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Introduction 
 
This paper sets out LendInvest’s response to the Government’s Industrial Strategy Green Paper that was published                
on 23 January 2017. We would be happy to discuss any material in this paper.  
 
Supporting our response is a copy of Starting Small to Build More Homes: A Blueprint for Better                 
Policymaking in the Property SME Market, a report we published in March 2017. 
 
LendInvest is the UK's first online mortgage lender that's bringing the principles of alternative finance to the                 
mortgage market for the first time. Our mission is simple: to make mortgages better; whether that’s making                 
applications a simpler customer experience, funding underserved creditworthy borrowers, or turning mortgages into             
an accessible investment class.  
 
We've lent over £1bn to date in over 260 UK constituencies, helping to build over 3000 new homes across the UK.                     
As one of the most active short-term lenders in the country, we’re regularly named and ranked one of the UK’s                    
fastest-growing, most high profile FinTech businesses thanks to our rapid growth and three-year track record of                
profitability. 
 
LendInvest supports property professionals to increase the supply of housing by extending the availability of               
finance to those underserved by traditional lenders. We also deliver the LendInvest Property Development              
Academy, a non-profit course creating a new generation of property developers across the country by equipping                
with them the skills to navigate the planning, financing, land acquisition and implementation processes of getting                
projects off the ground.  
 
A ‘Property Sector Deal’  
 
The opportunity for sector deals to address the strategic challenges the UK faces in improving productivity,                
efficiency and regional growth is significant, especially in the UK’s dysfunctional property and housebuilding              
market. 
 
There is great scope for the property market and its stakeholders to come together to construct a property sector                   
deal that remedies decades of inconsistent policymaking that has left the UK with a dire undersupply of homes and                   
an affordability crisis that stifles the social and economic mobility of the UK’s citizens.  
 
A property sector deal must not be limited to focus on increasing capacity in the homebuilding sector, but instead                   
leverage the benefits of a joined-up sector of firms providing end-to-end solutions. This includes bringing together                
constituents from across the market: 
 

● Housebuilders, including those using innovative methods such as modular building techniques and BIM. 
● Property finance lenders and investors 
● Professional services (insurance, surveyors, lawyers) 
● Mortgage brokers 
● The FCA 
● The Land Registry  
● Property and land search and data companies 

 
A successful sector deal would bring a number of benefits to the broader economy, but for the property sector,                   
should focus on:  
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● How technology can transform land and property planning 
● The proliferation of small and medium sized housebuilders in the market, and the scaling up of these                 

businesses. 
● Building momentum behind property technologies like modular construction and BIM. 
● How technology can improve the experience of obtaining mortgage finance 
● Upskilling construction and property development workers 
● Regulating new ways of living (HMOs) 
● How to promote entrepreneurship in property 

 
Property is a policy area that has lacked long-term strategic thinking by government and industry and market share                  
has become increasingly concentrated. The opportunity is now to use a sector deal to improve competition,                
address regional imbalances and create a property sector that works for everyone.  
 
Leveraging a world-leading FinTech sector 
 
The UK remains a global centre for FinTech, but our world-leading position could be undermined if we do not turn                    
our attention to the long term challenges the sector faces. The Industrial Strategy rightly indicates that the UK must                   
build on its existing strengths. A strong role for the FinTech sector is integral to delivering economic growth, but a                    
number of future challenges exist. 
 
Innovation 
 
To date, much of the impact of FinTech has been made on the low hanging fruit in financial services (payments,                    
money transfer, consumer lending, etc.). Mortgages, insurance and ‘Know Your Customer’ processes have not              
experienced the same level of disruption. The Industrial Strategy must recognise the future potential of this sector,                 
as well as the needs of the businesses within it.  
 
Skills and talent 
 
In the future, the government must dually invest in upskilling its citizens with technical skills and maintain an                  
immigration system that allows highly skilled immigrants to work in Britain’s growing tech sector. Businesses need                
different skills at different times of the company’s growth, and so a deep talent pool that provides access to the right                     
talent at the right time is integral. 
 
