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Important Notice 
 
KPMG has been commissioned by the National Caravan Council Limited to undertake an 
independent economic impact study of the proposed change in legislation relating to the charging 
of VAT to static caravans. The engagement letter between KPMG and the National Caravan 
Council, dated 18 April 2012, forms the basis of this assignment and report. Permission to use 
this report is on the basis of this engagement letter. 
 
The purpose of this economic impact study is to inform the National Caravan Council of the 
economic impacts of the proposed change in VAT legislation and to inform the National Caravan 
Council’s discussions with government. 
 
In developing this report, KPMG used data provided by the National Caravan Council and CIL 
who were appointed by the National Caravan Council to conduct market research into the 
impacts of the proposed change in VAT legislation on consumer behaviour and sales volumes in 
the static caravan industry (new and used). The outputs of this exercise were analysed by KPMG 
and are collated in the body of this report. The report also refers to research conducted by the 
British Holiday & Home Parks Association of the views of park owners and managers of the 
impact of the measure upon their business. 
 
We have indicated within this report the sources of the information provided to us, including those 
referred to above. We have not sought to independently verify those sources. As such, we 
cannot provide assurance on the accuracy of this information. 
 
The procedures we carried out in performing the work that forms the basis of this report were not 
such as to constitute an audit. As such, the content of this report should not be considered as 
providing the same level of assurance as an audit.  
 
It should be noted that the information contained in this report is subject to change as a result of 
changing economic circumstances and factors and is based on data currently available at the 
time of drafting. 
 
Only the final version of this report should be considered definitive. 
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Preface – Summary of Key Findings 

Supported by data and research from the industry’s trade associations (NCC and BH&HPA) 
and the leading caravan market forecasters (CIL), KPMG has modelled some of the 
economic impacts that would follow the Budget proposal to apply VAT at the standard rate to 
the retail sale of holiday static caravans from October 2012. 

 This shows the proposal would mean: 

§ A reduction in employment in the region of 4,370 FTE jobs, with job losses focussed on 
regions already high unemployment (Humberside) and marginal rural and coastal 
economies (the overwhelming majority of which are also in areas of multiple deprivation 
and high unemployment). Moreover, industry body projections suggest these losses 
could be considerably greater; 

§ Business failures across manufacturing, suppliers and holiday parks, the “shock effect” 
of which it has not been possible to model and may result in even greater impacts; 

§ A reduction in the industry’s GVA contribution of £856m during the period 2012-2017; 

§ A fiscal cost to the Exchequer which may be greater than the VAT collected as a result;  

§ Taking the British CHH manufacturing industry back to production levels below the low 
point of the 2008/09 credit crunch, with at least 5 years needed for the market to recover 
towards the already-low 2011 levels; and 

§ Other social, environmental and economic impacts, including increasing the balance of 
trade deficit, which it has not been possible to model but which is explained in the report. 



ii 

I Executive Summary  

I.1 Introduction 

KMPG (in association with CIL and Oxford Economics) were commissioned by the National 
Caravan Council to assess the economic impact of the proposed changes in VAT legislation 
on the Caravan Holiday Home (CHH) industry. 

CIL used its own prior industry research and analysis to construct a forecast for new CHH 
unit sales, used CHH unit sales and the industry non-manufacturer new stock levels 
assuming that the VAT is implemented in October 2012. These were set against a 
counterfactual scenario – that is the forecast CHH sales (new and used) in the absence of 
the change in VAT legislation – both of which were forecast over a forward 5 year period to 
2017. 

Informed by the above, KPMG then calculated the economic impact associated with the 
sales forecasts. This analysis quantifies the lost turnover, Gross Value Added (GVA), 
employment and earnings in the UK economy between the ‘counterfactual scenario’ and the 
‘VAT scenario’ each year to 2017. This work was undertaken using UK input-output tables 
and in partnership with Oxford Economics using data on sectoral GVA, employment, 
productivity and wages for the UK1. At this stage the additional fiscal costs to the UK 
Government were also calculated. These relate to lost employment earnings and flows onto 
the unemployment register; lost VAT levied from CHH pitch fees; and reduced Corporation 
Tax, Income Tax and National Insurance receipts on reduced profits across the CHH 
industry (incorporated and unincorporated bodies). 

In parallel with the CIL forecasting work, the British Holiday & Home Parks Association 
(BH&HPA) undertook a representative survey exercise to assess the views of their park 
owner/manager members on the impact of the proposed change in VAT legislation. The 
headlines from the BH&HPA survey are also presented and drawn on in the main body of 
the report. 

I.2 Impact on Demand/ Sales 

The CIL sales forecasts project the following:- 

§ It is forecast that as a result of the change in VAT legislation the market will reach a new 
low for the industry in Q3 2013 (August) of 11k (MAT) new CHH units sold.  

§ This represents a market decline of 29% from the year-end position for 2011 (15.7k for 
December 2011). Furthermore, reflecting further back to the market peak (22.8K) in 
February 2008, the new low projected for August 2013 as a result of the change in VAT 
legislation represents a 49% decline from that position. 

§ Thereafter (i.e. post August 2013) it will take five years before the industry 
approaches current levels of demand. In essence by 2017 the market will have 
recovered to 95% of current sales volume, although with reduced capital investment the 
holiday park proposition will have been seriously undermined.  

 

 

 
1 sourced from Oxford Economics Spring 2012 outlook for the UK economy. 
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§ The primary reason for such slow growth is that the market recovery expected and taking 
place hesitantly before the VAT change was announced is heavily dependent upon 
continued investment in the holiday home and park holiday proposition which will be 
significantly disrupted by reduced profits, arising from the change in VAT legislation. The 
reduced capital monies available for investment will damage the quality of the CHH 
proposition to the customer, so leavers will not be able to be replaced. This reduction in 
capital expenditure is already taking place across parks, faced with the uncertainty 
caused by the VAT scenario. 

§ The volume ‘gap’ between the ‘counterfactual’ and the ‘VAT scenario’ averages 4,019 
new CHH units per annum over the 5 year period to 2017 and in cumulative terms is 
20,095 new CHH units. This figure is equivalent to almost one full year of new UK CHH 
sales pre credit crunch (2008). Overall it is forecast that there will be a significant 
cumulative effect on new CHH sales volumes over the period 2012 to 2017. 

§ Compared to the counterfactual scenario i.e. no change in VAT legislation, it is estimated 
that the change in VAT legislation will result in lost sales value of new and used CHHs 
equating to £1095m million for the period 2012 to 2017. This will hold back growth in 
overall sales value from 2012 levels to post 2017. 

§ The greatest impact will be on sales of new, mid-range units as consumers either buy 
a used CHH unit, if they can find one at the right price, walk away from the CHH market 
or decide to purchase lower specification/ cost units or in the short-term decide to 
purchase used units instead of new in the search for better Value for Money.  

I.3 Economic Impacts 

In economic terms the direct outworking of the above lost sales value of £1095m for the 
period 2012 to 2017 is projected to result in the following:- 

§ A reduced Gross Value Added (GVA) contribution of the CHH industry to the UK 
economy of £856m (including indirect and induced impacts) over the period 2012 to 
2017. 

§ A total reduction in direct, indirect and induced employment in the region of 4,370 FTE 
jobs (direct 2,450; indirect 1,440; and induced 480), job losses focussed on marginal 
economies with high unemployment. 

§ Reduced wages available to spend in the economy associated with the above job loss of 
£298m for the period 2012 to 2017. 

When considering employment impacts across constituent elements it is not surprising that 
the direct employment impact (2,450) will be felt most severely in the lower-value-added 
retailing and holiday park/ campsite operation activities. In statistical terms, the 
manufacturing sector would need to lose almost 4 times as much turnover to have an equal 
impact on employment as the retail or accommodation sector. Therefore in relative terms the 
direct employment impact in the core CHH industry is expected to be most significant 
in the distribution and holiday park segments, with 5 jobs lost in these sectors for 
every 1 lost in manufacturing. 

The indirect employment impacts (1,440) take account of the supply chain in its entirety. 
When considering the magnitude of the employment changes, the results suggest that for 
every 10 jobs lost directly in the core CHH caravan industry (across manufacturing, 
distribution, holiday parks etc), a further 8 jobs will be lost in the wider economy 
through the supply chain.  
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The NCC membership reports have indicated 1,500 job losses anticipated within 
manufacturing, 1,500 job losses within the manufacturing supply chain whilst the BH&HPA 
survey responses predict some 2,500 FTE redundancies. As indicated above, it has not 
been possible to forecast and model all the impacts of the proposed measure which goes 
some way in explaining this difference. 

I.4 Likely business failures 

The sales forecasts and associated econometric modelling above are based on demand and 
assumes that all participants in the CHH industry are able to downscale in line with declining 
demand. In practice this is highly unlikely and it is much more likely that certain businesses 
in the CHH industry already operating in very difficult trading conditions caused by the credit 
crunch will be ‘tipped over the edge’ into business failure by the change in VAT 
legislation. As such the distribution of the economic loss across the CHH industry in 
practice is much more likely to be involve a series of short-term ‘shocks’ and be much more 
‘lumpy’ than the above econometric modelling projects. 

Specifically it is anticipated that the following events will result from the declining demand 
arising from the introduction of VAT during October 2012: 

At least one major manufacturer failure in 2013  

§ At least one minor manufacturer failure in 2013 leading to failures in the businesses 

supplying them 

§ At least one major park operator failure in 2013  

§ Multiple minor park operator repossessions during 2013  

It is not possible to robustly model the implications of business failure without making overt 
assumptions about which business will fail and when it will fail, and therefore the impact of 
the above business failures have not been modelled into the sales forecasts and associated 
econometric modelling. It is also important to note the change in VAT legislation will 
accelerate such companies (already experiencing difficult trading conditions and/or high debt 
stress) into business failure, but the change and associated loss in economic output and 
employment could not be fully attributed to the change in VAT legislation alone.  

However it is clear that if any of the above business failures materialise the picture will 
worsen considerably beyond the above forecasts. For purposes of illustration the failure 
of a major manufacturer would result in the immediate loss of 400-800 jobs, additional 
supplier failures and associated job losses, working capital stretch at other manufacturers, 
and price pressure due to stock-dumping. The failure of a major park operator would result in 
accelerated outflow of consumers away from the park – reduced / zero capital investment in 
the medium term, possible break-up and acquisition by competing park groups and major 
disruption to fleet demand from manufacturers. The impact of multiple minor park 
repossessions is likely to result in local supplier failures, an increasing number of ‘zombie’ 
parks owned by creditors and a devaluation of CHH holiday proposition and associated 

reputation with knock on effects across the domestic tourism market. 

I.5 Additional Fiscal Cost 

It is estimated that the total fiscal cost of the change in VAT legislation (additional lost 
tax receipts) could be approximately £48m per annum on average over the period 2012-
2017 (£244m in total over the same period) and this estimate cannot take into account the 
impacts which cannot be modelled. 



v 

Summary of Lost Tax Receipts and Increased Social Security Cost 

Description  Per annum (on average) 2012 to 2017 

Lost tax revenue associated with 

losses in direct, indirect and 

induced employment 

 

£24m 

 

£120m 

Additional Social Security 

Payments on reduced employment 

£10m £40m 

Lost VAT receipts on increased 

vacant pitch fees 

 

£4.5m 

 

£22.49m 

Lost Corporation Tax receipts on 

reduced profits of incorporated 

entities 

 

£7m 

 

£35m 

Lost Income Tax and National 

Insurance receipts on reduced 

profits of unincorporated entities  

 

£3.3m 

 

£16.4m 

TOTAL £48.8m £244m 

Source: Oxford Economics, KPMG and CIL (Vat on Pitch Fees) estimates 

It is understood that HM Treasury has forecast additional tax receipts of £45m by 2016/ 17 
associated with the proposed change in VAT legislation, although the basis of this estimate 
is not known. The build up towards this figure is illustrated below. 

Figure 1 HMRC Estimated Tax Revenue From Change In VAT Legislation on CHH’s 

Year Estimate Tax Revenue From Change In VAT 

Legislation on CHH’s 

2012/13  

£15m 

2013/14 £35m 

2014/15  

£40m 

2015/16  

£40m 

2016/17  

£45m 

Source: HMRC 

The above fiscal cost is based on the loss of £1095m of sales value of new and used CHHs 
over the forecast period and does not include the likely additional impact of the business 
failures referenced above and therefore is viewed as a conservative estimate. 

