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Background

1.	 This	report	is	an	executive	summary	of	the	
2008	London	Strategic	Housing	Market	
Assessment	(SHMA).	The	full	technical	
report	is	available	to	view	on	the	Greater	
London	Authority	website		
www.london.gov.uk

2.	 The	SHMA	produces	results	at	the	regional	
level	only;	in	line	with	the	two-track	
approach	to	housing	market	assessment	
in	London	agreed	by	the	Greater	London	
Authority,	the	Government	Office	for	
London	and	London	Councils,	London	
boroughs	are	encouraged	to	work	together	
on	a	sub-regional	basis	to	carry	out	housing	
market	assessments	.	The	results	of	the	
SHMA	should	therefore	not	be	interpreted	
as	implying	that	housing	requirements	are	
uniform	across	London;	instead,	there	may	
be	considerable	local	variation.	

3.	 Strategic	Housing	Market	Assessments	
(SHMAs)	were	established	by	government	
through	Planning	Policy	Statement	3	
(Housing)	.	They	are	an	important	part	of	
the	evidence	base	for	making	local	and	
regional	housing	and	planning	policy,	and	
have	been	or	are	being	undertaken	in	all	
the	other	English	regions	(often	on	a	sub-
regional	rather	than	regional	basis).	SHMA	
findings	provide	part	of	the	wider	evidence	
base	that	should	be	taken	into	account	
when	determining	policies	such	as	the	
amount	and	mix	of	housing	provision,	but	
its	findings	alone	do	not	constitute		
housing	targets.	

4.	 When	developing	policy	and	setting	
housing	targets,	the	Mayor	will	also	need	
to	take	into	account	a	range	of	other	
factors,	including	those	set	out	in	PPS3.	
This	includes	the	available	capacity	for	
new	housing,	the	objective	of	creating	
mixed	and	balanced	communities,	the	need	
to	ensure	an	economically	viable	private	
sector	housebuilding	industry	in	London,	
and	the	Government’s	overall	ambitions	for	
affordability	and	increasing	housing	supply.

5.	 The	supply	of	affordable	housing	in	
particular	is	also	heavily	dependent	on	the	
availability	of	sufficient	funding,	which	
currently	is	largely	in	the	form	of	grant	from	
the	Homes	and	Communities	Agency.	

The	SHMA	method

6.	 A	SHMA	is	defined	by	both	its	outputs	
and	the	process	followed	in	arriving	at	
them.	PPS3	requires	that	a	SHMA	produce	
estimates	of	future	housing	requirements	in	
the	area	(in	this	case,	the	Greater	London	
region)	by	tenure.	In	the	case	of	affordable	
housing	(comprised	of	social	housing	and	
intermediate	housing,	that	is	sub	market	
rent	and	low	cost	home	ownership	products)	
these	requirements	must	be	broken	down	by	
the	size	of	accommodation	required.	

7.	 PPS3	also	specifies	that	the	SHMA	should	
be	carried	out	in	partnership	with	key	
stakeholders	such	as	local	authorities,	
housing	developers	and	community	
groups.	The	GLA	established	a	steering	
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group	to	advise	on	the	methods	used,	to	
suggest	topics	to	cover	and	to	comment	
on	the	emerging	findings.	The	main	report	
was	written	by	consultants	from	Opinion	
Research	Services,	who	also	produced	the	
2004	HRS	and	who	have	a	wide	range	of	
experience	in	carrying	out	SHMAs	to	a	
high	standard	around	the	country.	Chapter	
1	of	this	report	provides	full	details	of	the	
process	followed	and	the	membership	of	the	
steering	group.

8.	 The	analysis	in	this	report	estimates	housing	
requirements	in	London	by	calculating	
the	net	flows	of	households	in	and	out	
of	London’s	housing	stock.	Households	
are	constantly	forming	in	London	or	

moving	in	from	elsewhere,	just	as	others	
are	leaving	or	dissolving	(through	death	
or	relationship	breakdown),	and	it	is	the	
balance	or	imbalance	of	requirements	and	
supply	for	each	type	and	size	of	home	in	
London	that	we	are	concerned	with.	Figure	
1	below	summarises	the	main	external	flows	
(movement	within	London	is	not	shown).

