific 
types of public and private natural amenities. In the first 
nation-wide study of this type, the authors find that, after 
controlling for the effects of a wide range of other factors, 
many of the environmental amenities have large and 
statistically significant effects on house prices, indicating 
the positive contribution these amenities make to wellbeing. 
For example, a one percentage point increase in the share of 
green space in the ward in which a house is located raises 
the median house price by more than £2,000, and a location 
one kilometre closer to a National Trust property raises the 
median value by more than £1,000. The estimated addition 
that a one percentage point increase in the ward share of 
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plans. This would help ensure that planners could take the 
total value of land into account so planning can make the 
best possible contribution to enhancing highly valued 
landscapes and England’s ecological network. 

Previously, these supra-local issues could be addressed 
in the regional tier of planning, which has been abolished 
by the Localism Act. It is not clear that replacement 
structures, such as a ‘duty to cooperate’ with other 
authorities, will be sufficient. In its review of the abolition  
of Regional Spatial Strategies, the Communities and Local 
Government Committee (2011a) found that, while views  
on the Strategies were mixed, there were many positive 
elements, such as their integration of infrastructure, 
economic development, housing and environmental 
protection issues across local authorities, which should  
not be swept away by the planning reforms. Given the 
importance of physical and ecological infrastructure for 
wellbeing and the economy, it will be crucial to monitor the 
outcomes delivered by the ‘duty to cooperate’ and improve 
the scope for effective incorporation of supra-local issues in 
local planning if necessary.

4.5 EFFECTS OF PLANNING ON HOUSING

The availability and price of housing are of great 
importance to both individuals and overall national 
economies. The price and availability of housing and their 
evolution over time have large distributional effects within 
and across generations. Low housing affordability and tight 
rental markets prevent people without pre-existing equity  
or access to family capital from acquiring homes or  
renting the amount and quality of space they would like, 
while past house price appreciation has predominantly 
benefitted the current older generations at the expense  
of current younger people (Muellbauer and Murphy 2008).  
At the macroeconomic level, links between housing and 
financial markets and between financial markets and the 
overall economy mean that housing markets and policies are 
important for overall macroeconomic stability (OECD 2011c).

Planning policies determine the quantity and location  
of land for housing and in recent years there has been  
an active debate about how much these policies may 
have contributed to observed UK house price growth. 
Real UK house prices grew by more than 90 per cent over  
the period 1980-2008 (OECD 2011c). This has an impact  
on affordability, as comparisons of house prices with 
household incomes and the cost of borrowing show clearly. 

just more, bigger and better wildlife habitats which were 
necessary, but ensuring that sites were appropriately 
connected and buffered (Lawton 2010). Embracing the need 
for ecological networks in its 2011 Natural Environment 
White Paper, the Government wrote that:

Past action has often taken place on too small a 
scale. We want to promote an ambitious, integrated 
approach, creating a resilient ecological network 
across England. We will move from net biodiversity 
loss to net gain by supporting health, resilient 
ecosystems and coherent ecological networks. 

In addition to its commitments to improve ecological 
networks, the Government’s commitments to reduce 
emissions and adapt to the unavoidable impacts of climate 
change entail investment in energy and transport networks 
(Climate Change Committee 2010). In each case, this 
requires local development plans to assess the value of land 
in different uses taking these national goals into account. 
This in turn requires two things: 

•  estimates of the total value of local sites, including their 
environmental values; and 

•  effective institutional arrangements for local planning 
authorities to give adequate consideration to supra-local 
issues when allocating land to various uses.

While Government describes its planning reforms as part 
of the ‘institutional framework to achieve the recovery of 
nature’(HM Government 2011), changes in the draft NPPF 
require planning to consider only some of the necessary 
information about land values, which could lead to land 
being allocated to the wrong use. The draft NPPF includes 
a requirement that planning policies should take account of 
market signals such as land prices, commercial rents and 
housing affordability (DCLG 2011h). However, these values 
omit the social value of a given piece of land, and are not 
sufficient for making planning decisions which balance 
environmental and social as well as economic factors. 
Information on market prices could play a valuable role  
in plan-making, but only if there is a feasible way of 
complementing this with information on the ‘non-market 
values’ of land (which include the value of the environmental 
services provided). There is a strong case for Government, 
researchers and interested Non-Government Organisations  
to work together to investigate how the high quality 
information on the values of ecosystems and the services 
they provide could be incorporated into local development 
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shows that UK housing supply is indeed relatively 
unresponsive: the response of new housing investment to 
changes in price is lower in the UK than in the US and some 
parts of Europe (OECD 2011c). 

The observed relatively low supply responsiveness in  
the UK suggests three questions:

1.  How important are expansions in the housing stock for 
house prices?

2.  Is planning causally related to the relatively slow 
responsiveness of the UK housing stock? 

3.  How important are supply effects relative to other 
influences such as changes in real incomes and 
expansions in the availability of housing credit, and how 
might these effects interact?

In 2008, Barker gave her answer to (1), stating that ‘the 
broad consensus of the recent studies in the UK context 
is, unsurprisingly, that changes in the rate of new supply 
have a modest, but significant, impact on house prices’. 
Muellbauer and Murphy (2008) list comprehensive reviews of 
regional UK house price modelling, citing eight criteria for a 
satisfactory model and summarising one of the examinations 
fulfilling these criteria (Cameron, Muellbauer, and Murphy 
2006). They model house prices splitting Britain into nine 
regions and find that a one per cent rise in the housing stock 
relative to the working-age population in a UK region lowers 
regional house prices by 1.5-2 per cent in the short run.

Recent UK work answering (2) finds a large effect of 
planning on house prices, and their volatility. It is 
difficult to isolate the effect of land use planning on house 
prices for two reasons: firstly, because geographical as well 
as policy factors can reduce land supply and the two are 
often present in the same place, and secondly, ’reverse 
causality’ means that the causation between planning 
restrictions and house prices can run both ways. For 
example, in a local area experiencing high demand for 
housing (and therefore high prices), planning authorities 
may be more selective with planning applications and the 
refusal rate could be higher, so while the stringency of 
planning would affect house prices, house prices were also 
affecting the stringency of planning. Hilber and Vermeulen 
(2010) examine the effects of land restrictions on UK house 
prices, controlling for both of these factors using a data set 
covering 353 local planning authorities from 1974-2008. 
They conclude that the effects of regulation are significant 
and large. To illustrate the magnitude of these effects, the 

Recently, low mortgage interest rates have contributed to 
mortgage repayments on the average UK house falling to 
just over one quarter of average full-time disposable 
earnings, and while this is well below their recent peak of 
almost half of earnings in 2007 and also below their 1980s 
average of more than 40 per cent (Halifax 2012), an increase 
in lending rates associated with economic recovery would 
reduce affordability, other things equal). High house prices 
or low affordability are not in and of themselves evidence of 
a sub-optimal planning regime: for example, house prices 
also rose strongly over the period 1980 to 2008 in OECD 
countries (OECD 2011c) whose planning regimes range from 
strict to permissive. That said, as land use planning does act 
to restrict the amount of a key input into housing – the land 
available on which to put houses – so, as with other goods,  
it is expected to have some effect on house prices over  
the longer run. Looking to the future, regardless of exact 
volume, expansions in the housing stock to meet growth in 
population and housing demand will require additional land 
for housing, and planning policies will be important in 
determining the density of development and the balance 
between the use of brownfield and greenfield land.