Nevertheless even this conservative estimate does indicate that the estimated annual 
fiscal cost is likely to be greater than Treasury’s estimated annual revenue from the 
change in VAT legislation.  

In the event of additional business failures referenced above it is likely that the lost tax 
revenues could be considerably greater than those presented above. 

I.6 Distributional Impacts 

In terms of manufacturing the impact of the change in VAT legislation will have a 
disproportionate, damaging and long term impact on employment and deprivation 
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levels in Hull and East Yorkshire, relative to other regions of the UK – given that 95% of 
new CHHs manufactured in the UK are built in these regions. The supply chain to the same 
is also highly localised in these regions.  

 

Hull is in the top 1% of UK regions in relation to levels of JSA Claimants (8.5%), more 
than double (4.4% higher) the UK average of 4.1%. The relative position of Hull in terms of 
the long-term JSA claimants and youth unemployment (18-24 JSA claimants) is similar. 
Hence the opportunities to find new employment for those made redundant as a result of 
reduced CHH manufacturing activity (and associated supply chain) are likely to be very 
limited and these areas can ill afford to absorb the economic consequences of the change in 
VAT legislation.  

 

The change in VAT legislation will also have a disproportionate impact on peripheral 
coastal economies, where the majority of holiday parks are located. Holiday parks play a 
valuable role in creating wealth and employment in such economies where the critical mass 
of alternative employment is typically limited. Clearly the devaluation of the holiday 
proposition within these parks arising from the change in VAT legislation and associated 
difficult trading environment for holiday park operators will put this at risk, as well as 
encouraging holidaymakers to go abroad, thereby impacting on the balance of payments. 

 

Finally, it is important to note that the static caravan industry (including manufacturing which 
is largely based in Hull and East Yorkshire and park operators who are located in Britain) is 
almost entirely British. Many of the suppliers to the industry are also British. Hence the main 
impact of the proposed change in VAT legislation will be on British business. 

I.7 Social, Environmental and Reputational Impacts 

Holiday park operators are typically strongly embedded in the local communities in which 
they are located. The social and community benefits of holiday parks are at risk with the 
proposed change in VAT legislation, which will reduce the affordability of charitable 
donations and reduce the scope for non-profit related activities – given the imperative to 
focus on maintaining margins. 

Holiday parks typically provide environmental management on site and have a reputation for 
conservation of biodiversity, recognised by the David Bellamy Conservation Award Scheme. 
The scope for voluntary contributions to environmental initiatives will also reduce as 
profit margins become tighter and the need to focus efforts and resources on maintaining 
profitability increases. 

The sector has changed considerably over the last decade in particular enhancements to 
parks’ landscaping and the improved image of the CHH sector. The proposed change in 
VAT legislation will reduce the amount of cashflow available for investment in park 
infrastructure, damaging the quality and image of the CHH proposition over time and 
reducing its appeal to consumers. 

Undermining the tourism attraction of holiday parks, will also lead to increasing residential 
use of holiday parks as customers seeking low-cost housing replace the tourists who 
contribute to these marginal local economies, thereby increasing the negative indirect and 
induced impacts outlined in this report. 
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This reduction in capital expenditure is already under way; parks have scaled back their 
capital expenditure plans in anticipation of the VAT change, noting that uncertainty regarding 
future profitability puts cash flow planning at risk. 
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1 Scope and Context 

1.1 Scope of this report 

KPMG (in conjunction with CIL) were commissioned by the National Caravan Council 
Limited (NCC) to undertake an independent economic impact study of the proposed 
changes in VAT legislation on the caravan holiday home (CHH) industry.  

The March 2012 Budget announced the proposed change in VAT legislation which would 
result in the application of standard rate of VAT (currently 20%) to previously zero rated 
caravans by broadening the definition to include caravans “that are not designed and 
constructed for continuous year round occupation.” In essence, this change relates to ‘static’ 
caravan holiday homes which are currently not subject to the standard rate of VAT on 
sale/resale. 

Accommodation provided at holiday parks can be categorised as ‘tourers’ or ‘statics’. 
Tourers include touring (mobile) caravans, tents, motorhomes and trailer tents that are 
brought to the park and then moved on at the end of the holiday. Statics cover all 
accommodation in the park that is in place over a period of years and includes caravans, 
lodges and chalets. The static category can be further subdivided into ‘owned’ and ‘rented’ 
(i.e. those that are privately owned and those that are owned by the park and rented out for 
holidays throughout the season). For the purposes of this report static caravans are 
hereinafter referred to as caravan holiday homes (CHH). 

This report quantifies the direct, indirect and induced economic impacts which will be 
generated by the proposed change in VAT legislation – on both the manufacturing and retail 
elements of the CHH industry in the UK. This is set in the context of a ‘counterfactual’ 
scenario, which is a future forecast of how the industry would perform in the absence of the 
change in VAT legislation. Essentially the difference between the ‘counterfactual scenario’ 
and the forecast of the proposed change in VAT legislation is what is important to 
understand the overall impact of the same on the UK economy. 

Within this report it is assumed that VAT is introduced in October 2012 and that in terms of 
new sales that it is levied on the full value of the CHH unit and in respect of used sales that it 
will be levied on the full margin earned, irrespective of the source of the CHH unit. Therefore, 
it should be noted that this assumption underestimates the negative impact of the VAT 
measure on the used market, in that the Second Hand Margin Scheme will only apply to a 
proportion of used sales.    

The analysis is based on a five year forward view to 2017 and is set in the context of the 
recent performance of the CHH industry to date. Essentially the analysis quantifies the lost 
turnover, Gross Value Added (GVA), employment and earnings in the UK economy between 
the ‘counterfactual scenario’ and the ‘VAT scenario’ each year to 2017. It also encompasses 
an analysis of the fiscal cost to the UK Government, related to lost employment earnings and 
flows onto the unemployment register, arising from the introduction of the change in VAT 
legislation. Also considered are the lost tax receipts in relation to VAT on increased numbers 
of vacant CHH pitches on holiday parks and reduced Corporation Tax, Income Tax and 
National Insurance receipts on reduced profits across the CHH industry (incorporated and 
unincorporated bodies). 

The report quantifies the projected national impact of the proposed change on the CHH 
industry and then proceeds to consider distributional impacts across the UK and wider 
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economic and social impacts (i.e. those that cannot be quantified/ presented in monetary 
terms). Figure 1 overleaf sets out a definition of the direct, indirect and induced impacts 
captured by this report as they relate to the CHH industry.  

Figure 2 Definition of Direct, Indirect and Induced Impacts 

Direct impacts relate to the impact of the proposed change in VAT legislation on the CHH 
industry in terms of turnover, employment, wages and Gross Value Added (GVA). GVA is 
value of goods and services produced less the cost of inputs used in the production of the 
same.  

For the purposes of this study the CHH industry relates to: 

§ CHH manufacturers; and  

§ CHH dealers (for new and used units) 

§ Holiday park operators (both major/ national park operators and smaller independent 
operators)  

– who collectively represent the retail element of the industry. 

Indirect Impacts relate to the impact of the proposed change in VAT legislation on the 
supply chain to CHH manufacturers (e.g. suppliers of chassis, furnishings, appliances and 
other goods and services for static caravans). Other important supply chain impacts will 
relate to the wide range of suppliers to the holiday park operators. For instance this will 
typically include services related to building and grounds maintenance, cleaning, 
landscaping/ gardening, waste management/ recycling, play equipment installers, and 
professional services (e.g. such as accountancy and insurance). This element also includes 
visitor expenditure in the local economy on food, entertainment, travel etc, associated with 
the stay at the holiday park. Essentially indirect impacts relate to employment, wages and 
GVA impacted within the supply chain linked to the manufacturing and retail sectors of the 
CHH industry. 

Induced Impacts relate to the spending of the wages and salaries of the direct and indirect 
employees in the CHH industry in the economy generally on items such as food, housing, 
transportation etc. This spending creates induced employment in nearly all sectors of the 
economy, particularly service sectors.  

1.2 Methodology  

In order to inform this economic impact study CIL were commissioned in the first instance by 
the NCC to conduct market research within the CHH industry to forecast the impact of the 
proposed change in VAT legislation on new and used sales – in terms of volume and sales 
value. These forward sales projections form the basis from which the economic impacts of 
the change in VAT legislation on the UK economy were then assessed by KPMG. KPMG 
and CIL worked closely throughout to ensure that the outputs of the sales forecasting work 
aligned with the requirements of the economic impact modelling and overall reporting. 

In this regard it should be noted that CIL are acknowledged market analysts in relation to the 
UK CHH market, having conducted eight engagements for major companies within the CHH 
industry since 2005. Through these engagements, CIL has carried out research among and 
built relationships with industry stakeholders and representatives including major park 
operators; manufacturers; distributors; suppliers and finance providers – which has resulted 
in a longitudinal evidence base in relation to the performance of the CHH industry. CIL 
produce regular market forecasts, which accurately predicted the 2008/9 decline in new 
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caravan holiday home sales during the credit crunch and has been sufficiently accurate to 
support industry budgeting for several years. All of the above highlights the validity of the 
market analysis and forecast sales data which has informed this report and the 
associated economic impact modelling. 

In order to update/ adapt the existing CIL forecast for the CHH industry for the proposed 
change in VAT legislation, primary research was conducted with the following industry 
stakeholders:  

§ 13 small park operators; 

§ 7 distributors; 

§ 6 major park operators; 

§ 4 suppliers; 

§ 3 CHH manufacturers; and  

§ 1 market industry expert 

Furthermore various sources of secondary data were drawn on including NCC statistics 
(April 2012), BH&HPA statistics (April 2012) and information provided by park operators and 
distributors regarding sales volumes, average selling prices and stock levels. In addition to 
the sources mentioned above, CIL used its own prior industry research and analysis to 
construct a forecast for new CHH unit sales, used CHH unit sales and the industry non-
manufacturer new stock levels assuming that the VAT is implemented in October 2012. 
These were set against a counterfactual scenario – that is the forecast CHH sales (new and 
used) in the absence of the change in VAT legislation. 

Informed by the above, KPMG then calculated the economic impact associated with the 
forecasts. As previously detailed this analysis quantifies the lost turnover, Gross Value 
Added (GVA), employment and earnings in the UK economy between the ‘counterfactual 
scenario’ and the ‘VAT scenario’ each year to 2017. This work was undertaken using UK 
input-output tables and in partnership with Oxford Economics using data on sectoral GVA, 
employment, productivity and wages for the UK sourced from Oxford Economics Spring 
2012 outlook for the UK economy. At this stage the additional fiscal costs to the UK 
Government referenced above were also calculated. 

In parallel with the CIL forecasting work, the BH&HPA undertook a representative survey 
exercise to assess the views of their holiday park owner/manager members on the impact of 
the proposed change in VAT legislation. The headlines from the BH&HPA survey are 
illustrated in the text box overleaf and drawn on throughout the report. 
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BH&HPA Membership E-Survey 

The key findings of this survey were that on average, holiday park owners and 
managers forecast a slump in demand for static caravans of 52.2 % between 2012 and 
2013. The graph below summarises the findings of the survey in relation to estimated impact 
on demand levels. 

 

The respondents to the survey own and manage 854 holiday parks and between them, they 
provide jobs to 15,849 people (given part time and seasonal workers, this equates 10,306 
full time equivalent (FTE) jobs). 

Holiday park owners and managers were then asked about how this would impact on the 
jobs on their parks. 51% of respondents anticipated being obliged to make 
redundancies as a result of the proposed change in VAT legislation. 

Asked about the impact of the measure, responses were as follows: 
 

 
Therefore, the prices of the overwhelming majority of caravan sales would need to increase 
to take account of the imposition of VAT. The industry is struggling to recover the impact of 
the credit crunch which has undermined consumer confidence, created job uncertainty and 
removed sources of credit for caravan purchase.  
 
Margins on sales of caravans have already been reduced to an absolute minimum which 
explains why over 77% of park owner/manager respondents felt they would have no option 
but to pass on the full amount of the VAT increase through prices. 