Financial literacy and inclusion 
 
FinTech firms are increasingly demonstrating how their products improve financial literacy and inclusion. The sector               
must look forward to how to improve consumer outcomes through engagement with FinTech firms.  
 
Regulation 
 
The FCA’s Regulatory Sandbox poses great opportunity for innovators to experiment and develop products that               
could be transformational for consumers. The FCA should expand this programme to broaden the number of                
businesses benefitting from it.  
 
LendInvest’s response to the specific questions posed is as follows: 
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Q3: Are the right central government and local institutions in place to deliver an effective               
industrial strategy? If not, how should they be reformed? Are the types of measures to               
strengthen local institutions set out here and below the right ones? 

An opportunity brought forward by the development of the Industrial Strategy is to evaluate the remit and                 
performance of central and local government institutions to ensure they work constructively with their respective               
markets.  

 

Central Government Departments 

The Department for Business, Energy and Industrial Strategy should ensure that its Industrial Strategy provides a                
framework for which other governmental departments can align policies and strategies, for example the              
Department for Communities and Local Government and its Housing White Paper, which will provide critical               
infrastructure to support the success of the Industrial Strategy.  

Cross-departmental committees and taskforces should be used to ensure that the Industrial Strategy is              
implemented across sectors and geographies. This should include the Small Business Minister working with the               
Housing Minister to achieve the Government’s objective of bringing more SMEs into the housebuilding sector.  

 

The British Business Bank 

The British Business Bank has played an important role in supporting the creation of UK businesses. However,                 
the British Business Bank has not invested in property, nor does property feature in the British Business Bank’s                  
five chief investment sectors, as outlined in its 2015 performance highlights. Yet, the British Business Bank’s                
report, Small Business Finance Markets 2016/17, recognises the difficulty housebuilding SMEs have in accessing              
finance.  

With that in mind, the Industrial Strategy should consider how the British Business Bank’s remit can be                 
broadened to meet the UK’s strategic sectoral needs, such as investment in property infrastructure.  

 

The Homes and Communities Agency 

The £3bn of finance for housebuilding designated by government to the Homes and Communities Agency (HCA)                
is a welcome recognition that public finance must back SME developers. However, the Home Building Fund must                 
administer £55.6m a month to SMEs if it is to meet its target of 25,000 homes by 2021. To date, the HCA has                       
committed over £500m of funding but will need to act on recommendations of the Tailored Review and consider                  
working with intermediaries to ensure that committed finance is put in the hands of SME housebuilders without                 
delay. 

The HCA should promote new entrants to the property development market by revising down delivery criteria for                 
the Home Building Fund. Currently, developers must build a minimum of five units per project in order to qualify                   
for funding, but many SME property businesses begin by developing smaller units before scaling up. 

 

HM Treasury and TechCityUK FinTech Delivery Panel 

The UK is leading the world in the development and commercialisation of FinTech businesses. The Government’s                
delivery panel must represent the evolving activity in the sector, addressing new innovation in harder to reach                 
areas of financial services like mortgages, insurance and RegTech. The Industrial Strategy is an opportunity to                
refresh and refocus the group’s membership.  

Q5:  What should be the priority areas for science, research and innovation investment? 
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Modular construction of new homes 

The Prime Minister has championed the use of modular construction methods to deliver new homes swiftly. Using                 
science, research and innovation to meet the strategic needs of the UK, especially those relating to our long-term                  
infrastructural growth should be incentivised. Modular construction is an area where the UK lags behind other                
countries too. Companies innovating in this space should be supported with government interventions to              
introduce tax breaks for this type of activity.  

 

Building on the UK’s FinTech credentials  

The Industrial Strategy must recognise the future potential of the FinTech sector and build on the strengths of the                   
ecosystem that supports it. This includes investing in the technological understanding and infrastructure of the               
UK’s financial regulators and government departments to ensure they can keep apace with innovation and ensure                
that it is applied to sectors effectively and responsibly.  

Q8: How can we best support the next generation of research leaders and entrepreneurs? 