The rest of this section sets out the theory of how house 
prices are determined and the mechanisms through which 
planning can affect house prices. It also considers UK 
evidence on the effect of planning on house prices. It is 
necessarily a brief treatment of such an important question 
but introduces the evidence of most relevance to questions 
of planning policy.

House prices are determined by the interaction of supply  
and demand, with planning primarily affecting the 
former. Determinants of housing demand include income, 
demography (population growth, and the composition of 
that growth, which influences the rate of household 
formation), credit availability, the level of interest rates, and 
previous house price appreciation (Muellbauer and Murphy 
2008). On the supply side, the stock of houses is fixed in the 
short run, but grows with net additions to the housing stock. 
As the planning system controls the supply of land, limiting 
the supply available for housing, we would expect the 
responsiveness of the housing supply (the rate at which the 
housing supply responds to changes in house prices) to be 
lower, other things being equal. This means that shorter-
term changes in demand are more likely to result in changes 
in price than changes in the stock of housing, implying 
larger price rises for a given increase in demand, and also 
more volatile prices. The available cross-country evidence 
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mortgages, which has raised households’ ability to pay  
for housing with a given level of income. Overall, these 
changes are estimated to have raised real house prices by 
as much as 30 per cent in the average OECD country;

•  supply responsiveness alters the reaction of the housing 
market to changes such as financial deregulation. In 
countries such as the UK where the supply of housing is 
less responsive, the impact of financial deregulation on  
real house price growth would be larger; and

•  in addition to macroeconomic factors such as real income 
growth, the stringency of banking supervision, the 
maximum available ratio of loan to property valuation,  
and the responsiveness of the housing supply all have 
economically significant effects on house price volatility.

Although beyond the scope of this report, other aspects 
of government policy distort incentives in land and 
housing markets. Their removal could improve overall 
outcomes in these markets. For example, it is desirable  
to review housing and property taxation with the aim of 
moving toward a system in which housing is not treated 
preferentially relative to other assets (see for example 
Mirrlees 2011; Andrews 2010:28).

4.6  EFFECTS OF PLANNING THAT WORK 
THROUGH PROdUCTION

4.6.1 Overview

The Government’s motivation for reforming the planning 
system includes claims about the adverse effects  
of planning on macroeconomic indicators such as 
competition, growth and employment. These claims can be 
examined systematically with the aid of a production function. 

A production function specifies the inputs that are used 
to produce output. For the purposes of this report it is not 
necessary to be precise about the exact proportions in which 
inputs are combined, just to list the inputs, which are: land, 
labour, physical capital, and ‘total factor productivity’ (TFP). 
TFP is a shorthand for the common finding that more output 
is produced than is accounted for by the observable inputs. 
At the national level, the amount of land is fixed, and some 
land is a necessary input into any production. However,  
any given parcel of land has alternative uses, and there is 

authors show (pp.53-5) that if the average English local 
planning authority restricted development as much as one 
of the least restrictive authorities, real house prices in the 
average authority in 2008 would be 10 to 19 per cent lower. 
They also examine the effects of planning on house price 
volatility, finding that, while macroeconomic effects are 
important, planning restrictiveness has a significant effect.

These estimates of the effects of planning on house 
prices are generally estimates of gross costs, at least 
some of which will be offset by the benefits of planning. 
For example, as discussed in section 4.3 above, some of the 
constraints on the land available for housing exist to provide 
rural and urban open spaces, many of which provide 
benefits, including those captured in higher house prices for 
those who live nearby. There appears to be no investigation 
of whether the effects of the planning system on house 
prices and wellbeing are positive overall for England as a 
whole. Cheshire and Sheppard (2002) give the example of net 
benefits of planning at a local level. They find that planning 
in Reading generated high gross welfare benefits but at high 
cost, so that planning reduced welfare overall, with the net 
cost estimated at around four per cent of local incomes.  
The authors also look at the distributional outcomes of 
planning in Reading, finding that in combination, the  
range of amenities provided were broadly neutral in their 
distributional effects across homeowners of different incomes. 
In this study urban parks were found to be somewhat 
progressive while green belt land was regressive.3

Recent OECd work finds that demand-side factors play  
a large role in real house price growth. Andrews (2010) 
analyses the role of demand shocks, structural and policy 
factors on house prices and their volatility. He looks at the 
period 1980-2005. The paper shows the relative magnitude 
of demand and supply side factors on house prices and  
their volatility and the interactions between these effects. 
Some of the main findings are:

•  house prices tend to rise proportionately with real incomes;

•  the process of financial deregulation observed across OECD 
economies over recent decades (which can be measured 
through indicators such as the removal of credit and 
interest rate controls, barriers to entering the financial 
sector, state ownership of banking, and so on) has 
facilitated greater competition in the market for household 

3  While the economic literature on the distributional effects of the English planning system as a whole is not rich, the literature investigating the impacts of 
amenities on house prices (see for example Gibbons, Mourato, and Resende 2011; Cheshire and Sheppard 2004) shows that amenities such as open spaces 
and goods schools are capitalised into house prices, so that in the absence of affordable housing in those locations, people on lower incomes are generally 
excluded from high amenity neighbourhoods.
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UK relative to other countries is one of the three pieces of 
evidence about the burden of planning regulations cited in 
the Plan for Growth (Department for Business Innovation 
and Skills 2011). While international comparisons do suggest 
the costs of occupying offices in UK cities are relatively  
high, it is difficult to estimate the contribution of planning  
to this outcome.

Barker (2006:166) presents information on the costs  
of occupying office space in 30 city locations showing 
that the level of these costs in the UK is relatively high.4 
The sample includes Tokyo, Paris and Hong Kong. Areas 
within London are amongst the most expensive, and 
Manchester, Leeds, Birmingham and Bristol are all more 
expensive than midtown Manhattan. While the comparison  
is sensitive to exchange rates, the fact that multiple English 
cities rank relatively highly is at least suggestive that a 
constraint is raising occupation costs. Barker does not 
discuss whether the level of business rates or utility costs, 
both of which are included in total occupation costs, 
contribute to this outcome.