 

Response %  n 

We would be able to keep prices at the same level following the imposition 
of VAT on static caravans by reducing the park’s margin 0.41 2 

We would need to increase prices to take account of some of the VAT on 
static caravans by reducing the park’s margin 22.20 107 

We would need to increase prices to take account of all of the VAT on 
static caravans sales as our margins cannot be cut further 77.39 373 

Total respondents 
 

482 

 



5 

 
Specifically the respondents to the survey forecast that the impact of the imposition of VAT 
on the sale of holiday caravans in October 2012 as proposed in the Budget, will lead to 
1,457 people being made redundant (equivalent to 960 FTE jobs lost) on their holiday parks. 

The above figures relate to the jobs on the holiday parks belonging to the respondents. Their 
holiday parks represent 39% of the UK total of 2,169 holiday parks. In terms of static 
caravan pitches, the respondents’ 95,674 pitches represent 37.5% of the UK total of 255,000 
pitches. 

If the above forecasts were extrapolated to cover the holiday park industry across the UK, it 
would mean that the industry foresee between 3,736 and 3,885 job losses on holiday parks 
forecast as a result of the imposition of VAT (between 2,462 and 2,560 FTE redundancies).  

All of the work was consolidated into this draft report and presented by KPMG and CIL to 
NCC for review and discussion.  

1.3 Caravan Holiday Home - Industry Overview  

Before setting out the projected impact of the change in VAT legislation on the CHH industry, 
it is important to set the scene in terms of the components of the industry and the recent 
performance of the same.  

The manufacture of CHHs in the UK is highly concentrated in Hull and East Yorkshire 
– see Chapter 4. Indeed over 95% of CHH units manufactured in the UK are built in these 
regions, which already suffer from some of the highest levels of unemployment and 
deprivation across the UK. 

The recession in 2008 and 2009 brought about a significant dip in the CHH 
manufacturing market, and led to manufacturer exits from the market and insolvencies. 
The continuing economic difficulties means that manufacturers cannot afford to operate 
inefficiently, and a recent round of redundancies and production cuts suggests that there is 
already a danger of further job losses and business failures, before the additional impact of 
the change in VAT legislation if factored in. 
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Figure 3 Moving Annual Total (MAT) Sales Units, (000’s) in the Caravan Holiday Home 
Market2 

 

Source: NCC, Management, press search, CIL interviews and analysis. 

Essentially the industry has suffered reduced sales volumes since the recession and 
while there has been some recovery in sales volumes since May 2009, the recovery was 
small and was largely ‘flat’ between May 2010 and July 2011.  

Demand for CHH units in the UK is split into two categories – retail and fleet – where the 
former relates to sales of CHH units to consumers that are 'owner-occupiers' and the latter is 
linked to sales of CHH units to holiday parks for them to rent out to holidaymakers. 
Reflecting back on recent performance demand for both categories collapsed in 2008 and 
2009, and both have made very modest recoveries since. In terms of retail sales there was a 
fall in the number of consumers who could readily access credit to buy a holiday home and 
those who could were more cautious – typically adopting a ‘wait and see’ attitude. The CHH 
units that were sold around this time were increasingly clustering around lower price points, 
driving recent demand in relative terms for entry level ranges (priced around £10-15k). Fleet 
sales were impacted by the limited capacity of holiday parks to capitalise on demand for the 
same, because of the availability of debt to fund capital investment. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 

 
2 Owing to seasonality issues, MAT is the best way to review market developments 
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Figure 4 Retail and Fleet Sales of CHHs 2008 to Present 

 

Source: Graphed from CIL data 

 

In essence the CHH market is currently still low following the credit crunch, during which 
volumes fell to very low levels, prices were depressed and several manufacturers (and their 
suppliers) were pushed into administration. The market has been recovering slowly since 
that point, but many of the customers pushed out of the market by falling spending power, 
the lack of credit, employment uncertainty or increased credit concerns elsewhere, have not 
returned. 

CHHs need to be replaced eventually, so there is a constant replacement demand for new 
stock, both in fleet and retail sales. As would be expected the positive macro-economic 
environment, with ready access to debt and rising house prices from mid 1990’s to 2006, 
contributed to a reduced replacement  cycle (every 8-9 years) during this time. Thereafter 
this increased to 12 years plus, with the advent of the recession and the decline in consumer 
spending power coupled with improved build quality of CHHs which also served to lengthen 
the replacement cycle. 

Camping and holiday homes are well established segments of the UK holiday market, within 
which park holidays and holiday home usage is a key component. Over 30% of the UK 
population are active campers/ caravanners and in England alone in 2010 there were 12.1 
million camping and caravanning trips worth 3£1.68bn to the economy.  

The holiday park industry is unusual in that in that the majority of businesses (66%+ are 
micro and small enterprises: 

 

 

 
3
 Source, Mintel Camping and Caravanning Report 2009, websites and analysis 
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· only 14% of the available pitches are used for static holiday caravan letting, of 
which over 58% are operated by the 10 larger businesses (those with 9 or more static 
holiday caravan parks) 

· there are 868 CHH parks in BH&HPA membership , where all 73,196 pitches are used 
exclusively for the sale of static caravans and there is no holiday letting activity. 

CHH parks have four main revenue streams - namely CHH unit sales; holiday rentals (also 
known as tariff); pitch fees and on site spend. The large park operators (e.g. such Bourne, 
Park Resorts, Parkdean and Park Holiday) would benefit from all of these streams, whereas 
the majority of holiday park businesses who operate 66%+ of the available pitches (smaller 
groups and independent micro and small business park operators) typically have revenue 
from CHH unit sales and pitch fees only. Holiday rental pitches are highly concentrated 
within the larger park operators, indeed over 50% of the UK’s holiday rental pitches are 
found within the top four park operators by size. Indeed there a large proportion of BH&HPA 
members have no letting fleet at all and across the micro and small independent holiday 
park business as a whole only 8% of the overall business activity relates to letting fleet. 

A January 2012 economic impact assessment4 of the UK Holiday Park industry estimated 
that the scale of the UK holiday park operator market encompasses 496,000 holiday park 
units / pitches – 277,760 owned statics, 49,600 rented statics and 168,640 touring pitches. 
Due to planning constraints, the number of pitches in the market has remained fairly static 
over many years, with no increase in the overall number of pitches. It is also important to 
note that the January 2012 economic impact assessment estimated that CHH (owned static 
units) generated £3,900 of visitor spend per unit in the economy per annum. 

It is important in setting out the context to the industry to understand the importance of the 
smaller independent park operators in the overall scale of activity within the holiday 
park sector. This is evidenced by the fact that the smaller independent park operators 
operate 66% of the industry’s CHH pitches (referenced above) and the larger groups operate 
the corresponding 34% of the pitches.  

Figure 5 overleaf sets out the location of holiday parks across the UK. This illustrates the 
important role than holiday parks play in creating wealth and employment in regional 
and coastal economies right across the UK.  

  

 

 

 
4
 UK Holiday Parks – Economic Impact Study on behalf of the British Holiday Home & Park Association 

(BH&HPA), Roger Tym and Partners, Page i 
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Figure 5 Location of Holiday Parks across the UK 

 

Source: The British Holiday & Home Parks Association 
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Report Structure 

This report is structured as follows:- 

§ Section 2 provides a market assessment of the projected impact of the change in VAT 
legislation on the key components of the CHH industry drawing on primary research and 
sales forecasting completed by CIL. This section concludes by setting out the ‘gap’ in 
sales of new and used CHHs between the ‘counterfactual scenario’ and the ‘VAT 
scenario’ each year to 2017. 

§ Section 3 then quantifies the economic impacts associated proposed change in VAT 
legislation. Essentially this section quantifies the loss in Gross Value Added (GVA), 
employment and earnings in the UK economy between the ‘counterfactual scenario’ and 
the ‘VAT scenario’ each year to 2017 - arising from the sales forecasts set out in Section 
2.  It also sets out an analysis of the fiscal cost to the UK Government, related to lost 
employment earnings and flows onto the unemployment register, arising from the 
introduction of the change in VAT legislation. Also considered are the lost tax receipts in 
relation to VAT on increased numbers of vacant CHH pitches on holiday parks and 
reduced Corporation Tax, Income Tax and National Insurance receipts on reduced profits 
across the CHH industry (incorporated and unincorporated bodies). 

§ Section 4 considers the distributional impacts of the change in VAT legislation on the 
CHH industry across the UK regions as well as the wider economic and social benefits 
of the CHH industry (i.e. those that cannot be quantified /presented in monetary terms). 
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2 Projected Market and Industry 
Response 

2.1 Introduction 

This section of the report provides a market assessment of the projected impact of the 
change in VAT legislation on the key components of the CHH industry drawing on primary 
research and sales forecasting completed by CIL. Specifically it sets out an assessment of:- 

§ the likely impact of the change in VAT legislation on consumer choices and buying 
behaviour (i.e. consumer demand); 

§ the likely holiday park operator responses to the change in VAT legislation; 

§ the likely distributor responses to the change in VAT legislation; 

§ the likely manufacturer/ supplier responses to change in VAT legislation; 

§ a ‘counterfactual scenario’ in terms of new and used CHH sales to 2017, that is what 
would happen in terms of sales volume and value in the absence of the change in VAT 
legislation; 

§ the ‘lost’ CHH sales arising from the change in VAT legislation – based on the 
difference between the ‘counterfactual’ scenario and ‘VAT scenario’ to 2017 and 
cumulatively over the five year period. 

2.2 Impact on Scale and Profile of Consumer Demand (New CHH 
Sales) 

As illustrated in Figure 5 and 6 overleaf it is forecast that as a result of the change in VAT 
legislation the market will reach a new low for the industry in Q3 2013 (August) of 11k 
(MAT) new CHH units sold.  

This represents a market decline of 29% from the year-end position for 2011 (15.7k for 
December 2011). Additionally, reflecting further back to the market peak (22.8K) in February 
2008, the new low projected for August 2013 as a result of the change in VAT legislation is 
represent a 49% decline from that position.      

This position also assumes that the price increase caused by the proposed VAT scenario is 
not passed onto the consumer in full, as was assumed by HMRC in its original proposals.  

No park operator believes that the consumer would tolerate such a price increase - the CIL 
model assumes that prices to the consumer do rise, but not uniformly, and the increased 
cost implied by VAT is absorbed by the park operators, distributors, manufacturers and even 
suppliers, reducing industry profitability. 
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Figure 6 Projected New UK CHH Sales (Fleet and Retail)  Assuming Change in VAT 
Legislation (2008-2017) 

 
 
 

Figure 7 Projected New UK CHH Sales (Fleet and Retail)  Assuming Change in VAT 
Legislation (February 2008-August 2013)  

  

 

 
Source: Constructed from CIL forecast data 

 

Thereafter (i.e. post August 2013) it will take at least five years before the industry 
approaches current levels of demand. In essence by 2017 the market will have recovered 
to 95% of current sales volume. 
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The primary reason for such slow growth is that the market recovery expected and taking 
place hesitantly before the VAT change was announced is heavily dependent upon 
continued investment in the holiday home and park holiday proposition which will be 
significantly disrupted by reduced profits, arising from the change in VAT legislation. The 
reduced capital monies available for investment will damage the quality of the CHH 
proposition to the customer, so leavers will not be able to be replaced. This investment 

includes improving the park infrastructure (leisure facilities, restaurants, cafes, roads, security, 

drainage etc) and investing, where relevant and largely among larger park groups, in improving and 

replacing the letting fleet. 

In terms of the drivers underpinning new CHH sales, previous CIL research shows that the 
credit crunch took out a large proportion of the more price-sensitive and less wealthy 
consumers prior to the VAT rise, leaving only a more resilient ‘core’ group of consumers 
participating in the market. These remaining consumers have proven to contain some 
wealthier individuals with more disposable income and other consumers who are committed 
to or have saved up and waited to enter the market. Some of these consumers are less 
price-sensitive and able to absorb at least some, but certainly not all, of the price increase 
and make the purchase regardless, protecting a small proportion of sales to both new park 
holiday customers and customers upgrading their CHH unit. 

Looking ahead consumers have the option of sticking to their original budget but choosing to 
purchase a smaller CHH unit or a lower specification unit than planned (i.e. lower cost CHH 
units substituting mid-range CHH units), which is reflected in a gradual drop in the average 
value of a CHH unit sold in the sales forecasts, which depresses revenues and margins to 
both parks and manufacturers. 

Consumers are also more likely to substitute a used CHH unit instead of a new CHH unit, 
where stocks are available. This has the same effect of reduced margin and revenues at 
parks, and of course benefits the manufacturer not at all. 