Access to finance 

The Government will know that SMEs have experienced great difficulty in accessing business finance and when                
successful, may even find it difficult to compare products and services and switch providers. The Industrial                
Strategy must recognise that in order to overcome this barrier to entry, a number of interventions must be                  
implemented: 

● Growth of the alternative lending market, where borrowers can access a diverse range of financial               
products and competition. Local authorities and the British Business Bank can play active roles in               
partnering with alternative lenders to promote their role.  

● Awareness of understanding of new products and services should be introduced to ‘nudge’ consumer              
behaviour changes. 

● The FCA should prioritise entry to new Regulatory Sandbox cohorts where new finance models and               
structures become available. 

 

Parity in opportunity across sectors 

Policies to support entrepreneurship have focused on incentivising higher risk ventures. EIS and SEIS schemes,               
for example, are not applicable to entrepreneurs in the property sector, an area where government has                
determined a need for more new entrants. We explore this in sections 5 and 6 of our report: Starting small to build                      
more homes: A blueprint for better policymaking in the property SME market. 

Disparity exists in the opportunity to build and sustain property businesses in the UK. Beset by challenges in                  
regulation, tax treatment and access to start-up capital, property SMEs are not given the same support as other                  
businesses to grow, despite the nation’s need for increased home supply.  

In order to support the next generation of entrepreneurs, the Industrial Strategy must address the imbalance                
between sector incentives. This must include reform of the property taxation system, which the OECD describes                
as the highest in the developed world . 1

 

1 OECD Revenue Statistics - United Kingdom, OECD, 2016 
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Q14: How can we enable and encourage people to retrain and upskill throughout their working               
lives, particularly in places where industries are changing or declining? Are there particular             
sectors where this could be appropriate? 

To increase delivery against local housing targets, the facility to upskill SME property professionals in every                
region is needed. Many property developers and investors transition from other professions, and as infrastructure               
investment is deployed in the regions, the opportunity for new entrants will increase.  
 
Government is taking meaningful steps to reform the education system to prepare young people for the world of                  
work. However, later learning and lifelong education initiatives have not addressed the transition to property               
development.  
 
LendInvest launched a Property Development Academy in November 2016 and will train over 200 attendees in                
Manchester, Birmingham, London, Edinburgh and Bristol over the course of this year. This initiative is supported                
by the University of Reading and the Home Builders Federation and has the objective of helping aspiring and                  
early-stage developers to get their projects off the ground. 
 
Government should actively support industry initiatives designed to close sectoral skills gaps of this kind. 
 
To enable and encourage people to retrain, the Industrial Strategy should provide resource and support for                
private sector programmes to help people transition to new jobs. This may require the following: 

● Government subsidies 
● Public endorsement 
● Support with marketing and, where appropriate, signposting in education and work organisations 
● Accreditation 

 
 

Q21: How can we drive the adoption of new funding opportunities like crowdfunding across the               
country? 

Crowdfunding, and the broader alternative finance sector, provides an important funding option for businesses. In               
order to drive the adoption of these practices, government should: 

● Co-invest public capital with alternative finance companies: Both at local authority level and through              
national public bodies like the British Business Bank, government will build awareness and engagement              
with crowdfunding and broader alternative finance opportunities by co-investing public capital, as has             
been done through the platform Funding Circle. This investment should be targeted in geographies and               
sector areas where gains can be made in productivity and economic growth (i.e. housebuilding). 

● Drive awareness of new products and services: Government should campaign to drive awareness             
and behavioural change around alternative finance targeting consumers and SMEs.  

Q22: What are the barriers faced by those businesses that have the potential to scale-up and                
achieve greater growth, and how can we address these barriers? Where are the outstanding              
examples of business networks for fast growing firms which we could learn from or spread? 