Cheshire and Hilber (2008) argue that UK land use 
controls are the cause of these high costs. Their work 
provides an estimate of the impact of the planning system 
on occupation costs for non-domestic property. If the 
construction industry is competitive and planning 
restrictions prohibit buildings above a certain height, the  
gap between construction costs and the market price of floor 
space can be interpreted as a ‘regulatory tax’. Cheshire and 
Hilber argue that, because it excludes other costs of the 
planning system, such as delays in obtaining planning 
permission, this regulatory tax is an estimate of the ‘lower 
bound’ of the gross costs of planning regulations on office 
costs (that is, the smallest amount that planning regulations 
could add to office costs). The authors calculate this 
regulatory tax for a number of UK and other European cities, 
finding that UK regulatory taxes are much higher than those 
in continental Europe, and present fairly strong evidence 
that differences in the estimated value of the regulatory tax 
across time and space in the UK can be explained by 
differences in the restrictiveness of planning, with 
jurisdictions in which businesses control planning policy  
(the City of London and Docklands) being more responsive  
to changes in local prosperity than those controlled  
by residents. 

generally some degree of ‘substitutability’ between land  
and other production inputs. If land in a given location is 
expensive, more physical capital may be combined with  
a given amount of land, for example, to produce taller  
office blocks.

The inclusion of land in the production function reveals 
the effect planning has on business choices, mainly in 
two ways:

•  restricting how much land is available for commercial uses. 
This can create large differences in price between classes 
of land as discussed above. As the price of land can affect 
the price of buying or occupying buildings, and (probably) 
cause businesses to substitute away from land in 
production, towards other inputs. For example, while 
eventually the possibilities for substitution between space 
and other factors will be exhausted, a retail business might 
have a smaller shop and more labour per unit of output 
than would otherwise be the case, or might move to a 
different location; and

•  restricting which commercial activities can take 
place in some locations and/or on some specific sites. 
These restrictions can effectively rule out some 
combinations of production inputs for some uses.  
For example, restrictions on out of town retail parks 
constrain the possible combinations of plot size, labour  
and physical capital that can be used by supermarkets. 
This can affect both competition and retail productivity. 
This is not to say whether such a restriction may or may 
not deliver net benefits to society, just to express them in 
terms of their effects on businesses’ choice of inputs. 

This analysis suggests that planning affects production 
through the costs of occupying property, and through  
effects of location, such as competition and benefits of 
agglomeration. The rest of this section discusses evidence 
on the existence and size of these effects.

4.6.2 Effects on office rents

There is some evidence that planning affects the costs of 
occupying non-domestic property but it is not entirely 
conclusive. Total occupation costs for business property are 
made up of rents, business rates and running costs (Barker 
2006:160). The high costs of occupying office space in the 

4  The costs are in pounds but it is not clear whether these have been converted using market or purchasing power parity adjusted exchange rates. There are 
reasonable grounds for using exchange rates adjusted for purchasing power parity as these provide a better measure of the opportunity cost of occupying a 
building in each country.
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enhancing the viability and vitality of town centres’ and 
promoting sustainability, because town centres are more 
accessible by non-car modes of transport (Office of the 
Deputy Prime Minister 2004). One of the consequences of 
this policy was that entry into, or expansion of, out-of-town 
retail was more difficult. If there are fixed costs to 
supermarket operation, then larger-format shops can 
achieve higher sales per unit of floorspace. If this is the  
case, the town centre first policy would reduce productivity, 
measured as sales per unit of floor space, other things being 
equal. This lower productivity is passed on to consumers as 
higher prices. 

Evidence suggests that the expected reduction in 
productivity has been observed, that planning has 
contributed to the fall, and that policies may have had 
the paradoxical effect of increasing the closure of 
independent retailers. Haskel and Sadun (2009) find that 
shop sizes fell following the introduction of the town centre 
first policy, and that, within individual supermarket chains 
over the period 1995-2003, smaller sizes were associated 
with productivity growing at 0.07 rather than 0.44 per cent 
per year. While the techniques used mean that Haskel and 
Sadun are not able to clearly identify the role of the town 
centre first policy in lower productivity, Cheshire et al (2011) 
have found that planning restrictiveness causes lower 
supermarket productivity for a specific, major, supermarket 
chain. They find that larger shops are more productive, and 
that planning restrictiveness causes retailer outlets to be 
smaller. These two findings imply that planning restrictions 
lower retail productivity, with the ‘town centre first’ policy 
estimated to lower sales per square foot of floor space by 
16 per cent.

Sadun (2008) examines the impact of the town centre first 
policy on independent retailers. Controlling for reverse 
causality, she finds that the decline in out-of-town retail is 
negatively related to employment growth in small 
independent retailers, and that declines in ‘big box’ stores 
account for around 15 per cent of the fall in employment in 
small independent retailers over the period 1998-2004. 
Sadun also finds that more independent retailers close down 
in locations where fewer large supermarkets obtain planning 
permission At first this may seem counter-intuitive but there 
is a plausible explanation, which is that large chains reacted 
to the town centre first policy by opening up smaller-format 
high street shops. While different types of independent 
retailers would be affected differently, this would be expected 
to increase competition for some kinds of high street retailers.

Recent work suggests that the gap between construction 
and occupation costs might not be a lower bound of the 
gross costs of the planning system on office space. The 
rest of this paragraph can be omitted by readers who are not 
interested in the technical details behind this conclusion. 
Guthrie (2010) shows that this gap between construction 
costs and market price can exist in competitive, unregulated 
land markets. He shows that if pieces of land are not perfect 
substitutes for each other, development is irreversible, and 
the future returns to development are uncertain, developers 
have an incentive to delay development and the price of any 
house or office they choose to build must include a ‘delay 
option’ – a premium to compensate them for losing their 
option on waiting. This means that gaps between house  
or office prices and construction costs can persist in 
competitive, unregulated markets. In turn, this suggests that 
gap between construction and occupation costs might not be 
a lower bound of the gross costs of the planning system on 
office space. Rather, as Guthrie (2010: 67) concludes: ‘it is 
likely that high price-cost ratios can be explained by some 
combination of regulation and [delay] options’.

4.6.3 Planning and competition

The planning system has the potential to have positive 
and negative effects on competition. Positive effects can 
arise when compulsory purchase orders remove barriers  
to new development, supporting competition in specific 
locations (Barker 2006). Adverse effects can arise where the 
process of obtaining planning permission is particularly 
lengthy or difficult, giving businesses with planning 
permission an advantage over new entrants. There does not 
appear to be any research on the size of these effects for the 
economy as a whole. However, there is UK-specific research 
into the impacts of planning on the retail sector.

As theory suggests that larger supermarkets are more 
productive and the ‘town centre first’ policy made 
opening larger supermarkets more difficult, one might 
expect the ‘town centre first’ policy to lower productivity 
in the supermarket sector. In 1996, the town centre first 
approach for the selection of sites for uses including retail, 
leisure and office space was introduced. Retail outlets of 
more than 2,500 square metres had to pass two tests, a 
sequential test that an out-of-town development could not 
be created in town or on its edge instead; and a test of 
whether the new retail outlet was needed (Sadun 2008).  
The motivations of this policy included ‘sustaining and 
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considers the implications for planning policy including its 
role in reducing the costs of agglomeration.