9.	 The	analysis	recognises	the	obvious	
but	critically	important	fact	that	when	
a	household	moves	to	a	new	home,	its	
previous	home	is	freed	up	for	another	
household	to	move	into.	This	becomes	
particularly	significant	when	households	
are	moving	within	London	from	one	size	or	
tenure	of	home	to	another.	For	example,	

New	Households
912,200 

households

In-migrants	from	UK
556,500 households

Out-migrants	to	UK
1,046,500	households

International	in-migrants
564,800 households International	out-migrants

386,900	households

Household	Dissolution/
Death
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New	Development/
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Supply/Demand
dynamic
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Figure 1: Ten year requirement/supply flow analysis, 2007-2017
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of	allocations	to	smaller	households,	
conversion	into	larger	units,	and	allocations	
to	households	able	to	afford	more	than	a	
social	rent.

12.	 The	2008	SHMA	provides	a	comparison	of	
the	assumptions	made	in	the	2004	HRS	
with	the	actual	trends	in	London’s	housing	
market	and	housing	requirements	since	
then.	Whereas	the	2004	HRS	assumed	
that	the	use	of	private	sector	leased	
accommodation	(PSL)	for	the	homeless	
would	decline	over	time	as	the	backlog	of	
homelessness	was	cleared,	since	the	study	
there	has	been	a	large	increase	in	both	the	
total	number	of	homeless	households	in	
London,	and	the	number	accommodated	
in	PSL.	This	has	had	significant	knock-
on	effects	for	the	calculation	of	housing	
requirements	by	tenure.	Other	departures	
from	assumptions	used	in	the	2004	study	
include	a	lower	level	of	net	international	
in-migration	than	expected,	and	a	strong	
growth	in	the	size	of	the	private	rented	
sector,	partly	driven	by	the	growth	of	the	
Buy	to	Let	sector.

13.	 There	are	also	important	factors	which	have	
changed	very	little,	however.	In	particular,	
the	backlog	of	housing	need	(largely	
comprising	households	who	are	homeless,	
overcrowded	or	who	live	in	housing		
unsuited	to	their	needs)	remains	very	large,	
and	translates	into	a	high	requirement	for	
social	housing.

meeting	the	needs	of	one	household	
currently	living	in	unsuitable	market	housing	
by	providing	an	affordable	home	will	at	the	
same	time	free	up	their	current	home	for	
another	household	to	move	into.

10.	 The	affordability	of	housing	is	another	
crucial	consideration.	Government	guidance	
on	SHMAs		specifies	the	maximum	
proportion	of	its	income	that	a	household	
should	be	spending	on	its	housing	costs.	
Households	paying	above	the	threshold	
for	market	housing	may	require	affordable	
housing,	but	(again	in	line	with	government	
guidance)	the	threshold	for	the	affordability	
of	market	housing	is	set	in	relation	to	
private	rents	as	well	as	house	prices.	This	
means	that	the	recent	fall	in	house	prices	
may	not	by	have	reduced	the	requirement	
for	affordable	housing	if	not	accompanied	
by	a	fall	in	rents.

11.	 It	is	important	to	note	that	the	net	flows	
approach	can	identify	notional	‘surpluses’	
of	particular	kinds	of	housing	when	the	
number	of	households	who	are	expected	
to	require	these	homes	is	less	than	the	
number	expected	to	become	available.	
In	contrast	to	the	approach	taken	in	the	
2004	HRS,	this	report	takes	a	pragmatic	
approach	and	attempts	to	predict	the	
likely	response	to	these	surpluses,	since	it	
is	unrealistic	to	assume	that	a	‘surplus’	of	
one	type	of	housing	would	remain	without	
being	used	to	meet	the	requirements	of	
other	households.	For	example,	a	notional	
surplus	of	3-bedroom	social	rented	homes	
would	probably	be	filled	by	a	combination	
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Results

14.	 The	main	outputs	of	the	SHMA	analysis	
are	presented	below,	in	two	tables.	In	both	
cases	the	results	are	presented	as	ten-
year	totals	(from	2007	to	2017)	of	net	
requirements	by	tenure	and	size	of	home	
required.	