Overall the result of having a more resilient demographic participating within the high-end 
channel and a proportion of consumers substituting mid-range CHH units for lower-range 
CHH units is that it is the middle-market CHH new sales volumes that will be affected 
the most by the change in VAT legislation. 

The research and market sentiment indicates that in the long-run consumers will eventually 
accept increased prices to some degree – but that this will delay recovery and will depend 
on developments in the wider economy – and that park operators may also absorb at 
least some of this increased price through lower margins. There is little or no room for 
manufacturers or distributors to absorb the price rise implied by the VAT change, and the 
BH&HPA survey indicates that 77% of park owner/manager respondents felt they would 
have no option but to pass on the full amount of the VAT increase through prices. 

Looking ahead in terms of new sales, it is anticipated that the impact of the change in VAT 
legislation will hit new sales to ‘upgraders’ much harder than sales than to new 
customers. Specifically upgrade sales of new CHH units to existing consumers (c. 40% of 
new retail volumes) will be hit the hardest, resulting in a c.40% reduction in volumes in 2013. 
This is because the introduction of VAT will result in nearly a 50% increase in the average 
cost-to-change to the consumer in some cases as illustrated by the case study overleaf. 
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WORKED EXAMPLE – COST TO UPGRADE 

§ A consumer buys a used van from the park for £30k in 2010 (attracting negligible VAT).  

§ The consumer wants to upgrade.  

§ The park offers to buy the van from the consumer for £25k.  

§ The upgrade new model is priced at £40k (c.£38k + 5% VAT)  

§ The consumer’s cost to change under the current VAT rules is £15k.  

§ If the VAT increase is passed on to the consumer in full, the new net price = c.£46k 
(£38k + 20% VAT)  

§ The new cost to change is £21k, or nearly 50% higher than the cost-to-change before 
the VAT increase.  

Arising from the above assumed CIL assume that 20% of consumers will delay their 
purchase in the short term, adopting a ‘wait and see’ attitude. An additional 20% are 
assumed to purchase a used CHH unit instead, which represents better value for money 
(substitution to used sales). Substitution of new sales by used units hits the ‘upgrader’ 
market particularly hard because ‘upgraders’ typically have a keener sense of price and 
value.  

By contrast CIL forecast that sales of new CHH units to new consumers (c.60% of new retail 
volumes) will drop by c.10% in 2013 for the following reasons. This is because some 
consumers will be price-sensitive, will not be willing to pay a higher price and will therefore 
leave the market or delay their purchase. Furthermore a proportion of consumers will opt to 
trade down and substitute their purchase for a used CHH unit.  

Although a 10% reduction may seem conservative, CIL research amongst the major park 
operators indicates that this channel is somewhat protected by the more resilient consumers 
that remain in the market; customers who have limited price comparison experience with 
which to resist a price increase; and customers that have waited and saved for years to buy 
their caravan holiday home and for whom now is the moment. 

It is also likely that park operators will work hard to attract new customers onto their parks, 
and it is in this segment that they are likely to make the greatest effort to absorb the price 
increase by reducing their margin, to the extent that their financial structure and operating 
model will allow. 

2.3 Impact on Scale and Profile of Consumer Demand (Used CHH 
Sales) 

The used CHH market is at present circa 50% larger than the new CHH sales market 
and when indexed to December 2011 = 100 (used sales MAT 23,600), is expected to 
experience modest (2.5%) growth in 2013. This is because a proportion of consumers who 
were intending to participate in the new sales market will substitute their purchase with a 
used CHH unit instead.  

As is evident from Figure 8 below from this point forward there will a 1% contraction in 
2014 and zero growth until 2017. 
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Figure 8 Projected Used CHH Sales to 2017 Assuming Change in VAT Legislation 

 
 
 

Source: Constructed from CIL forecast data 

 

In terms of drivers underpinning used CHH sales looking forward, consumers are unlikely to 
change their budgets in light of change in VAT legislation. A consumer with a £25k budget 
will have the same spending power before and after the change. The intrinsic perceived 
value of the product will not increase in value with the change in VAT legislation the product 
will simply become more expensive.  

Short-term used CHH units will therefore represent a better value for money 
proposition as the consumer will be able to purchase a higher quality model at a lower cost, 
albeit a used product.  

In the proportion of cases where the Second Hand Margin Scheme will apply, consumers 
are only likely to be liable to pay VAT on the margin for used sales. Effectively this means 
the net price increase resulting from the change in VAT legislation is smaller compared to 
the net price increase incurred when buying a new CHH or a used CHH sourced from within 
the trade.  

Sales of used CHH units to new consumers (c.70% of used market) are expected to remain 
static due to the base level of second hand sales that results from natural pitch churn in the 
market. Upgrade sales of used CHH units to existing consumers (c.30% of used market) will 
benefit from the VAT rise as they will behave as a substitute for new sales to upgraders (as 
discussed above). CIL therefore forecasts c.8% growth of this channel during 2013 as a 
direct mathematical substitution of the 20% of upgrading consumers who were intending to 
purchase a new CHH unit. It is expected that this substitution effect will be a short-term 
market phenomenon which will be neutralised during 2014 (i.e. this channel will contract 
back to the level it was pre-VAT rise).  
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Given the difficulty of establishing with any accuracy the mix of used units by source and 
their qualification for the margin scheme, CIL’s forecast assumes that all used sales will 
attract VAT on the margin achieved. This may not be the case in practice. 

There is concern that there might not be sufficient used CHH stock to meet demand for 
substitution. This will not counteract reduced demand for new CHH units - consumers are 
more likely to walk away faced with this choice. 

2.4 Timing Implications  

From a timing perspective in an attempt to ‘beat the VAT increase’ CIL expects c.10% of the 
annual demand forecast to take place in 2013 will be brought forward to Q3 2012, thus 
permanently ‘stealing’ demand from 2013. The combination of increased prices and 
unpredictable demand will result in a severe drop in demand during Q4 of 2012. This 
quarter is rarely an active one for consumer sales activity, but will reduce effectively to zero 
for new and used retail sales, exacerbating the impact on CHH manufacturers and the 
supply chain. 

2.5 Holiday park operator response  

As previously detailed the holiday park industry has four main revenue streams - namely 
CHH unit sales; holiday rentals (also known as tariff); pitch fees and on site spend, although 
the majority business in the industry benefit only to CHH unit sales and pitch fees. 

CHH unit sales 

Firstly revenue in terms of CHH unit sales would decrease because new CHH unit sales 
volumes will be depressed. Furthermore holiday park operators will not be able to pass 
100% of the VAT increase on to other parts of the supply chain, consumers will not absorb 
all of the price increase and manufacturers and suppliers, who already have thin margins, 
will be unable to absorb the price increase. Therefore any CHH sales that are made (new 
or used) will inevitably yield smaller margins or potentially no margin at all. 

Holiday rentals 

A likely reaction to a reduction in revenue from CHH unit sales will be for the holiday park 
operators with holiday rental pitches to focus investment on their holiday revenue streams 

and invest in their tariff business.  

However due to the current level of market uncertainty, there is very little confidence in the 
future availability in free cash flow to finance capital expenditure for e.g. infrastructure and 
fleet operations. Industry members are also concerned by over-supply in the CHH holiday 
letting market, with price reductions and increased vacancies even in high season 2011. 
Most parks are assuming a downturn in profitability that will reduce and or delay their capital 
expenditure plans. Even large park operators that have healthy balance sheets are uncertain 
that they will be able to sustain current levels of capital investment in their holiday home 
rental fleet. As a reaction to this they will purchase fewer holiday rental CHH units and/or 
stretch their existing holiday rental fleet by using the units for longer in order to ‘sweat’ as 
much revenue from the asset as possible prior to selling it. 

Highly-geared parks have less of a profit-buffer to cushion the blow of reduced volumes and 
lower margins on CHH sales. This, coupled with refinancing requirements in a tough credit 
environment could result in the collapse of at least one of the major caravan park groups, 
three of whom have significant debt refinance requirements before summer 2013. 
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Large numbers of independent park operators are also highly geared, albeit through perhaps 
more retail and mortgage-driven instruments. A reduction in earnings arising from fewer 
CHH unit sales and reduced pitch fee income as a result of lower occupancy could well 
cause a breach of banking covenants and subsequent repossession, which is likely to have 
a highly deleterious impact on the quality of the park’s consumer proposition and ability to 
continue to invest in infrastructure, which may well further hasten park departures and 
vacant pitches. 

A fundamental point to note in this regard is that holiday rental pitches are highly 
concentrated within the larger park operators, indeed over 50% of the UK’s holiday rental 
pitches are found within the top four park operators by size. As such the majority of parks 
cannot introduce a letting fleet or adapt an existing one, and will therefore experience 
customers leaving and not being replaced, fewer sales, empty pitches and therefore 
reducing income and staffing losses.  

A large proportion of BH&HPA members who have no letting fleet at all and will therefore 
be unable to adapt or convert into holiday letting. For example, 868 CHH parks 
owned/managed by 707 BH&HPA  park owner/manager members have no letting fleet. On 
these parks, there are 73,196 CHH pitches (i.e. 34% of the total registered with the 
Association). In relation to the size of businesses with letting/ no letting capacity the following 
statistics reveal that only 24.17% of 33.91% of the industry’s pitches or 8% of the industry 
have scope to increase letting activity. This is illustrated in Figure 9 below.  

Figure 9 Letting fleet as a % of the business  

Type of 
business 
operation 

Number of 
CHH 
businesses 
in BH&HPA 
membershi
p 

Number 
of CHH 
parks 
registere
d 

Privately
-owned 
CHH 
pitches 

Letting 
Fleet 
CHH 
pitche
s 

Total 
CHH 
pitches 

% of 
total 
memb
ers’ 
CHH  
pitche
s 

% of 
member’ 
CHH 
letting 
busines
s 

% of 
industry'
s CHH 
pitches 

Letting 
fleet as 
% of the 
busines
s 

1 park 1,131 1,131 73,848 7,674 81,522 38.04 25.6 38.04 
         
9.41  

2-8 parks 170 489 55,313 4,789 60,102 28.05 15.6 28.05 
         
7.97  

9+ parks 10 189 55,114 17,563 72,677 33.91 58.5 33.91 
       
24.17  

Total 
registered 
by BH&HPA 
Membership 1,311 1,809 184,275 30,026 214,301         

  

The minority of smaller independent park operators who do have letting fleet, will also be 
unable to invest further in holiday rental fleet, especially in 2012 immediately following the 
VAT rise, owing to such uncertainty and reduced profitability. The sales forecast therefore 
assumes a significant (30%) reduction of fleet sales to small independent park operators, 
followed by a subsequent modest recovery of 5% per annum until 2017. 

There has been evidence of over-capacity on the holiday rentals side of the industry – deep 
discounting in 2011 in particular. This reflects the shorter lead time with which consumers 
are booking holidays, as well as reduced demand in 2011. However, many consumers that 
choose to buy CHHs are former holiday rental customers –and as such those that feel priced 
out of the ownership market by the change in VAT legislation may well choose to holiday 
again, offsetting a small proportion of the over-capacity problem, but far from solving it. 
Alternatively, they may simply seek to invest in holiday overseas and leave the UK’s CHH 
market completely. 
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In addition, as a result of the change in VAT legislation, some parks who lose their sales 
market would seek to replace lost sales by selling to consumers proposing to reside on the 
CHH park, with or possibly without the necessary change in planning consent. This is 
already happening in some parts of the country and thus the change in VAT legislation could 
reinforce this pattern further, and turn holiday parks into residential ‘ghettos’. 

Finally the impact of the failure of at least one large highly-geared park operator will be a 
significant reduction in capital investment (affecting the building contracting supply chain) 
and fleet investment (affecting the manufacturing supply chain). The parks will still be 
present and will have custom, but the disruption to the industry will be significant in the 
immediate term (likely in 2013, and not modelled in the CIL sales forecast.  

Pitch fees 

Turning to pitch fees an increase in the price of the CHH proposition will result in fewer new 
consumers and lower demand for the holidays overall. Park operators are likely to see 
occupancy rates fall, as their ability to attract new customers to replace leavers is reduced 
by the VAT effect pricing new customers out of the market.  