Agglomeration benefits arise from firms and people 
locating near each other in cities or industrial clusters 
(Glaeser 2010). All of these benefits arise from transport cost 
savings, where transport costs are interpreted broadly to 
include difficulties associated with exchanging goods, 
people and ideas over space (Glaeser 2010). The economic 
literature has traditionally classified agglomeration benefits 
into those external to the firm but internal to the sector 
(localisation economies) and those external to the sector 
(urbanisation economies) (Eberts and McMillen 1999):

•  localisation economies occur when firms’ unit costs are 
lower in the case that they cluster with other firms in the 
same industry, and were identified by Marshall and 
modelled by Krugman (1991). For example, the costs of 
finding appropriately skilled labour is lower in an area 
containing many people possessing those skills;

•  urbanisation economies have been described as a residual

•  those benefits of agglomeration that are not internal 
to the industry (Eberts and McMillen 1999). Barker (2006) 
describes these as being caused by the size of the 
proximate working age population, as concentrations 
enable firms to learn from one another, or permit  
face-to-face contact in situations where this is important, 
and so on.

While denser cities are more productive, it can be 
difficult to determine causation. Empirically, there are 
robust positive relationships between density and wages, 
and density and per person gross metropolitan product 
(Glaeser 2010). While this seems to provide evidence for the 
existence and significance of agglomeration economies, 
causality is not straightforward: for example, in the 
productivity-density relationship, it may be the case that:

•  dense places are more productive because more skilled 
people move there; or 

•  that there are benefits from agglomeration itself (that is, 
regardless of who moves there, their being close together 
makes them more productive); or

•  both forces may be at work. 

There is a standard statistical technique for identifying 
causal relationships in situations in which reverse causality 
is possible. While its implementation may be problematic in 
this case (see Glaeser (2010) for further detail), a number of 

Whether the policy is desirable overall depends on 
whether its other benefits outweigh the costs. 
As discussed above, the policy was designed to achieve 
social and environmental goals. What do we know about 
whether these have been achieved? First, the policy appears 
to have changed the location of new retail outlets: the 
proportion of new retail floor space constructed in town 
centres increased following the policy change (Barker 
2006:107-8). Some have suggested that as chains opened up 
smaller high street shops, high streets became less diverse, 
and that the policy may have contributed to creating 
uniformity across Britain (Nathan and Overman 2011b). 
Others have argued that its environmental benefits may not 
be clear-cut, and evidence on these benefits is not yet 
available (Cheshire et al 2011). While the effects of the policy 
in lowering the productivity of supermarket chains are 
robust, with the evidence available, it is difficult to assess the 
overall outcome of the policy and it is too early to measure 
the long-run effects (Sadun 2008). Such a policy exemplifies 
the complicated trade-offs that the planning system makes 
in balancing economic, social and environmental goals in 
the presence of possibly conflicting objectives, and the 
potential for perverse outcomes. These conflicting objectives 
complex outcomes demand a properly scientific and well-
informed, as well as a democratic approach to urban 
planning, which clarifies the options for decision-makers.

4.6.4 Agglomeration

In the case of office costs or retail productivity, even if 
identifying the effects of planning can be challenging,  
the variables of interest can be measured relatively easily.  
In contrast, even the measurement of agglomeration 
benefits can be challenging. The productivity benefits of 
cities seem quite obvious at first glance, and this intuition 
suggests that planning which constrains city size constrains 
growth. However, closer inspection reveals a more 
complicated picture. The causal relationship between city 
size and productivity is not straightforward, the resulting 
productivity benefits seem relatively small, and when the 
costs of agglomeration are considered it is arguably not 
possible to tell whether or not planning policy should 
facilitate agglomeration purely on productivity grounds.  
Of course, regardless of the size of productivity benefits  
from agglomeration, there may be other benefits from  
higher densities, such as reduced emissions from transport.

The rest of this section examines evidence on the existence 
and size of the productivity benefits of agglomeration, and 
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identify the benefits of agglomeration, relatively little 
examines the net benefits once agglomeration costs, such 
as increased pollution, have been considered. One piece of 
research that attempts to consider both the costs and 
benefits of agglomeration is the Manchester Independent 
Economic Review (2009), which finds that there is no 
evidence on whether the positive or negative effects of 
agglomeration dominate, so that while there is clear 
evidence for the productivity benefits of agglomeration,  
it is not possible to tell whether these are offset by negative 
effects of agglomeration or not. If that is the case and 
planners’ overall aim is to raise wellbeing and real living 
standards, it is not yet possible to tell whether and how 
spatial and other policy should aim to influence the spatial 
patterns of economic activity relative to those which 
currently exists in the UK. The authors conclude (pp.85-6) 
that, given the available evidence, policy should focus on 
cost-effective ways of reducing the negative externalities of 
agglomeration, such as congestion pricing and lowering the 
costs of living in, or commuting to, high-productivity places.

Land use and transport planning policies can reduce the 
negative externalities of agglomeration, helping to raise 
the overall benefits people and businesses receive from 
locating near one another. The implementation of high 
quality planning and other public policies can reduce 
negative externalities of agglomeration, increasing the city 
sizes for which the benefits of agglomeration exceed the 
costs. A host of policy responses such as providing walking 
and cycling infrastructure, implementing congestion 
pricing, concentrating retail and office space at public 
transport nodes, and so on, can reduce the external costs  
of congestion, local air pollution and greenhouse gas 
emissions while providing co-benefits such as making it 
easier for people to undertake physical activity.5 While there 
is often a perception that dense urban forms are a necessary 
condition for achieving high share of public transport use, 
Mees (2010) uses international comparisons to show that 
the proportion of residents using public transport is not  
a straightforward function of concentration, and that 
medium-density cities which focus on connected, 
integrated public transport networks can achieve high 
shares of public transport use.

different variations on the technique have produced similar 
estimates of the effect of density on productivity (Combes, 
Duranton, and Gobillon 2010). Recent research has 
suggested it is city size rather than density which 
creates agglomeration benefits. To date, the economic 
literature has found productivity benefits for both larger  
and denser cities, with only some research (see for example 
Ciccone and Hall (1996) and Cheshire and Magrini (2008) 
investigating both effects. Ciccone and Hall compare models 
with size and density effects and find that models with 
increasing returns to density provide a better fit for the data. 
Cheshire and Magrini estimate models explaining per person 
growth in European cities and find that, when both city size 
and density are included, higher density reduces growth,  
other things equal. 