15.	 Table	1	sets	out	the	results	of	the	main	
scenario,	which	assumes	that	housing	
supply	does	not	exceed	the	requirements	
identified,	and	that	the	backlog	of	existing	
housing	need	is	cleared	over	ten	years	(so	
that	after	ten	years	there	would	be	no	more	
cases	of	homelessness,	overcrowding	or	
other	types	of	housing	need	in	London).	
These	results	also	take	into	account	a	variety	
of	adjustments	based	on	likely	responses	
to	notional	surpluses	of	particular	kinds	of	
housing	(see	paragraph	11	above).	

Chart 1: Housing requirements, 2007 to 2017
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Table 1: Housing requirements, 2007 to 2017 – Main scenario

Housing	tenure All	tenures

Size Market Intermediate Social

1	bedroom 56,500 - - 56,400

2	bedrooms 67,800 5,300 88,400 161,500

3	bedrooms 19,400 12,000 - 31,300

4+	bedrooms - 19,300 57,200 76,500

Total 143,600 36,500 145,600 325,800

Note:	a	dash	indicates	no	net	requirement	or	surplus	as	requirements	and	supply	are	in	balance.		
Totals	may	not	sum	due	to	rounding
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16.	 The	zero	figures	in	some	categories	do	not	
mean	that	no	such	properties	should	be	
supplied	in	London;	as	already	stated,	the	
regional	averages	will	by	definition	hide	
local	variation	which	may	in	some	cases	
justify	provision	of,	for	example,	some	
three-bedroom	social	rented	homes	in	place	
of	two-	or	four-bedroom	homes.

17.	 A	second	scenario	considers	the	effects	on	
the	mix	of	requirements	of	an	overall	rise	in	
supply	roughly	in	line	with	the	upper	end	
of	the	supply	range	recently	proposed	by	
the	National	Housing	and	Planning	Advice	
Unit.	The	NHPAU	have	used	a	different	
methodology	to	that	of	the	SHMA	to	
estimate	the	housing	supply	levels	which	
would	be	required	to	stabilise	affordability	
and	address	demographic	pressures	in	each	
English	region.	

18.	 The	analysis	of	this	scenario	makes	the	
assumption	that	if	these	additional	homes	
are	built	in	London	they	will	not	stand	
empty;	instead,	the	higher	supply	will	most	
likely	result	in	lower	net	out-migration	from	
London	to	the	rest	of	the	UK.	In	contrast	to	
domestic	migration,	international	migration	
is	mainly	determined	by	the	relative	
strength	of	the	UK	economy,	and	household	
formation	is	driven	by	relatively	fixed	
demographic	factors.	As	the	households	who	
leave	London	tend	to	have	relatively	high	
incomes,	lower	net	out-migration	means	
that	more	London	households	are	able	to	
afford	market	housing,	and	the	market	

requirement	therefore	rises	in	comparison	to	
the	requirement	for	affordable	housing.	

19.	 As	with	the	first	scenario,	a	number	of	
adjustments	are	made	on	the	basis	of	
assumptions	about	the	likely	distribution	
of	any	initial	surpluses,	which	taken	
together	have	the	effect	of	reducing	the	
total	requirement	in	this	scenario	from	an	
initial	382,000	over	ten	years	to	366,800.	
Finally,	this	scenario	also	assumes	that	the	
backlog	of	existing	housing	need	is	cleared	
over	a	20-year	timeframe,	as	this	may	be	
considered	more	realistic	in	light	of	London’s	
persistently	high	housing	need	than	the	
ten	years	to	clear	the	backlog	used	in	the	
baseline	requirements.	

20.	 The	results	of	this	scenario	are	set	out	
in	Table	2	below.	It	is	important	to	note	
here	that	this	exercise	is	simply	intended	
to	estimate	the	impact	on	the	mix	of	
requirements	of	raising	overall	supply	to	a	
level	approximating	the	top	of	the	range	
proposed	by	NHPAU.
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Chart 2: Housing requirements, 2007 to 
2017, assuming higher rate of overall 
delivery

0

50,000

100,000

150,000

200,000

Market Intermediate Social

4+ bedrooms

3 bedrooms

2 bedrooms

1 bedrooms

Discussion	of	results

20.	 Although	a	number	of	further	scenarios	are	
run	on	the	core	outputs	based	on	plausible	
future	trends	in	demographics	and	market	
conditions	tested	(the	results	of	which	are	
presented	in	appendix	B	to	the	main	report),	
some	key	results	consistently	stand	out:	

•	 Overall	housing	requirements	in	London	
remain	high	in	comparison	to	identified	
capacity	to	accommodate	new	homes	
(305,000	from	2007/08	to	2016/17	in	the	
London	Plan,	2008).