As above, smaller parks tend to have a much lower proportion of holiday rental pitches (if 
any) relative to owner-occupied pitches compared to the larger parks. Therefore, they are 
more dependent on pitch revenues and will focus on trying to keep their pitches full to 
actively cross-subsidise a reduction in sales volumes and margins. This may result in price 
cuts in smaller parks to reduce the number of park leavers or a relaxtion of the non-
residence requirements currently in place to protect the holiday nature of the park. The 
downward spiral this could create would lead to severe social problems. 

On and off-site expenditure 

In terms of on-site spend, CIL research shows there is a strong positive correlation between 
on-site spend and the number of holiday rental pitches in a caravan holiday park. Therefore 
an increased holiday business could see on-site spending increase in the short term for 
larger parks. However smaller parks tend to have less or no focus on on-site spend. 
However, reduced occupancy in smaller parks will reduce the off-site spend (local shops, 
food, local businesses, activities) supported by the parks and their customers.  

Capital investment  

Capital investment in holiday park infrastructure and facilities for all holiday park operators 
will be significantly affected by the reduction in disposable cash flow resulting from the 
change in VAT legislation. This is because all parks will experience reduced / uncertain 
demand for CHH unit sales and reduced margins associated with the same. The healthy 
large parks with cash to invest may choose to invest in holiday rental fleet at the expense of 
wider capital investment and the highly-geared parks will be unable to invest at all. Finally 
the smaller parks will also have less to spend on infrastructure owing to their significant 
dependence on CHH sales volumes for revenue to fund capital investment.  

This will result in less cash being allocated to capital investment in infrastructure which 
will, over time, devalue the overall caravan holiday park proposition. Holiday rental fleet unit 
replacement rate will be decelerated so units will start to look older and less attractive to 
current and potential consumers Lack of investment in park facilities such as pools and 
roads will make the parks appear older. By devaluing the proposition, existing consumers 
may feel more of a reason to leave the market (many to holiday overseas) and fewer 
potential consumers will be motivated to join. CIL research indicates that, in the long-run, a 
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significant reduction in capital investment will result in the number of leavers outweighing the 
number of new consumers, resulting in a net migration away from the CHH proposition. 
This position is already very nearly in effect, given the difficulties of recent years in the 
sector.  

This trend reinforces the reason why the volume of new CHH unit sales will not recover to 
100% of the volumes sold in 2011 as the population participating within the CHH market 
will be lower. There is a further risk that such a devaluation of the proposition becomes a 
self-perpetuating downward spiral which can only be effectively reversed with credit. In 
the current credit environment, such a step is unlikely / expensive. 

The industry has only recently been starting to recover from the effects of the credit crunch – 
capital investment has been reduced and delayed across the sector for several years 
following the massive drop in demand experienced over the two year period of 2008 and 
2009. In this respect, further delays to capital investment actually represent a delay to 
significantly pent-up requirements for capital investment on many parks – few have a 
sufficiently well-invested consumer proposition following the downturn to be able to survive 
further shocks / wait for additional investment. 

The issue is particularly acute for the small, family run parks. They are typically financed by 
banks, which is why all the major banks are also BH&HPA associate members. When the 
business passes down the generations, the typical pattern would be for one sibling to borrow 
against his/her share to buy out the other siblings’ inheritance to avoid too many cousins and 
second cousins in ownership, diluting control of the family business. They would also seek 
finance when purchasing an additional park to increase their growing ‘group’ or for park 
development e.g.  replacement/ upgrade of utilities infrastructure, new pitches if they can 
secure planning permission and for some, central facilities – pools, gyms etc to attract 
caravan purchasers.  

Many of the micro-business parks are purchased with the aid of bank finance in addition to 
savings, pension lump sum or the sale of the family home. Many of these parks are 
currently in the banks’ ‘special measures’ given the poor market since the credit 
crunch. Of course, there are some independent parks without debt, but these are the 
minority. Hence the smaller and micro parks have debt problems and the introduction of the 
change in VAT legislation will further impact on the availability of cash to repay existing debt 
never mind fund further capital investment. 

De-Stocking 

In response to current market uncertainty, park operators are already ‘de-stocking’ i.e. in 
the process of running down their new and used CHH unit stocks, anticipating the October 
VAT increase. Park operators are unwilling to invest in stock when they cannot be certain 
that they can sell it in the new season. This in turn results in fewer manufacture orders for 
new CHH units and a reduction in the availability of used stock across the market. This will 
primarily affect suppliers, manufacturers and distributors.  

Finally turning to the supply chain perspective, a net increase in the number of leavers will 
result in fewer holiday makers to CHH parks. This not only results in less on-site spend but it 
also means there will be less economic consumption of local businesses who are dependent 
on the CHH parks for their livelihood, such as restaurants, convenience stores and public 
houses. In addition a lack of park operator investment in infrastructure will also mean less 
demand for local contractors and service providers such as groundsmen, plumbers and 
construction companies.   
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2.6 Manufacturer and supplier response  

As set out in Section 1 the CHH manufacturing industry is already experiencing extreme 
difficulties following the credit crunch which significantly reduced demand for new CHH 
units. There is currently over capacity within the CHH unit manufacturing industry and UK 

demand is down 11% this year. Furthermore, a very wet Spring and Easter has led to 
poor sales figures among the parks during the prime selling season. 

Suppliers to the CHH manufacturers are often heavily reliant on the CHH unit revenue 
stream, with the lowest proportion of revenue attributable to CHH units (in CIL’s research) 
being 65% and the highest being 95%. A reduction in CHH demand will therefore 
significantly adversely affect suppliers.  

The process of de-stocking being undertaken by caravan parks and distributors means they 
will be reluctant to replace any CHH unit sales with new stock. This means that a decrease 
in consumer demand for CHH units will affect manufacturers and suppliers more severely 
than holiday park operators and distributors.  

In the past, holiday park operators placed their orders for the following quarter with 
manufacturers who would then place orders with their suppliers. Holiday park operators are 
now only looking four weeks ahead due to uncertain demand thus reducing manufacturers’ 
and suppliers’ pipeline visibility.  

CIL expects that demand will be weakest for static CHH unit manufacturers, and therefore 
also their upstream suppliers, during 2013. The combined effect of reduced consumer 
demand and park / distributor destocking (modelled in our forecast) and of potential 
manufacturer stock-dumping, either through over-production or business failure (not 
modelled in our forecast) makes the timing of this decline uncertain.  

Monthly dispatches are likely to fall to extreme lows in Q4 2012 while parks and distributors 
de-stock and consumer demand is at its weakest following the VAT rise. It is over the winter 
months that manufacturers tend to build units to order for park operators that are replacing 
or growing their rental fleet. Demand for these units is also expected to be low, so Q4 
receives an even greater negative impact lasting into Q1 2013. 

Production will remain low and the annual pick-up in demand during Spring will be muted, 
leading to a new MAT low in August 2013 of 11,200. This is 1350 units lower than the 
previous historic low point of 12,569 units in August 2009. It was in 2009 that both Cosalt 
and Atlas went into administration as a result of a 20% decline in sales in 2008 and a further 
25% in 2009. 

Furthermore, a certain amount of stock is held by the manufacturers, in speculative 
expectation of future orders. Should a manufacturer fail (which is in our view highly likely) 
this will release cheap stock onto the market, further depressing demand for other 
manufacturers’ units. This is not quantifiable as different manufacturers have different 
stocking policies and levels of business risk. 

At present, the manufacturing base is holding around 2,000 units of stock. This is about 
normal (when measured against the prior 12 months’ dispatches). Historically, few 
manufacturers have been sufficiently cautious in the face of consumer demand declining, 
and have continued to build speculatively for stock as demand falls. In 2008, stock levels 
rose for a while before consumer sentiment told on the manufacturers. This resulted in 
successive ‘stock-dumping’ events, in which quantities of previous-season, heavily 
discounted units are sold off, undermining the rest of the market. There is a significant risk of 
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this recurring – we have not taken this effect into our calculations as it is unpredictable as 
regards to quantity, timing and value. This could depress dispatches by an additional 10%. 

Any failing manufacturer will be unable to pay outstanding creditors in the supply chain. 
Coupled with reduced further demand from that manufacturer, suppliers will come under 
significant pressure and in turn fail given poor credit conditions. 

It is likely that, in addition to at least one major CHH manufacturer, some of the smaller 
manufacturers will also suffer and may well fail. Few of them are operating at a 
sustainable level of capacity and have no room to absorb either price pressure or reduced 
volumes. 

 One-Off Manufacturer Cash Out-Flow 

The change in VAT legislation will result in an estimated £9-10m permanent cash outflow 
across the manufacturing industry. This will especially affect manufacturers if they are 
already highly geared. The reasoning behind this cash outflow is explained by the following 
worked example:  

Current sales process:  

§ A manufacturer has an end-of-year debtors position of £15m, reflecting units supplied to 
parks and distributors on credit, awaiting payment. This includes the present blended 
VAT rate of c.4.5% (£14.35m + £0.64m VAT = £15m).  

§ Manufacturers are owed £15m by their customers and rely on them for the balance when 
they sell a CHH unit at a future point in time.  

§ VAT payments are paid to HMRC by manufacturers before they have received full 
payment from their customers.  

§ When a customer completes its full payment to the manufacturer, they will pay VAT on 
this purchase to the manufacturer. The manufacturer will then retain this VAT as it has 
already pre-emptively paid the VAT to HMRC.  

§ It is the delay between the moment that the manufacturer pays the VAT to HMRC and 
the moment when the customer pays the manufacturer which creates a £0.64m cash 
outflow to HMRC before it is reimbursed by the customer.  

Under new VAT rules:  

§ The same manufacturer has the same end-of-year debtors position except VAT is now at 
20%. This creates net debtors position of £17.22m (£14.35m + £2.87m VAT = £17.22m).  

§ The manufacturer therefore has an additional £2.22m of debt.  

§ The manufacturer must therefore find access to an additional £2.22m of cash to pay 
HMRC its VAT payments.  

The above is a one-off cash outflow for the first year-end after the VAT is implemented. 
Access to additional cash will have to be cleared by the manufacturers’ financial providers 
and will be dependent on the manufacturers’ level of gearing.  

Downsizing 

In view of all of the above both suppliers and manufacturers are looking to downsize 
their operations accordingly and plan to reduce staffing levels. Of the suppliers CIL has 
spoken to, anecdotally an average headcount reduction of c.25% is being predicted should 
the change in VAT legislation be implemented. The collapse of one major manufacturer has 
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been known to have serious repercussions further up the supply chain. For example, in 
2008, the collapse of a major manufacturer resulted in one supplier losing 56% of its 
headcount.  

A further reduction of demand, reduced margins, de-stocking and an increase in debtor 
positions will place significant pressure on manufacturers and suppliers. CIL interviews and 
analysis suggests there is a distinct possibility of at least one major manufacturer and 
supplier failures in 2013. As previously detailed this cannot be modelled with accuracy 
within the sales forecast. Therefore the actual impact on lost sales may be greater than 
forecast. 

2.7 Distributor response  

Similar to manufacturers and suppliers, distributors are solely reliant on the margin earned 
from new and used CHH sales. Therefore any impact on demand for CHH units will severely 
affect distributors. Distributors are experiencing a lower demand this year and a shift towards 
used sales.  

Staff levels in distributors are already being reduced and they are expecting to make 
more redundancies should the change in VAT legislation be implemented. Distributors are 
trying to run down their stock as low as possible before October and are unwilling to place 
pre-orders.  

Used stock is already in short supply and de-stocking, coupled with a reduction in new sales 
and an increase in used sales, will make used stock very scarce. 

Distributors are how smaller parks acquire CHH units as manufacturers prefer to work with a 
small number of high-volume customers. The independent park population therefore relies 
on this channel for access to product.  

Their role is also essential to safety since distributors employ staff with the technical skills for 
the hazardous task of siting and commissioning CHHs. The demise of distributors would 
severely impact on small and micro business CHH parks to retail the CHH product. 

Distributors (and parks themselves) are typically the beneficiaries of funding by 
manufacturers: many manufacturers offer 270-day credit (or sometimes more) to distributors 
and parks for the units they hold. Debtor days in the manufacturing industry are 
unsustainably high. Distributors need this level of credit as they lack the financial strength to 
take more onto their own books. A manufacturer financial problem therefore also affects 
distributors, who are in no position to make up for an absent funding manufacturer.  