The available evidence suggests that the impact of city  
size and density is small. Researchers have investigated 
agglomeration benefits by attempting to isolate the effect  
of size or density on productivity, controlling for other 
factors such as educational attainment and the occupational 
composition of different regions. Earlier summaries of 
estimates from US, Europe and UK suggested productivity 
increases in the range of three to eight per cent for a 
doubling in the ‘agglomeration variable’ of interest (city size, 
density, or proximate working age population; see for 
example Barker 2006:120). Combes et al (2010) write that 
estimates from the past decade typically fall in the range  
of two to five per cent.

While the benefits of industry clustering have received 
some attention (see Box 1), a thorough UK-specific 
examination suggests clustering policies should be 
pursued with caution. Work conducted as part of the 
Manchester Independent Economic Review (2009) finds 
relatively little evidence for firms in the same industry 
benefiting strongly from being located together, and that 
many sectors benefit from being located in a urban 
environment in general.

Given the available evidence, it is not obvious that the 
planning system should seek to promote agglomeration 
purely on the basis of realising productivity benefits. 
This is because it is not entirely clear that increasing 
agglomeration, either overall or in particular cities, delivers 
net benefits. While much of the research above aims to 

5  Many of these responses could be described as ‘smart growth’ or ‘new urbanism’ policies, phrases which are more commonly used in the US than the UK, 
however the ‘smart growth’ agenda captures a wider variety of objectives and policy instruments. For a definition, overview and defence of ‘smart growth’ 
policies in the US context, see Litman (2011). 
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On the second effect, Ball (2010) has estimated the  
gross transaction costs of development management  
for housing developments with ten or more dwellings  
at up to £3bn per year. While the Government has 
described Ball’s estimate as the ‘costs to the economy 
associated with delays in processing applications’ 
(Department for Business Innovation and Skills 2011:43),  
he actually estimates the cost of the entire period of 
participating in development management.

Ball’s (2010:16-7,54) estimate of the gross transaction costs 
for major housing developments (developments with ten or 
more dwellings), is based on housing land volumes and 
values from 2005/06 and is made up of the costs of:

•  the planning process to local authorities, statutory 
consultees and the costs to applicants of hiring 
professionals to help prepare planning applications,  
in excess of £2bn; and

•  the interest costs of holding on to land while projects are 
being evaluated, £1bn per year.

There are two other calculations of the costs to the 
economy of processing planning applications but these 
are quite old, and given changes to the planning system 
are unlikely to be reflective of current transaction costs. 
Barker (2006:27) summarises two studies, the most recent  
of which is almost two decades old. Cheshire and Leven’s 
central estimate of the cost of delay, from 1982, is £700 
million in 2005/06 prices while the Confederation of British 
Industry’s 1992 estimate is £2.7bn in 2004/05 prices. Barker 
notes that these over-estimate the avoidable costs of delay 
but that, in the absence of ‘more comprehensive data about 
start-finish times’, updating them is problematic.

In addition to the fact that estimates of the gross 
transactions costs of development management will 
necessarily over-estimate the avoidable costs of delay,  
as some processing time is necessary, it is worth noting  
that large gross costs do not necessarily mean that 
development management is inefficient or welfare-reducing. 
While the figures for the total transactions costs associated 
with the planning system can appear large, the benefits of 
development management can also be large, so that large 
gross transactions costs do not necessarily imply small  
net benefits. 

In the absence of evidence on the actual costs of delay  
it is unwise to draw conclusions about the size of any 
excessive burden caused by development management. 

Box 1   Planning and the Oxford and Cambridge 
technology clusters

In the UK, the role of the planning system in facilitating 
or impeding the ‘high technology’ clusters around Oxford 
and Cambridge has received some attention. While 
McKinsey’s (1998) argument that planning policy was a 
constraint on the productivity of the software industry 
seems to have been based on interviews with one or two 
Cambridge firms (Barker 2006:132), Lord Sainsbury’s 
(1999) detailed report into biotechnology clusters 
highlighted the planning systems in Oxford and Cambridge 
as ‘significant barriers’ to cluster development there. 

Barker (2006) reviews the history of the Oxford and 
Cambridge clusters, concluding that there is some 
evidence that planning may have impeded these 
developing more quickly and extensively. For Oxfordshire 
in particular, this comment appears to relate more to past 
rather than current local authority policies: Baker notes 
that Oxford modified its Structure Plan in 1987 to make 
provision and normally permit science-based industries 
with a special need to be close to central Oxfordshire to  
be located there. In the case of Cambridgeshire, while 
describing the conditions for locating there as ‘stringent’, 
Barker notes that from the early part of the last decade, 
authorities recognised the need for more cluster 
development. While the planning system was still 
mentioned as one of the reasons that the cluster had not 
emerged from a ‘nascent’ stage, other more important 
factors were distance from the main market (the US) and 
the lack of marketing and management skills.

4.6.5  Other effects of planning on the returns  
from investment

There are two more ways in which planning can alter the 
returns on investment:

•  planning can raise returns by providing certainty that 
the use of nearby pieces of land will be compatible and 
contributing to the creation of places in which people want 
to work and firms want to invest; and

•  the costs of participating in the planning system 
necessarily raise the fixed costs of investment.

It would be difficult to estimate robustly the size of the first 
effects and to the best of our knowledge none exists.
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Mechanisms for encouraging particular 
development outcomes

central Leeds and Manchester over the period from 1990 
(Rogers 2005), are consistent with the success of these 
policies, in the absence of evidence establishing causal 
relationships, the impacts of these policies cannot be 
distinguished from other changes such as improvements  
in the overall macroeconomic environment. 

It is unclear whether and by how much changes  
proposed by the Government or the House of Commons 
Communities and Local Government Select Committee 
will affect brownfield land use. The draft NPPF removes 
mandatory local targets, although it will still be possible for 
these to be set voluntarily by local authorities. In its review 
of the draft NPPF, the Communities and Local Government 
Select Committee suggested mandatory local targets for 
proportion of new housing development on previously 
developed land may be preferred to voluntary targets 
because the former raise the accountability of local 
authorities (Communities and Local Government Committee 
2011:58). However, it is difficult to see in advance if 
localising planning policy with respect to brownfield land, 
whether it includes mandatory local targets or not, will  
lead to an overall increase or a decrease in development on 
that land relative to the previous situation where there was a 
60 per cent national target.

5.3 RENTS ANd THEIR dISTRIBUTION

The planning system necessarily provides some 
landholders with windfall gains and policy on the 
distribution of these gains can have important effects  
on the incentives for development. These windfall gains 
are in some sense a necessary consequence of a planning 
system which creates supply constraints, because the gains 
will exist as long as the planning system creates a binding 
constraint on the supply of land for some use. However, the 
level of these windfall gains, or ‘rents’, can be adjusted by 
altering the stringency of supply constraints, and policies 
altering the distribution of the gains have the potential to 
improve wellbeing.