•	 The	need	for	affordable	housing	(particularly	
social	housing)	is	high	due	to	the	continuing	
problems	of	affordability,	homelessness	and	
overcrowding	in	London.	

•	 Larger	homes	(four	bedrooms	or	more)	
constitute	a	high	proportion	of	the	social	
housing	requirement,	again	due	mostly	to	
the	high	levels	of	overcrowding	in	London.

Table 2: Housing requirements, 2007 to 2017, assuming higher rate of overall delivery

Housing	tenure All	tenures

Size Market Intermediate Social

1	bedroom 67,600 - - 67,600

2	bedrooms 89,700 8,600 79,100 177,400

3	bedrooms 37,300 13,400 - 50,700

4+	bedrooms - 20,500 50,700 71,100

Total 194,600 42,400 129,800 366,800



7  

21.	 Some	of	the	results	may,	however,	require	
more	explanation.	Firstly,	the	baseline	
scenario	results	reach	a	lower	total	(around	
32,600	homes	a	year)	than	the	2004	HRS	
(35,400	a	year).	This	is	largely	due	to	the	
fact	that	net	international	in-migration	has	
been	significantly	lower	in	London	than	was	
expected	at	the	time	of	the	2004	study,	and	
this	lower	level	is	projected	to	continue.	

22.	 Secondly,	there	is	no	identified	requirement	
for	the	larger	homes	in	the	market	sector,	
i.e.	those	with	4	bedrooms	or	more.	This	is	
because	the	supply	that	becomes	available	
as	existing	large	market	homes	are	vacated	
by	their	current	occupiers	is	greater	than	
the	‘effective	demand’	for	such	properties,	
which	is	reduced	because	they	have	become	
so	expensive	to	buy	or	rent	in	London.	
According	to	the	government’s	definitions,	
many	of	the	households	who	seek	to	buy	
or	rent	in	the	market	can	only	really	afford	
intermediate	accommodation.

23.	 Because	this	study	is	an	objective	
assessment	of	housing	requirements,	
it	does	not	take	into	account	potential	
policy	objectives	such	as	trying	to	retain	
more	families	in	London,	or	the	choices	
sometimes	made	in	the	market	to	over-	
or	under-occupy	a	home.	These	or	other	
policy	considerations	could	lead	to	different	
approaches	towards	the	provision	of	new	
family-sized	market	housing.

24.	 The	prohibitive	cost	of	larger	market	homes	
feeds	into	the	identified	requirement	for	

large	numbers	of	family-sized	intermediate	
housing	but	relatively	few	small	units.	
The	market,	in	particular	the	private	
rented	sector,	is	very	well	supplied	with	
small,	relatively	cheap	homes	at	present,	
which	means	that	many	households	in	the	
intermediate	bracket	are	currently	having	
their	needs	met	in	the	private	rented	
sector.	The	appropriate	policy	response	
may	however	again	diverge	from	what	the	
findings	may	appear	to	dictate,	particularly	
if	there	is	an	objective	of	helping	younger	
households	get	a	foot	on	the	housing	ladder	
through	low	cost	home	ownership	options.	

25.	 The	SHMA	report	also	sets	out	a	number	
of	other	findings.	In	particular,	the	report	
discusses	the	characteristics	and	housing	
requirements	of	various	‘sub-groups’,	such	
as	older	people,	key	workers	and	students.	
These	findings	are	set	out	in	Chapter	6	of	
the	main	report.

26.	 Appendix	B	of	the	report	sets	out	the	results	
of	a	variety	of	scenario	tests,	including	
the	impact	of	changes	in	the	housing	
market	from	the	March	2007	baseline,	
such	as	a	significant	fall	in	house	prices	of	
the	kind	currently	occurring.	The	results	
show	that	changes	in	house	prices	have	
little	or	no	effect	on	their	own	on	housing	
requirements,	mainly	because	the	threshold	
for	‘market’	affordability	is	set	by	the	lower	
of	house	prices	or	private	rents,	and	the	
latter	are	usually	much	lower	for	any	given	
type	or	location	of	home.
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