Distributors operate on thin margins and a decline in revenues for them will certainly result in 
reduced employment and may, in some cases, cause a distributor failure. 

2.8 Counter-factual scenario  

CIL used previous research and industry experience to produce a yearly forecast for new 
and used CHH unit sales volumes, should the VAT rise not be implemented. This scenario 
assumes there are no major macroeconomic changes in the foreseeable future, but takes 
into account market and consumer sentiment before the budget announcement.  

This counterfactual scenario assumes the following:  
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§ The market is currently undergoing a shift towards used sales at the expense of new 
sales. This is primarily due to a slightly weaker than expected recovery exacerbated by 
the economic instability in Europe which has affected UK consumer confidence; 

§ This shift is expected to neutralise by 2013 as the economic situation improves;  

§ New CHH sales volumes are forecast to decrease in the near term, owing to poor 
weather at the start of the selling season and quite muted fleet replacement activity, but 
then recover towards the end of 2013 and into 2014;  

§ Used sales are forecast to remain flat in the immediate term as decreased consumer 
confidence is balanced by consumers substituting new CHH units for used CHH units. 
Used CHH unit sales volumes are expected to grow in line with the growth in used CHH 
sales towards the end of 2013 and into 2014; and 

§ A base annual growth rate of 2.5% has been applied for 2014-2017, reflecting the results 
of continued investment in improving the overall caravan holiday park proposition, which 
had been under way post-credit-crunch. 

2.9  ‘Lost UK CHH sales’ (volume) arising from implementation of 
change in VAT legislation 

The purpose of the counterfactual scenario was to enable KPMG to model the economic 
impact of the ‘lost’ CHH sales arising from the change in VAT legislation. These ‘lost’ sales 
are essentially the difference between the ‘counterfactual’ scenario and ‘VAT scenario’ to 
2017 and cumulatively over the five year period.  

Figure 10 below shows the difference between the two in terms of the volume of new UK 
CHH sales (representing the total of new fleet and retail sales). In the absence of the change 
in VAT legislation, it is forecast that there will be modest annual growth in sales of new fleet 
and retail units between 2012 and 2017. In summary sales of new fleet and retail units would 
approach 2008/ pre credit crunch levels by 2017, representing a gradual recovery and 
growth of the industry. 

Figure 10 UK New CHH Sales – ‘Volume’ Gap Between ‘Counterfactual Scenario’ and 
‘VAT Scenario’ 

 

Source: Constructed from CIL forecast data 
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Overall Figure 10 illustrates that the volume ‘gap’ between the ‘counterfactual’ and the 
‘VAT scenario’ averages 3,206 new CHH units per annum over the 6 year period from 
2012 to 2017 and in cumulative terms is 20,095new CHH units. This figure is equivalent 
to almost one full year of new UK CHH sales pre credit crunch (2008). As such there is a 
significant cumulative effect on sales volumes over the period 2012 to 2017. 

The next section of the report considers the impact of the above on turnover, GVA, 
employment and earnings in the CHH industry. 
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3 Projected Economic Impact and Fiscal 
Cost 

3.1 Introduction  

This section outlines the impact of the proposed change in VAT legislation. The figures 
below represent the lost turnover, GVA, employment and earnings modelled in the report 
between the counterfactual and the VAT scenario over the period 2012-2017.  Moreover, 
analysis has also been performed on the additional fiscal costs to the UK Government of the 
change in VAT legislation. These relate to lost employment earnings and flows onto the 
unemployment register; lost VAT levied from CHH pitch fees; and reduced Corporation Tax, 
Income Tax and National Insurance receipts on reduced profits across the CHH industry 
(incorporated and unincorporated bodies). 

3.2 Assumptions 

Outlined that underpinned where as follows analysis: 

■ Employment and GVA data for the "Manufacture of motor vehicles, trailers and semi-
trailers" sector (SIC 2007 sector 29) has been used. Although caravan manufacturing falls 
within this sector, there are other activities that may skew the results presented here.  

■ Wage data for the broad sectors of the economy (e.g. manufacturing, retail and 
accommodation) have been used in this analysis and therefore the actual wage levels 
associated with the activity may differ slightly.  

■ Displacement or net impacts have not been taken into account. Net impacts of the 
introduction of VAT will be lower than the gross impacts discussed in this analysis. This is 
dependent on how Government choose spend the increased VAT revenue, currently 
unknown. For example, if the additional tax revenues were invested in job creation 
elsewhere in the economy this could potentially offset the negative impacts captured in 
this report. 

■ It has not been possible to measure the impact on the balance of trade deficit and 
therefore Exchequer revenue lost from increasing tourism spend sent overseas. It is also 
not possible to quantify the “shock effect” on the UK CHH manufacturing supply chain 
and increased import of CHHs to the UK. 

■ Given the difficulty of establishing with any accuracy the mix of used units by source and 
their qualification for the margin scheme, CIL’s forecast assumes that all used sales will 
attract VAT on the margin achieved. This may not be the case in practice. 

■ The analysis assumed that the CIL sales forecasts are 100% accurate under both the 
counterfactual and VAT scenarios. Clearly any deviation in these will have major 
implications for the results.  

■ The forecasts of sectoral employment, GVA and productivity were based on Oxford 
Economics Spring 2012 outlooks.  

■ All wage and GVA prices are in 2008 prices.  

3.3 Impact on total sales value  

Figure 11 and 12 below, compares the ‘counterfactual scenario’ in terms of the value of new 
and used sales, with the same position assuming the introduction of the change in the VAT 
legislation.  
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The value of UK CHH sales for the ‘counterfactual scenario’ based on CIL forecasts shows 
that the overall value of UK CHH sales (new and used) was estimated to grow by 20% from 
2011 to 2017, despite a fall in 2012, representing a gradual recovery and growth of the 
industry towards pre credit crunch levels. 
 
The introduction of the change VAT legislation on sales could result in a further year of 
decline in 2013 and much slower growth thereafter than would otherwise be the case. The 
total value of caravan sales in 2017 is expected to be 4% below their 2011 value. 

Figure 11 Total sales value (manufacturing, new retail sales (net of manufacturing), £m 

 

Figure 12 Total Sales Value of Used Sales  

 

It should be noted that the manufacturing sector forms part of the supply chain of the retail of 
new caravans. Consequently in order to avoid double counting the manufacturing effects 
have been netted off accordingly.  
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Essentially the impact of the introduction of VAT legislation on caravan sales peaks in 2017 
with a loss of some £207m of total sales value.  The cumulative impact over the forecast 
period is a lost total sales value of some £1095m. 

Figure 13 Lost turnover over the period 2011-2017 

 

Source: Graph based on CIL data  

3.4 Economic Impact   

As stated above, over the period 2012 – 2017 the cumulative loss of turnover to the CHH 
industry has been estimated at £1095m. Using UK input-output tables5 along with data on 
sectoral GVA, employment, productivity and wages for the UK the potenial gross impact of 
this loss in sales has been estimated.  

Figure 14 below presents a flow diagram of the total direct economic impact arising from this 
loss in turnover.  

Figure 14 ‘Headline’ Summary of Direct, Indirect and Induced Impacts Flow diagram of the 
total direct economic impact 2012 - 20176  

  Employment (jobs) Wages (£m) GVA (£m) 

Direct -2450 -£90 -£455 

Indirect -1440 -£173 -£337 

Induced -480 -£35 -£63 

Total -4370 -£298 -£856 

Source: Oxford Economics / KPMG 
 

 

 

 
5 

 The first stage in the analysis is to convert lost sales to GVA using data from the ONS input-output tables then 
using productivity for each sector the wage and employment impact is calculated.

  

6 
Figure may differ slightly to the main report body due to rounding. 
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Overall (once indirect and induced effects are factored in), the proposed  change in VAT 
legislation and the associated loss of £1m turnover could result in a loss of in £856m in GVA, 
4370 jobs and £298m of earnings over the period 2012-2017.  

The NCC membership reports have indicated 1,500 job losses anticipated within 
manufacturing, 1,500 job losses within the manufacturing supply chain whilst the BH&HPA 
survey responses predict some 2,500 FTE redundancies. As indicated above, it has not 
been possible to forecast and model all the impacts of the proposed measure which goes 
some way in explaining this difference. 

Figure 15 below profiles the split of the direct impacts with respect to the core elements of 
the CHH industry.  

Figure 15 Split of Direct Impacts by Core Elements of the CHH industry 

  Employment GVA (£m) 

Earnings 

(£m) 

 Manufacturing of CHHs -290 -£111 -£23 

 Sale of New and Used CHHs (manufacturing sales/ 

dealers/ distributors and holiday parks) -2160 -£344 -£67 

Total (direct) -2450 -£455 -£90 
Source: Oxford Economics; ABS, ONS and CIL Sales Forecasts 

When considering the employment impact above, it is important to consider the current ‘GVA 
per job’ and ‘turnover per job’ figures. Analysis of 2012 figures suggest that within the 
‘manufacturing of motor vehicles, trailers and semi trailers’ – the sector in which caravan 
manufacturing sits – the sector needs to create £230,000 of turnover before an additional job 
will be created. The inverse is also true – a loss of £230,000 turnover will lead to the loss of 
a job. The comparative figure for the ‘wholesale, retail inc motor vehicles’ sector suggests 
only £60,000 of turnover per job – almost 4 times less turnover per job than the 
manufacturing component. Finally the accommodation sector (encompassing campsite / 
caravan park management) is lower still, with only £50,000 turnover per job.  

Therefore when considering employment impacts across constituent elements it is not 
surprising that the direct employment impact will be felt most severe in the lower-value-
added retailing and holiday park/ campsite operation activities. In statistical terms, the 
manufacturing sector would need to lose almost 4 times as much turnover to have an equal 
impact on employment as the retail or accommodation sector.  

Therefore in relative terms the direct employment impact in the core CHH industry is 
expected to be most significant in the distribution and holiday park segments, with 5 
jobs lost in these sectors for every 1 lost in manufacturing. 

Using 2005 UK input-output tables (the latest published by ONS) the potential supply chain 
or indirect impacts arising from this scale of direct impact has been estimated. This analysis 
suggests that it could result in a further loss of £337m in GVA to the economy cumulatively 
by 2017. Given the sectoral make up of this indirect loss, indirect job losses of over 1,440 
and lost earnings (wages) of £173m are projected. 
 
A further round of impacts will be felt within the economy as direct and indirect wages which 
would have supported further jobs are lost. With this level of direct and indirect employment 
and earnings, it is estimated that there is likely to be induced or wider employment losses of 
approximately 480 jobs and £34m of wages. The wage effect for the induced jobs is lower 
than the indirect due to the makeup of sectoral demand (i.e. induced employment in areas of 
the economy such as restaurants, retail, arts, culture and recreation and other services  are 
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relatively low value added compared to the professional and technical jobs lost indirectly in 
the supply chain).  
 
Figure 16 shows the direct, indirect and induced losses by sector of the economy by 2017. 
Intuitively, the three sectors highlighted previously experience the largest impact.  

Figure 16 Direct, indirect and induced impacts by sector, UK, 2012-2017 

  

Employment 

(jobs) Wages (£m) GVA (£m) 

Agriculture, forestry & fishing -70 -£6 -£7 

Mining & quarrying -20 -£2 -£7 

Manufacturing -560 -£60 -£173 

Electricity, gas, steam -10 -£1 -£6 

Water supply / sewage / waste management -10 -£1 -£3 

Construction -20 -£3 -£5 

Wholesale & retail inc motor vehicles & caravans -1130 -£69 -£192 

Transportation & storage -150 -£20 -£34 

Accommodation & food services -1660 -£49 -£271 

Information & communication -60 -£10 -£25 

Finance & insurance -30 -£5 -£18 

Real estate -10 -£1 -£16 

Professional, scientific, & technical -230 -£34 -£45 

Administrative & support service -220 -£18 -£29 

Public admin & defence -10 -£1 -£2 

Education -20 -£2 -£4 

Human health & social work -10 -£1 -£2 

Arts, entertainment & recreation -80 -£6 -£9 

Other services -70 -£6 -£9 

TOTAL -4370 -£298 -£856 
Source: Oxford Economics, ONS  

 

Figure 17 below splits the employment impact by sector down into direct, indirect and 
induced, to gauge a better understanding of the diversity of potential job losses. 