The Government’s proposal to compel redistribution of 
part of the Community Infrastructure Levy (see Box 2) 
has the potential to benefit communities where 
developments take place. Local authorities can be 
electorally accountable to those who are adversely affected 
by development, giving them an incentive to refuse planning 
applications. Some part of opposition from landowners or 

5.1 INTROdUCTION

This section discusses of some of the most important current 
and proposed incentive mechanisms in the planning system.

5.2  BUILdING ON PREVIOUSLy  
dEVELOPEd LANd

Building on previously developed, or ‘brownfield’, land 
will typically have external benefits while building on 
greenfield land will have external costs. Development on 
brownfield land may have relatively higher private costs, 
however, these costs are lower than the average remediation 
cost cited by the Government (DCLG 2011b:51) of 
£250,000 per hectare, as this represents costs for 
contaminated land rather than previously developed land  
in general (Green Balance 2011). In general, the benefits of 
construction on brownfield land include fewer environmental 
impacts from construction and use of the site, the social 
benefits of redeveloping vacant or derelict sites, and the 
efficient use of existing infrastructure (DCLG 2011b).  
While this is generally the case, it will not be true for every 
piece of brownfield or greenfield land: in particular, some 
brownfield sites can have high biodiversity values, be 
situated far from existing development and infrastructure, 
and so on (Communities and Local Government Committee, 
2011:57). 

Taken together, these two facts suggest a nuanced  
yet feasible mechanism for encouraging the use of 
brownfield land for development. There could be some 
mechanism which encourages developers to take social, 
rather than private, costs and benefits into account when 
choosing which land to develop. The relative amounts of 
brownfield and greenfield land used in the absence of such a 
mechanism would probably be sub-optimal. The mechanism 
should be sufficiently nuanced to permit the social values of 
different types of brownfield and greenfield land to be taken 
into account. To be effective, such a mechanism has to be 
suitable for implementation by local planning authorities.

From 1995 to the present, the primary mechanism for 
encouraging development on brownfield land has been  
a national target for the proportion of new housing 
development on previously developed land. Local 
authorities are required to set a local target to contribute 
to this national one. This target has been an important part 
of recent urban renaissance policies. While some observed 
outcomes, such as dramatic increases in the populations of 
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and is arguably desirable in any case. The objectives of this 
grant including providing funding on the basis of the relative 
needs and resources of each local authority (National Audit 
Office 2011). If this grant were responsive and transparent, 
local authorities would have the confidence that increases  
in costs associated with higher business and/or household 
populations would be met with timely increases in revenues 
with which to provide the necessary services. However, at 
present the grant is neither of these things: methods for 
determining the level of the current grant are opaque and 
complex, and adjustments to smooth year-to-year changes 
in funding levels result in persistent over- or under-funding 
of more than ten per cent relative to assessed needs for some 
local authorities (National Audit Office 2011). The description 
of the New Homes Bonus as a mechanism for increasing the 
responsiveness of local government funding to needs (DCLG 
2011d) is a signal that incremental adjustments to overall 
incentives are made in part to rectify issues arising from the 
Formula Grant. In the medium term, regardless of what other 
changes are made, it is arguably desirable to improve the 
properties of this £20bn grant. Any reform should examine 
the continued need for specific incentives.

residents can be because they suffer real losses in amenity 
and asset values that go uncompensated. Evidence 
discussed above indicates that the values local residents 
place on nearby amenities can be large: recall the change in 
house prices from availability of nearby green open space is 
estimated to exceed £2,000 for each one percentage point 
change in the amount of green space in the ward in which 
the house was located. Given this situation, for approved 
developments consistent with the local plan, the 
Government’s proposal would mean that, if the local 
authority chooses to charge the Community Infrastructure 
Levy, it will be compelled to return some of it as 
infrastructure in the most closely affected community.  
The definition of infrastructure includes amenities such  
as open spaces (DCLG 2011i). Such a mechanism has the 
potential to ensure that these communities suffer smaller 
changes in wellbeing, while overall wellbeing is also 
maintained or enhanced through the provision of  
additional housing or employment opportunities.

5.4  LOCAL AUTHORITIES ANd INCENTIVES  
FOR dEVELOPMENT

The distribution of rents from development is one part of  
an overall system of development-related incentives with 
which local authorities interact. This set of policy-induced 
incentives is currently in a state of some flux. The current 
landscape including the New Homes Bonus and Community 
Infrastructure Levy, and recent proposed changes such as 
Business Rates Retention, are summarised in Box 2.

In the case of business rates and the incentives for 
expanding the housing supply, there is an argument for 
rolling specific incentives into a reformed Formula Grant 
in the medium term. The argument in favour of each of 
Business Rate Retention and the New Homes Bonus is that 
the local authority faces increased costs (from service 
provision) but no or insufficient benefits from approving 
business or housing development, respectively. In the case 
of business development, the full value of any increase in 
rates is returned to central government (DCLG 2011j). In the 
case of housing developments, part of the implicit argument 
is that financial benefits from development (from increased 
council taxes, and potentially from the CIL or Section 106 
agreements) are not large enough to offset the increased 
costs of service provision. While inconsistent with the current 
government’s strong emphasis on localism, reform of 
formula grant could be an option for achieving the same end, 
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from councils constructing fewer new homes to those 
constructing more. 

The Government’s proposal for Business Rate Retention 
would permit local authorities to retain a proportion of  
the business rates they collect (DCLG 2011i). The Local 
Government Finance Bill, introduced into the House of 
Commons late last year, contains provisions to implement 
this proposed change (DCLG 2011i). At present, business 
rates, which are set at a uniform rate by central 
government, are collected by local authorities but returned 
to central government for redistribution as part of the 
formula grant (DCLG 2011i). Under the changes, the level  
of business rates would continue to be set nationally.  
The proportion which local authorities would retain is  
due to be announced in Spring 2012 (DCLG 2011i). 

Charges raised locally from development

Locally raised funds include those which councils are  
able to raise from developers. There are two ways that  
local authorities can raise contributions from developers to  
fund infrastructure, services and amenities: ‘Section 106’ 
payments and the Community Infrastructure Levy (CIL).  
The CIL came into force in 2010 and is intended to become 
the primary vehicle through which local authorities obtain 
contributions from developers (The Planning Officers 
Society 2011), should they choose to obtain them.  
While Section 106 agreements are negotiated on a case-
by-case basis to mitigate site-specific development 
impacts, the CIL is a fixed levy, with local authorities 
setting a schedule of charges (DCLG 2011f). This design  
is expected to be a more transparent, certain and faster 
way of raising contributions from developers (DCLG 2011f). 
The Government is currently considering the responses  
to a public consultation on CIL regulations, which can be 
used to compel local authorities to pass a meaningful 
amount of the Levy to the local community for the area 
where the development occurred (DCLG 2011i).