In the property sector, SMEs are beleaguered by a number of headwinds that constrain their ability to scale up.                   
The issues are outlined in Section 4 of our report Start Small to Build More Homes and can be summarised as                     
below: 

Dominance of the larger housebuilders 
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A House of Lords Economic Affairs Committee report describes the housebuilding market as demonstrating              
“oligopolistic characteristics” . The reason that this was suggested is because output in the homebuilding market               2

is still controlled by an increasingly concentrated number of large firms in the UK. 

Back in 1988, the number of small builders stood at 12,200 in the UK. That had fallen to 5,700 by 2006, and then                       
just 2,400 by 2014, an 80% slump . 3

With no single one of the top ten homebuilders today having been created after 1990, it is clear that SMEs have                     
struggled to find their place in a market dominated by long-incumbent giants. This has been to the detriment of                   
industry productivity, the government’s ability to meet its targets, and the public’s demand for homes, which has                 
not dissipated. 

The housebuilding market lacks true competition, an area that should be addressed by the Small Business                
Minister’s scale up taskforce in partnership with the Housing Minister.  

 

Regulatory and bureaucratic burden 

SMEs in the property market, whether building homes or investing in them for rental or resale, operate today in an                    
increasingly complicated business environment. Weighed down by bureaucracy and comparatively burdensome           
regulation, it is a difficult endeavour for SMEs to establish themselves in the market, let alone sustain a growing                   
business. 

● A common constraint for SMEs is the availability of and access to land for development or investment 
● The Home Builders Federation suggests that the planning system works inherently against the SME  4

● The appetite of lenders to provide finance to SMEs is another challenge 

 

Whether property SMEs are building, renting or selling, a selection of common regulatory hurdles and onerous                
bureaucracies increase the cost of business for SMEs: 

● Stamp Duty Land surcharge 
● No allowance for property value depreciation 
● Retention of capital gains tax rates 
● Changes to mortgage interest tax relief 
● Letting agents’ fees scrapped 

 

Compounded, these changes, which have varying effects on incorporated and unincorporated property SMEs,             
contribute to an increasingly complex and expensive business landscape.  

 

Inconsistency in policymaking 

In the government’s own white paper on housing, Fixing Our Broken Housing Market, the Secretary of State for                  
Communities and Local Government admits that the response to the housing crisis by politicians has been                
“piecemeal”. A high turnover of housing ministers has contributed to short-termist and temporary policymaking,              
without addressing the root causes of the crisis: the critical undersupply of new housing stock.  

2 Building More Homes, House of Lords Select Committee on Economic Affairs, July 2016 
3 FMB Written evidence (EHM0140), Federation of Master Builders, 
2015 
4 Reversing the decline of small housebuilders: Reinvigorating entrepreneurialism and building more homes, Home 
Builders Federation January 2017 
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The Conservative alone have appointed five housing ministers in six years, causing difficulty for long-term policy                
planning, execution and evaluation on the UK’s housing infrastructure needs.  

 

Q31: How can the Government and industry help sectors come together to identify the              
opportunities for a ‘sector deal’ to address – especially where industries are fragmented or not               
well defined? 

In determining areas of focus for sector deals, government should consider how each of the following: 

● Size and potential size of the market: Both in geographic and economic terms, the scale and depth,                 
and potential growth. 

● UK sectoral strengths: Where the UK has existing infrastructural capabilities and sector expertise (e.g.              
financial services) 

● Alignment with strategic challenges: Sector deals should be framed around the UK’s greatest             
challenges to productivity and growth, not only where opportunity exists to build on strengths. This will be                 
increasingly important as we transition into new relationships with the European Union and international              
markets. Addressing headwinds such as the housing crisis should be prioritised in the development of               
sector deals.  

● Regional growth: Sector deals must harness the potential of the regions to contribute to economic               
growth and greater productivity. Sector deals should consider how to create spillover benefits for the               
regions in the form of greater employment, investment in local infrastructure and improvements to supply               
chains. 
 

Convening sector players 

Government must be supported by industry to identify the scope of sector deals, especially in order to ensure a                   
pragmatic approach is taken to shaping them. This is important so as to: 

● Ensure that organisations who do not look like the existing or dominant companies within sectors are                
included. 