The indirect and induced impact modelling inherently takes account of the consumer 
spending which could be lost in local economies - often dependent on spending by caravan 
occupants to survive– as a result of fewer caravans and less occupants. However, the net 
lost spend may be less than headline figures, as whilst spend may be displaced from former 
caravan owners, the demographic may choose to stay in alternative accommodation and still 
support the local economy. However, if this tourist spend is sent abroad, it will be lost to the 
UK economy and impact on the balance of trade deficit. 
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Figure 17  Direct, indirect and induced employment impact by sector, UK, 2012-17  

  Direct Indirect Induced Total 

Agriculture, forestry & fishing - -70 - -70 

Mining & quarrying - -20 - -20 

Manufacturing -290 -270 - -560 

Electricity, gas, steam - -10 - -10 

Water supply / sewage / waste management - -10 - -10 

Construction - -20 - -20 

Wholesale & retail inc motor vehicles & caravans -630 -230 -270 -1130 

Transportation & storage - -150 - -150 

Accommodation & food services -1530 -20 -110 -1660 

Information & communication - -60 - -60 

Finance & insurance - -30 - -30 

Real estate - -10 - -10 

Professional, scientific, & technical - -230 - -230 

Administrative & support service - -220 - -220 

Public admin & defence - -10 - -10 

Education - -20 - -20 

Human health & social work - -10 - -10 

Arts, entertainment & recreation - -30 -50 -80 

Other services - -20 -50 -70 

TOTAL -2450 -1440 -480 -4370 
Source: Oxford Economics  

 

The indirect impacts take account of the supply chain in its entirety. For example, the 
manufacturing of caravans supply chain will require raw materials sourced from the mining / 
quarrying industry at some stage in the manufacturing process. This impact may not come 
directly from the caravan manufacturers, but through their suppliers supply chain, effectively 
making the trickle down impact the ‘supply chain of the supply chain’. Therefore, a negative 
impact on the caravan manufacturing industry would have a small trickledown effect across 
a wide range number of industries. The same is true of the public sector, with a small 
trickledown effect likely to lead to a reduction in the public sector, however negligible.   

 

When considering the magnitude of the employment changes, the results suggest that for 
every 10 jobs lost directly in the caravan industry (across manufacturing, distribution, 
holiday villages and campsite management), a further 8 jobs will be lost in the wider 
economy through the supply chain.  

3.5 Likely business failures 

The sales forecasts and associated econometric modelling above are based on demand and 
assumes that all participants in the CHH industry are able to downscale in line with declining 
demand. In practice this will not be the case and it is much more likely that certain 
businesses in the CHH industry already operating in very difficult trading conditions will be 
‘tipped over the edge’ into business failure by the change in VAT legislation. As such 
the distribution of the economic loss across the CHH industry in practice is much more likely 
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to be involve a series of short-term ‘shocks’ and be much more ‘lumpy’ than the above 
econometric modelling projects. 

Specifically it is anticipated that the following events will result from the declining demand 
arising from the introduction of VAT during October 2012: 

§ At least one major manufacturer failure in 2013 

§ At least one minor manufacturer failure in 2013 

§ At least one major park operator failure in 2013 

§ Multiple minor park operator repossessions during 2013 

It is not possible to robustly model the implications of business failure without making overt 
assumptions about which business will fail and when it will fail, which is impossible and 
therefore the impact of the above business failures have not be modelled into the sales 
forecasts and associated econometric modelling. It is also important to note the change in 
VAT legislation will accelerate such companies (already experiencing difficult trading 
conditions and/or high debt stress) into business failure, but the change associated loss in 
economic output and employment could not be fully attributed to the change in VAT 
legislation alone.  

However it is clear that when any of the above business failures materialise the picture 
will worsen considerably beyond the above forecasts. For purposes of illustration the 
failure of a major manufacturer would result in the immediate loss of 400-800 jobs, additional 
supplier failures and associated job losses, working capital stretch at other manufacturers, 
and price pressure due to stock-dumping. The failure of a major park operator would result in 
accelerated outflow of consumers away from the park – reduced / zero capital investment in 
the medium term, possible break-up and acquisition by competing park groups and major 
disruption to fleet demand from manufacturers. The impact of multiple minor park 
repossessions is likely to result in local supplier failures, an increasing number of ‘zombie’ 
parks owned by creditors and a devaluation of CHH holiday proposition and associated 

reputation. 

3.6 Fiscal cost 

The following section sets out an estimate of the additional tax cost of the introduction of the 
change in VAT legislation. The assessment is derived from the assessment of lost sales and 
the consequential impacts on the industry on reduced income, profit and VAT receipts. While 
it is acknowledged that the impact of lost sales as a result of the change in VAT legislation 
would impact other parts of the economy, such as indirect spend in the accommodation or 
tourism sectors, the analysis below provides an approximate indication of additional tax 
costs. 

Lost tax revenue associated with losses in direct, indirect and induced 
employment 

As part of this analysis, it is assumed (applying a HM Treasury ‘ready-reckoner’) that lost tax 
receipts will be 40% of total earnings.  This assumption takes into account income tax and 
value added tax, in order to represent tax lost by the reduction of purchases of goods and 
services associated with losses in direct, indirect and induced employment (which is distinct 
from losses in Corporation Tax receipts for incorporated entities and Income Tax and 
National Insurance receipts from the profits of unincorporated entities assessed below). The 
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tax receipts lost, as a result of the change in VAT legislation, are estimated at £120m7 
(including direct, indirect and induced wage impacts) over the period 2012-2017 (£24m 
per annum over the same period on average). 

Figure 18 Tax receipts lost from  change in VAT legislation 

  

Estimated lost 

earnings, £m Tax receipts lost, £m 

Direct -£90 -£40 

Indirect -£170 -£70 

Induced -£30 -£10 

Total -£290 -£120 

Source: Oxford Economics / KPMG 

Additional Social Security Payments 

In addition to the lost tax receipts, the employment reduction will result increased onflows to 
the unemployment register. This is based on the assumption that of those people who have 
lost their jobs, 75% will move onto the unemployment register and begin claiming Job 
Seekers Allowance. The CHH industry is already highly concentrated in areas of the UK 
where unemployment and deprivation is higher than the UK average and where there is 
limited scope for new job creation. The supply chain to both the manufacturing element and 
the holiday parks is also highly localised around them. 

The cost to the tax payer from an increase in jobs seekers allowance is estimated to range 
from £9.5-12m (including direct, indirect and induced wage impacts) per annum over the 
forecast period as set out in Figure 18 overleaf. 

Figure 19 Cost of Additional Social Security Payments 

  

Flow onto 

unemployment Cost to taxpayer, £m 

Direct -1,718 £5.0 - £6.3 

Indirect -1,178 £3.4 - £4.3 

Induced -360 £1.1 - £1.3 

Total -3,255 £9.5 - £12.0 

Source: Oxford Economics / KPMG 

Additionally, there are a number of benefits open to the unemployed or those on low 
incomes.  It is not possible to provide estimates of housing benefit increases etc. given they 
can be awarded differently to claimants.  However, it is prudent to assume that costs would 
be incurred in addition to unemployment benefits and therefore the above is a conservative 
estimate. 

  

 

 

 
7
 £270m of earnings x 40% 
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Lost VAT receipts on increased vacant pitch fees 
In addition to tax losses arising from reduced employment, VAT receipts will be reduced as a 
result of reduced pitch fees on which VAT is chargeable:  

  

2013 2014 2015 2016 2017 

Average Annual 

Pitch Fee (inc VAT 

@ 20%) £1,864.15 

     

Average Annual 

VAT Contribution 

per Pitch £310.69 

     

Total UK CHH 

Pitches – Owner 

Occupied  245,700 

     

Total UK CHH 

Pitches – Fleet 

Pitches 40,035 

     

Total 285,735      

Estimate of Vacant 

Pitches 

 

10,792 12,799 14,335 15,912 17,625 

Estimate of 

Additional Vacant 

Pitches Resulting 

from VAT rise 

 

4,720 10,317 14,599 18,995 23,772 

Lost Annual VAT 

Revenue (£m) 22.49 1.47 3.21 4.54 5.90 7.39 
Source: BH&HPA Survey Data 

 
Based on the above analysis it is estimated that the lost VAT receipts on reduced pitch fees 
would be £22.49m over the period 2012 to 2017, representing a loss in VAT receipts of 
£4.5m per annum on average. 

Lost Corporation Tax receipts on reduced profits of incorporated entities 
A key factor that should be considered is the potential for lost corporation tax revenue for 
Government on projected lost turnover of £1095 m over the forecast period. This is 
inherently much more difficult to quantify than the other fiscal costs above, given that the 
exact loss will depend on how the reduced economic output arising from the change in VAT 
legislation is spread across each and every business in the CHH industry – and which 
businesses may fail completely/ exit the sector and when this happens – all of which is 
impossible to model with accuracy at this point in time. However it would be remiss for this 
report to totally ignore the potential for lost corporation tax revenue, and therefore a broad 
brush estimate has been considered below. 
 
The first key question is what proportion of the industry would be incorporated as a company 
and what proportion may trade as a partnership (and be liable for income tax). Looking 
across the components of the industry, it is highly likely that the large manufacturing 
interests would mostly be incorporated. According to information provided by BH&HPA circa 
one quarter of their members would trade as a partnership, with the remaining and all the 
larger businesses and Groups being incorporated. Therefore a prudent assumption might be 
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that the overwhelming majority (80%) of industry turnover would relate to incorporated 
companies. So £876m of the lost £1095m over the forecast period would relate to 
incorporated companies. 
 
Turning next to profitability – while gross profit percentages can be high in the larger parks 
and manufacturers, this is not the case for the vast majority of the smaller independent 
parks. Also given that many of the businesses would likely reinvest much of their gross profit 
in their business, the net profit available / liable to corporation tax could be as low as 20% on 
average across the industry. So £175m of the above turnover could relate to profit that would 
be liable for corporation tax. 
 
Finally it is relevant to note that the smaller companies with net profit less than £300k would 
be liable for 20% rate and the larger companies with net profit in excess of £300k would be 
liable for the 25% rate. If the 20% rate is applied as a conservative estimate to the above 
profit figure (£175m) then it is estimated that the corporation tax loss on the £1095m lost 
turnover over the forecast period could be in the region of £35m. This estimate is 
summarised in the table overleaf: 

Figure 20 Estimate of lost Corporation Tax Receipts per annum 

Description Unit Notes 

Reduced Sales Across the Industry 

2012-2017 

£1095 Based on the CIL model of reduced 

sales impacts. 

% of the industry subject to 

Corporation Tax i.e. who are 

incorporated entities 

80% Estimate based on industry 

knowledge and validated by the 

National Caravan Council and 

BH&HPA 

Assumed Net Profit Margin 20% Estimate based on market 

knowledge 

Reduced Profit Across the Industry 

subject to Corporation Tax 2012-

2017 

£175m Lost sales for the proportion of the 

industry who are incorporated and 

subject to Corporation Tax 

Reduced Corporation Tax Receipts 

2012 to 2017 (20% effective tax 

rate) 

£35m  

Reduced Corporation Tax Receipts 

Per annum on average 

£7m  

Source: KPMG estimates 

Lost Income Tax and National Insurance receipts on reduced profits of 
unincorporated entities  
Following on from the above, a key factor that should be considered is the potential for lost 
income tax and National Insurance revenue for Government arising from lost turnover and 
profits in unincorporated entities in the industry.  
 
It is estimated that approximately 20% of industry turnover would relate to unincorporated 
entities (partnerships and sole traders). So £219m of the lost £1095m over the forecast 
period would relate to unincorporated entities. 
 
In terms of profitability of unincorporated entities (which are mostly small, family owned 
entities) it is estimated based on market knowledge that the profit margin on these smaller 
operators would be 10 – 15%. Hence, the profit on the £219m would be around £32.8m. 
 
At the margin, these unincorporated entities are estimated to be paying 40% income tax in 
the majority of cases. National Insurance would also be payable at the self employed Class 
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2 and Class 4 rates. For simplicity for the purposes of estimating lost National Insurance 
receipts, an effective rate of 10% has been assumed. 
 
Arising from the above, it is estimated that the income tax and National Insurance receipts 
loss could be in the region of £16.4m over the forecast period. This estimate is summarised 
in the following table: 

Figure 21 Estimate of lost Income Tax and National Insurance Receipts lost per annum 

Description Unit Notes 

Reduced Sales Across the Industry 

2012-2017 

£1095 Based on the CIL model of reduced 

sales impacts. 