Box 2   Sources of local government funding and 
links with approving development 

Local governments have three main sources of funding 
(DCLG 2011c):

•  grants from central government;

•  council tax; and

•  other locally raised charges.

Grants from central government

On average, around half of local government revenue 
comes from central government grants (DCLG 2011c).  
In 2011/12, there were two types of grants from central 
government: ‘formula’ and ‘specific’ grants, which have  
no conditionality and conditions attached, respectively 
(DCLG 2011c). 

Formula grant is based on a four-part formula reflecting 
‘relative need’ (the cost of service delivery in the council), 
‘relative resources’ (the ability of the council to raise 
revenue through council tax), ‘central allocation’ (part of 
central funding shared out evenly on a per person basis) 
and ‘damping’ (adjusting the amount councils would 
receive according to the other three parts to reduce large 
changes in formula grant from year to year) (DCLG 2011c). 

One recent and one proposed change to central government 
funding aim to increase the financial incentives for local 
authorities to approve development proposals.

The New Homes Bonus, which commenced last year, is 
a recent addition to the sources of central government 
funding and is intended to be permanent. The Bonus 
has no conditionality attached so contributes to general 
local authority revenue. Local authorities will receive 
£1,439 per year for six years for each house equivalent to 
one in Council Tax Band D constructed or brought back 
into use (DCLG 2011d). While funds for the first two years 
are additional to other sources of funding, after 2014/15 
the Bonus will come from the overall formula grant (DCLG 
2011d), meaning the grant will be reallocated away  
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Implications of the economic framework

Overall, there is less research quantifying and valuing 
the benefits of the planning system than there is 
quantifying the costs, and even less on the distributional 
effects of planning. Part of the probable explanation is that 
the benefits can be difficult to quantify. Partly it may also be 
because researchers have tended to focus on the impacts on 
traditional economic variables such as productivity, market 
prices, and so on. There is another explanation: that there are 
more studies on costs because the expectation is that they 
are high an so worth investigating. Although it may be 
difficult, it would seem both feasible and valuable to fill 
some of the larger gaps in the current evidence base on  
the environmental and social impacts of planning policies, 
for example on the transport-related costs and benefits of 
green belts or the protection of ecosystem services. On the 
distributional effects of planning, there are few studies of 
who gains and who loses and by how much from planning 
decisions, but it is clear from the magnitude of planning gain 
and the valuations of local amenities that the distributional 
effects are significant.

6.2  POSSIBLE IMPACTS OF CHANGES ANd 
THEIR TIMING

The Government expects its reforms to bring forward 
development and create employment. It expects that 
changes to the planning system will increase the amount  
of land developed and thus ‘enable businesses to start  
nd grow, creating jobs across all business sectors’ (DCLG 
2011b:29). The aim translates into one of the indicators of 
success, which is an increased proportion of development 
applications approved and dealt with on time (Department 
for Business Innovation and Skills 2011:6). The Government 
claims that both the simplification and devolution of 
planning will bring forward more development: the intention 
is to make planning ‘easier and more democratic, and  
as a result enable and encourage more development’  
(DCLG 2011b:26).

It seems unlikely that the draft NPPF will have much 
effect on growth or employment in the short run. 
Overall, the timing and magnitude of its effects depend  
on four main elements: the form of any transitional 
arrangements, the clarity of the final NPPF, the reactions  
of local authorities to the removal of national targets and  
the suite of new fiscal incentives, and the reactions of local 
communities to enhanced engagement in planning. 

6.1  EVIdENCE ON THE EFFECTS OF CURRENT 
PLANNING SySTEM

While it can be difficult to quantify the costs imposed by  
the planning system and rigorously isolate the effects of 
planning versus other influences, for particular impacts 
of the planning system, robust, high-quality estimates of 
the gross costs are available. About a decade ago, a House 
of Commons Select Committee report concluded that it was 
impossible to assess the net impacts of the planning system 
on the economy, in part because of the difficulty in isolating 
the impact of planning from other factors affecting 
economic variables (House of Commons Office of the Deputy 
Prime Minister Housing Planning Local Government and the 
Regions Committee 2003) . Has anything changed since 
then? There is now a larger body of research, which attempts 
to distinguish the impacts of planning on specific aspects of 
the economy. Table 2 below summarises what the research 
says about these effects. For five areas of the economy 
discussed in section 4 above, it considers the importance of 
the issue, describes the observed outcomes, lists evidence 
that has identified the role of planning in contributing to 
that outcome, and comments on the degree of confidence 
one might have in the identification of the role of planning.  
While the table covers a similar set of outcomes to those 
considered in a recent paper by Nathan and Overman 
(2011b), this report is sometimes a little more cautious in  
its identification of the role of planning.

Although there have been significant contributions to 
the evidence base on economic output and productivity 
over the past decade, they are limited in that:

•  they cover only some of the effects identified in 
the framework;

•  they are often for a specific geographical area, firm, or 
industry, so are not necessarily representative or readily 
scaleable to the national level; 

•  in some areas for which there is quantitative research, it is 
difficult to be confident in the magnitude of the estimated 
impacts of planning itself; and

•  the best evidence available so far is arguably for the effects 
of the town centre first policy on retail productivity, which 
is not central to the policy change now being considered.

Nevertheless, there is no evidence available that  
planning has large, economy-wide effects on productivity  
or employment.
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Table 2  Summary of evidence on impacts of planning on the economy

Area of the 
economy

Economic 
importance

Outcome Existence of 
empirical work 
robustly identifying 
a relationship 
between outcome 
and planning

Confidence in 
identification of  
role for planning

Level	of		
house	prices

Affordability	of	
housing	important		
for	wellbeing

At	their	most	recent	
peak,	mortgage	
repayments	on	an	
average	house	for	a	
new	borrower	reached	
nearly	50	per	cent	of	
disposable	income	1	

Hilber	and	Vermeulen	
(2010)

Confident;	in	particular	
work	accounts	for	
reverse	causality	
between	house	prices	
and	planning	restrictions

Volatility	of		
house	prices

Important	given	
potential	effects	on	
macroeconomic	
stability

Over	the	last	full	real	
estate	cycle,	real	UK	
house	prices	rose	by	
83	per	cent	then	fell	
by	38	per	cent	2

Hilber	and	Vermeulen	
(2010)

Confident;	in	particular	
work	accounts	for	
reverse	causality	
between	house	prices	
and	planning	restrictions

Level	of	
commercial	rents

Medium;	for	many	
businesses,	rental	
costs	are	second-
largest	costs		
after	wages	

Total	occupation	costs	
in	UK	cities	are	
relatively	high	

Cheshire	and	Hilber	
(2008)

Research	contains	a	
fairly	strong	
identification	
mechanism.	Not	entirely	
confident	that	the	full	
magnitude	of	the	effects	
can	be	ascribed	to	
regulations	because	
option	values	may	be	a	
factor	too