● Take into account innovation in business models and technologies that may affect the future shape of the                 
sector and the businesses within them. 

● Identify sectors on and end-to-end basis, especially where they overlap with others (for example, taking               
into account mortgages within a property sector deal).  

Q32: How can the Government ensure that ‘sector deals’ promote competition and incorporate             
the interests of new entrants? 

It is essential that during the sector deal process, government speaks to as wide a group of constituents as                   
possible. In the Competition and Markets Authority’s own submission to this consultation, it is suggested that: 

“In the sector deal consultation process, policy makers should avoid giving undue weight to the views of                 
incumbents. While incumbents can be a useful source of information, they have incentives to strategically               
provide information that acts to their benefit, rather than that of consumers. This can lead to ‘regulatory                 
capture’ and regulation that favours incumbents over consumers. 
 
One way to manage this risk would be to ensure that potential new entrants and consumers are also                  
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listened to as part of the sector deal process. The CMA supports the emphasis on consulting innovative                 
businesses and potential entrants that was adopted under the Challenger Business Programme.”  5

We agree that weight should be given to the contributions of SMEs during the development of sector deals,                  
especially focusing on barriers to market entry and the challenges they face in scaling businesses. The UK must                  
create a nation of scale-ups if it is to realise a successful industrial strategy.  

 
A ‘Property Sector Deal’ 

The opportunity for sector deals to address the strategic challenges the UK faces in improving productivity,                
efficiency and regional growth is significant, especially in the UK’s dysfunctional property and housebuilding              
market. 
 
There is great scope for the property market and its stakeholders to come together to construct a property sector                   
deal that remedies decades of inconsistent policymaking that has left the UK with a dire undersupply of homes                  
and an affordability crisis that stifles the social and economic mobility of the UK’s citizens.  
 
A property sector deal must not be limited to focus on increasing capacity in the homebuilding sector, but instead                   
leverage the benefits of a joined-up sector of firms providing end-to-end solutions. This includes bringing together                
constituents from across the market: 
 

● Housebuilders, including those using innovative methods such as modular building techniques and BIM. 
● Property finance lenders and investors 
● Professional services (insurance, surveyors, lawyers) 
● Mortgage brokers 
● The FCA 
● The Land Registry  
● Property and land search and data companies 

 
A successful sector deal would bring a number of benefits to the broader economy, but for the property sector,                   
should focus on:  
 

● How technology can transform land and property planning 
● The proliferation of small and medium sized housebuilders in the market, and the scaling up of these                 

businesses. 
● Building momentum behind property technologies like modular construction and BIM. 
● How technology can improve the experience of obtaining mortgage finance 
● Upskilling construction and property development workers 
● Regulating new ways of living (HMOs) 
● How to promote entrepreneurship in property 

 
Property is a policy area that has lacked long-term strategic thinking by government and industry and market                 
share has become increasingly concentrated. The opportunity is now to use a sector deal to improve competition,                 
address regional imbalances and create a property sector that works for everyone.  
 

5 CMA, Response from the Competition and Markets Authority to the Government’s Industrial Strategy Green 
Paper, April 2017 
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Q33: How can Government and industry collaborate to enable growth in new sectors of the               
future that emerge around new technologies and new business models? 

Keep apace with innovation 

As new models and technologies emerge, policy makers and the regulators must ensure that opportunities for                
growth and efficiencies are not stifled by overbearing regulation, outdated policy or a lack of early attention where                  
necessary. Investment in the technological infrastructure within government, public services and the regulators             
should be prioritised. Industry should also work to provide resource in this area. 

 

Use public capital to invest in emerging models: Crowdfunding and marketplace investment opportunities are              
open to government to partner with industry to drive growth in target areas, especially where both parties have                  
skin in the game. This is already happening to some extent, but central government should encourage local                 
authorities to explore partnerships, for example, working with LendInvest to invest in housebuilding in their               
respective regions.  

 
 
This submission has been prepared by John Gusman, LendInvest  
Contact: john.g@lendinvest.com | 0203 846 6805 
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