% of the industry subject to 

Income Tax and National Insurance 

i.e. who are incorporated entities 

20% Estimate based on industry 

knowledge and validated by the 

National Caravan Council and 

BH&HPA 

Assumed Net Profit Margin 15% Estimate based on market 

knowledge 

Reduced Profit Across the Industry 

subject to Income Tax and 

National Insurance 2012-2017 

£32.8 Lost sales for the proportion of the 

industry who are incorporated and 

subject to Corporation Tax 

Assumed Effective Income Tax and 

National Insurance rate 

50% 40% income tax and 10% NIC 

Reduced Income Tax and National 

Insurance Receipts 2012 to 2017 

(20% effective tax rate) 

£16.4  

Per Annum £3.3m  

Source: KPMG estimates 

   

Summary of lost tax receipts and increased social security cost 

Figure 21 below summarises the preceding areas of lost tax receipts. Overall, it is estimated 
that the total fiscal cost (additional lost tax receipts) as a result of the change in VAT 
legislation could be approximately £48m per annum on average over the period 2012-
2017 (£244m in total over the same period) and this estimate cannot take into account the 
impacts which cannot be modelled. 

Figure 22 Summary of Lost Tax Receipts and Increased Social Security Cost 

Description  Per annum (on average) 2012 to 2017 

Lost tax revenue associated with 

losses in direct, indirect and 

induced employment 

 

£24m 

 

£120m 

Additional Social Security 

Payments on reduced employment 

£10m £40m 

Lost VAT receipts on increased 

vacant pitch fees 

 

£4.5m 

 

£22.49m 

Lost Corporation Tax receipts on 

reduced profits of incorporated 

entities 

 

£7m 

 

£35m 

Lost Income Tax and National 

Insurance receipts on reduced 

profits of unincorporated entities  

 

£3.3m 

 

£16.4m 

TOTAL £48.8m £244m 

Source: Oxford Economics, KPMG and CIL (Vat on Pitch Fees) estimates 
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It is understood that HM Treasury has forecast additional tax receipts of £45m by 2016/ 17 
associated with the proposed change in VAT legislation, although the basis of this estimate 
is not known. The build up towards this figure is illustrated below. 

Figure 23 HMRC Estimated Tax Revenue From Change In VAT Legislation on CHH’s 

Year Estimate Tax Revenue From Change In VAT 

Legislation on CHH’s 

2012/13  

£15m 

2013/14 £35m 

2014/15  

£40m 

2015/16  

£40m 

2016/17  

£45m 

Source: HMRC 

The above fiscal cost is based on the loss of £1095m of sales value of new and used CHHs 
over the forecast period and does not include the likely additional impact of the business 
failures referenced above and therefore is viewed as a conservative estimate. 

Nevertheless even this conservative estimate does indicate that the estimated annual 
fiscal cost is likely to be greater than Treasury’s estimated annual revenue from the 
change in VAT legislation.  

In the event of additional business failures referenced above it is likely that the lost tax 
revenues could be considerably greater than those presented above. 
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4 Wider Distributional, Social and 
Environmental Impacts 

The analysis thus far has been presented at a national economy level and it is important to 
consider regional distributional impacts. Furthermore in addition to the quantifiable impacts 
outlined previously, there are a number of important wider economic and social impacts that 
are likely to be impacted by the change in VAT legislation. 

4.1 Distributional impacts - Manufacturing 

Over 95% of CHHs are manufactured in Hull where levels of unemployment and deprivation 
are already some of the highest in the UK as illustrated by the figures below which represent 
statistics published by the Office of National Statistics (ONS): 

Figure 24 Total Job Seekers Allowance (JSA) Claimants (Kingston Upon Hull) – March 
2012 

 

Figure 24 shows that Hull is in the top 1% of UK regions in relation to levels of JSA 
Claimants (8.5%), more than double (4.4% higher) the UK average of 4.1%. 
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Figure 25 Total Job Seekers Allowance (JSA) Claimants Aged 18-24 (Kingston Upon Hull) 
– March 2012 

 

Figure 25 above shows that the proportion of JSA Claimants in Hull that are aged 18-24 
(13.4%) is 5.1% higher than the UK average (8.3%), indicating a higher level of youth 
unemployment in Hull compared to most other regions of the UK. 
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Figure 26 Total Job Seekers Allowance (JSA) People Claiming JSA for more than 12 
months (Kingston Upon Hull) – March 2012 

 

Figure 26 shows that the proportion of people in Hull claiming JSA for a period greater than 
12 months (2.7%), is 1.8% higher than the UK average (0.9%). Hull is in the top 1% of UK 
regions in relation to levels of long term JSA claimants. This also provides evidence that the 
issue of long term unemployment is particularly problematic in Hull, relative to other parts of 
the UK. 

Hence the opportunities to find new employment for those made redundant as a result of 
reduced manufacturing activity are likely to be limited and these areas can ill afford to absorb 
the economic consequences of the change in VAT legislation. Any reduction in employment 
in the manufacturing industry is therefore likely to have a disproportionate, damaging and 
long term impact on employment and deprivation levels in Hull and East Yorkshire, 
relative to other regions of the UK. 

Figure 27 overleaf shows the location of nine of the leading UK manufacturers of CHH who 
are largely based in Hull and East Yorkshire. 
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Figure 27  Leading CHH Manufacturers  

 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: NCC postcode data for key manufacturers.  

 

4.2 Distributional impacts – Holiday Parks 

Holiday parks are predominantly located in coastal (and rural) areas and therefore play a 
valuable role in creating wealth and employment in more remote parts of the UK where the 
critical mass of alternative employment is typically limited. The sector impacts on different 
aspects of these local economies – for example many local shops, garages, visitor 
attractions etc survive because of trade from visitors staying at the holiday parks. Hence, the 
decline in the CHH industry a result of the change in the VAT legislation is likely to have 
‘downstream’ negative consequences for local traders, shops and supplier to individual 
parks which are predominantly located in coastal/ rural areas of the UK. Consequently there 
is also a disproportionate impact of the proposed change of VAT legislation on 
coastal/ rural economies.  

Figure 28 overleaf maps out the location of caravan holiday parks related to areas of multiple 
deprivation across the UK. The high prevalence of red and orange colour coded locations 
does reinforce the role that the wealth and employment created by holiday park 
activity, can play in the more deprived regions of the UK. Clearly the devaluation of the 
holiday proposition within these parks arising from the change in VAT legislation and 
associated difficult trading environment for holiday park operators will put this at risk.   
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KEY: 

Company Post Code 

1 ABI (UK) Ltd HU17 0LJ 

2 BK Bluebird HU9 5NA 

3 Atlas Leisure Homes Ltd HU4 6PD 

4 Carnaby Caravans Ltd YO15 3QY 

5 Delta Caravans Ltd HU7 0DF 

6 Pemberton Leisure Homes Ltd WN6 7NF 

7 Swift Group Ltd (CHH) HU16 4JX 

8 Cosalt / Victory Leisure Homes Ltd HU8 8EH 

9 Willerby Holiday Homes Ltd HU9 5NA 
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Figure 28 BH &HPA Member Caravan Holiday Parks Related to Areas of Multiple 
Deprivation 

 
 

Source: The British Holiday & Home Parks Association 
 

Previous research in Wales8 has highlighted that that the average FTE wage at holiday 
parks is £18,500 and the median £16,000. The 2011 median wage for FTE employees is 
£26,2009. Therefore the employment at holiday parks that is at risk from the planned change 
in VAT legislation is low paid employment – and as such it can be assumed that the less-
skilled/ less experienced members of these local economies are most at risk. 
 

 

 

 
8
 Roger Tym and Partners – Wales Holiday Park Economic Assessment  2011 

9
 2011 Annual Survey of Hours and Earnings (SOC 2000 
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Figure 29 below maps out the location of caravan holiday parks related to areas of high 
unemployment (JSA Claimants) across the UK which shows that many of the parks are 
already located in areas of high unemployment.   

Figure 29 BH &HPA Member Caravan Holiday Parks Related to People Claiming JSA 

 
Source: The British Holiday & Home Parks Association 

Finally, it is important to note that the static caravan industry (including manufacturing which 
is largely based in Hull and East Yorkshire and park operators who are located in Britain) is 
almost entirely British. Many of the suppliers to the industry are also British. Hence the main 
impact of the proposed change in VAT legislation will be on British business. 
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4.3 Distributional Impacts – Supply Chain 

In relation to the supply chain to the CHH industry there is already a high correlation 
between the location of supply chain businesses and areas of high deprivation and 
unemployment as shown in the following maps. The introduction of the change in VAT 
legislation is therefore likely to have a disproportionate effect on areas that are already 
suffering from high levels of deprivation and unemployment. Figures 30 to 32 show the 
locations, deprivation and unemployment correlations across the UK and Figures 33 to 35 
show the same correlations focussing on the Kingston Upon Hull district where there is a 
major cluster of supply chain businesses around the major manufacturers. 

Figure 30 Location of Supply Chain Businesses 

 

Source: The British Holiday & Home Parks Association 
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Figure 31 Location of Supply Chain Businesses by Areas of Multiple Deprivation 

 

Source: The British Holiday & Home Parks Association 
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Figure 32 Location of Supply Chain Businesses within areas of high JSA claimant levels 

 

Source: The British Holiday & Home Parks Association 
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Figure 33 Location of Supply Chain Businesses (Kingston Upon Hull) 

 

 

Figure 34 Location of Supply Chain Businesses within areas of high deprivation (Kingston 
Upon Hull) 

 

Source: The British Holiday & Home Parks Association 
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Figure 35 Location of Supply Chain Businesses within areas of high levels of JSA 
Claimants (Kingston Upon Hull) 

 

Source: The British Holiday & Home Parks Association 

4.4 Image of the CHH sector 

The CHH industry has changed considerably over the last decade – for instance 
enhancements to parks’ landscaping have contributed to an improved image of the sector. 
However, the proposed change in VAT legislation will reduce the cashflow available for 
investment in park infrastructure, damaging the quality and image of the CHH proposition 
over time and reducing its appeal to consumers. As such the change in VAT legislation will 
result in potential reputational and image damage. 

4.5 Social and Environmental Impacts  

Caravan holiday parks also provide a wide range of social and environmental benefits to 
their local communities (into which most are well integrated):  
 

· Social impacts – the most significant social impact is likely to be residential use of 
holiday parks whose tourism attraction is undermined by the measure. This reduces 
tourist spend in the local economy but has far greater social impacts. The potential for 
the measure to turn holiday parks into residential “ghettoes” is a significant risk.In 
addition, reducing the profitability of holiday parks will impact negatively on the CSR 
contribution. For example charity fund raising (some holiday parks have raised hundreds 
of thousands of pounds over the last ten years), support for local sports teams (e.g. 
funds for kit or travelling expenses), support to community infrastructure (one park had 
donated £25,000 towards the building of a new village hall), the use of park facilities by 
local people (e.g. swimming pool, tennis courts, shops), and additional public transport 
services laid on due to demand from park users which also benefit local inhabitants. 
These benefits are likely to decline as a result of the change in VAT legislation, which will 
reduce the affordability of charitable donations and reduce the scope for non-profit 
related activities – given the imperative to focus on maintaining margins. 
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The increased price of CHHs may also increase pressure on much-needed lower cost 
housing in rural and coastal areas. The price differential between the purchase of a CHH 
and local housing as a second home, will be reduced. The knock-on effects in terms of 
greater competition for more-affordable housing stock in rural areas may also have a 
negative impact on the availability of lower cost housing for those most in social need. 

 

· Environmental impacts – Parks provide environmental management on site, for 
example providing and maintaining wildlife areas, wetlands and woodland walks, or in 
one case maintaining a Site of Special Scientific Interest (SSSI) within the park 
boundary. Parks also support off-site projects such as joint ventures with local 
environmental groups such as county Wildlife Trusts, maintenance of local footpaths and 
coastal paths, providing a ranger for protected sand dunes, repairing sea defences, and 
providing information boards for areas of local environmental interest. These 
contributions are recognised by the David Bellamy Conservation Award Scheme. The 
scope for these voluntary contributions will also reduce as profit margins become tighter 
and the need to focus efforts and resources on maintaining profitability increases. 
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