Productivity	in		
the	retail	sector

Medium;	for	those		
on	lower	incomes	in	
particular,	important	
for	effects	of	
productivity	on		
real	incomes	

TFP	growth	in	
retailing	slowed	
relative	to	the	US		
over	1995-2000	3	

Cheshire	et	al		
(2011)

Convincing	evidence		
on	impact	of	the		
‘town	centre	first’		
on	supermarket	
productivity	for	a		
major	chain

Viability	of	small	
‘in-town’	retail

Small	for	economy		
as	a	whole	but	
important	for	
individuals	concerned

Fewer	independent	
retailers	left	the	
market	in	areas		
where	more	‘big	box’	
supermarkets	gained	
planning	permission

Sadun		
(2008)

Confident,	in	particular	
work	adjusts	for	reverse	
causality	between		
retail	employment	and	
planning	restrictions

Notes:  1 Halifax (2012); 2 Hilber and Vermeulen (2010); 3 Haskell and Sadun (2009)   Source: Vivid Economics
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6.3 CONCLUdING COMMENTS

This report sets out a framework outlining the  
channels through which planning affects the economy 
and wellbeing, and illustrates which of these can  
be quantified, and with what degree of confidence. 
While there are some significant contributions to the 
evidence base on the effects of planning on economic  
output and productivity, they are limited in covering only 
some of the effects identified in the framework. There is less 
research quantifying the benefits of the planning system, 
which often appear in the form of non-market goods and 
services whose valuation is particularly difficult, and less 
evidence still on the distributional impacts of the costs and 
benefits of planning. 

The framework set out in this report, and the  
evidence or lack of it in various areas, suggests the 
following priorities:

•  to incorporate information about both the market and total 
social values of land into plan-making to help identify the 
social value created from the spatial allocation of land 
uses. The draft NPPF includes a requirement that planning 
policies should take account of market signals such as land 
prices, commercial rents and housing affordability (DCLG 
2011h). Information on market prices could play a valuable 
role in plan-making, but only if there is a feasible way of 
complementing this with information on the ‘non-market 
values’ of land (which include the value of the 
environmental services provided). There is a strong case for 
Government, researchers and interested Non-Government 
Organisations to work together to investigate how high 
quality information on social values of land could be 
incorporated into plans and planning. The proposal for 
integrating social prices outlined in Cheshire and Sheppard 
(2005) warrants investigation as it could play a valuable 
role in plan-making;

•  that the Government, recognising the imperfect 
substitutability of land in one location for land in another, 
ensures information about expected future brownfield land 
availability by area is available. These should include clear 
assumptions about the flows into and out of the stock of 
brownfield land, and the implications of these figures for 
the volume of greenfield land likely to be developed over 
coming decades, for a range of scenarios on population 
growth, household formation, and so on. This could 
improve overall information about the likely future land 

Regardless of the final form of transitional 
arrangements, the effect on short-run economic 
outcomes seems likely to be small. Transitional 
arrangements will determine what action local planning 
authorities will have to take to ensure they have up-to-date 
plans in place. As drafted, there is no period of transition 
between the current and new national planning policy, 
meaning that local authorities without up-to-date local plans 
would use the NPPF and the ‘presumption in favour’ to assess 
development applications from the time that the NPPF 
comes into force. If the policy became effective in mid-2012 
and development control for major developments took 
around a year, any resulting construction would be  
unlikely to commence until mid-2013. If instead there is a 
transitional period as recommended by the Communities 
and Local Government Committee (2011), local authorities 
without up-to-date local plans would be given some amount 
of time (perhaps between one and two years) to update their 
plans. In the meantime, planning applications would 
continue to be assessed against existing plans. In this 
situation the only change in short-run applications would be 
if developers thought the current system more favourable to 
development, and so brought their applications forward 
rather than waiting. In either case, it is difficult to see a large 
increase in the volume of development in the first two years, 
and so unlikely that the change will contribute to the 
nation’s economic recovery in the near term.

It is difficult to predict whether financial incentives  
such as the New Homes Bonus and enhanced local 
engagement with development, if it occurs, will result in 
more or less development than before. While the final size 
of the Business Rates Retention is yet to be determined and 
legislated for, the New Homes Bonus has been criticised for 
being too small (see the discussion in Nathan and Overman 
2011b). While the Government is hopeful that improved 
community engagement will facilitate increased acceptance 
of development (DCLG 2011b:11), the relationship between 
localism and development is ambiguous and genuine 
involvement may not lead to greater acceptance. While the 
potential for redistributing rents through the Community 
Infrastructure Levy may help, this will only increase 
community acceptance of development if the infrastructure 
provided is perceived as adequate compensation for  
lost amenities.
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especially when claims about the adverse impacts of 
planning lack evidence or are made in hyperbolic language. 
But overall such close attention is valuable, as well-informed 
scrutiny can help refine a system designed to improve lives 
through improving places.

take for housing and other uses and therefore create a 
more informed debate about the future impacts  
of development;

•  to ensure that local plans operating without strong 
mechanisms for coordinating local decisions on issues of 
national importance can deliver the system and network 
benefits of sufficient and efficient infrastructure, including 
ecological and amenity infrastructure;

•  further work on specific mechanisms to achieve a vision 
for a more environmentally valuable green belt (Natural 
England and CPRE 2010), as evidence shows that while the 
amenity value of some green belt is low while there are 
definite, although not yet estimated, costs and benefits 
flowing from the designation.

Complementary to the scope of this report, other aspects 
of government policy which distort incentives in land 
and housing markets could be addressed. Changes in 
these areas could improve the equity and efficiency of 
economic outcomes. Examples of potentially desirable 
changes are moving toward a system in which housing  
is not taxed less than other assets, and in which land is  
taxed efficiently.

Given the importance of the planning system, it is 
desirable that well-informed scrutiny of the impacts of 
the NPPF, and associated reforms, continues once the 
changes are in place. At the time of writing the revised 
National Planning Policy Framework was yet to be finalised. 
Similarly, timetables and detailed methods for evaluating 
the performance of the NPPF and related changes, such as 
local authority financial incentives, were yet to be published. 
In order to continue improving the planning system the 
Government might submit each of these to timely and 
thorough examination. 

As the framework above has set out, the costs and benefits  
of planning are distributed over several time horizons,  
in different aspects of the environment and economy,  
and are experienced differently by people and firms.  
These characteristics mean it is unsurprising that planning 
and any proposed changes come under close and continued 
scrutiny. Any system that delivers highly valued benefits,  
at some cost, where the two are difficult to measure and 
compare, is likely to come under repeated pressure to 
indicate that it delivers net benefits and to face repeated 
attempts to alter policy to mitigate its unintended adverse 
effects. This continued scrutiny can be challenging, 
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