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1: Introduction and context

Purpose of the report

This document reports on the work delivered by SQ@nsulting (SQWC) and Cambridge
Econometrics (CE) to re-examine the demand for ingus the West Midlands likely to
result from economic growth aspirations.

The work was undertaken between August and Dece@@9. Its purpose was to update,
broaden and deepen a previous study undertakeAdiintage West Midlands (AWM) in
2007 which explored the scale of housing demangedrby planned economic growth in the
West Midlands between 2006 and 2026 and how thigaoed with housing supply numbers
flowing from the then regional planning work. Agettime, that study was intended as one of
a number of inputs helping to identify how alignmanmemphases could be achieved between
the then draft West Midlands Regional Economic 8t (RES) and Phase 2 of the partial
revision to the West Midlands Regional Spatial t8gg (RSS), which was published by the
Secretary of State in June 2004.

Work to update and develop the 2007 work in 200% wansidered necessary for three
reasons, namely to:

. update the economic and housing projections itighé of the economic downturn

. disaggregate the findings and analysis to the iddal local authority level (the
previous analysis was provided at only the regiamal sub-regional levels)

. provide a further feed into the debate concernutgré housing development within
a changed policy context. This changed contexudes the imminent development
of the Strategy for the West Midlands, the refilR&8IS post review (the Examination
in Public Panel Report was published in October920€he development of sub-
regional housing strategies and the changed itistiml investment environment
following the creation of the Homes and Communitikgency (HCA) and its
associated powers.

The brief for the work identified three objectivesmely to:

. identify the changes that need to happen in suiemafyand local housing markets to
support economic development in line with the agpns of the West Midlands
Regional Economic Strategy and the spatial objestiof the Regional Spatial
Strategy.

. provide analysis at local authority level and aggted up to sub-regional housing
market area level to facilitate the developmentsob-regional housing strategies,
with findings at regional level presented for comgan and context.

. set out, in a short position statement, how théeety has changed since publication
of the original piece of work.
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In addition, there was a specified requirement novide briefings on the Final Report to
Assembly staff and others to ensure that they fullylerstood the messages within its
analysis and conclusions.

Against this background, this report is intendedptovide regional and local policy and
decision makers with a better understanding of tteveconomy and housing interrelate, and
how and where economic demand for housing and pthnmousing supply may be
mismatched according to a range of economic sa@naiihe other outputs from the analysis
which accompany this report are:

. a series of concise, information-rich ‘dashboardsone for each local authority -
detailing key existing and projected housing metead identifying specific issues in
relation to any potential mismatch between prog@eonomic growth-led demand
and planned housing supply.

. a full slide set showing the workings of our Hogsiand Economy Model and
providing analysis at the regional, sub-regionaldiiog market area, and local
authority levels.

. in addition, we are providing an accompanying Exwearkbook with all the
underlying data which has been used in the model.

Moving on from 2007 . . .

Distinctions between the 2007 and 2009 work

This study has been framed as a broadening anc:iegpof the previous study undertaken
for AWM in 2007. The purpose of the previous stus to achieve a better understanding of
the inter-relationships between housing and then@oy, within the West Midlands. In
particular, AWM required an enhancement of the envigk base to inform the development of
policies to help support and enhance regional ctith@ness through housing provision and
identify issues which constrain economic growthe Tdutput was intended to assist in the
updating of the Regional Housing Strategy, formt mdrthe evidence base for the partial
review of the West Midlands RSS, and inform the igyimg RES.

Our response to this was to undertake an in déptlature review which helped develop and
progress our understanding of the interrelationsi@fween housing and the economy, and
develop the Housing and Economy Model which traadlaeconomic projections for two
economic scenarios, into the required housing suppieet economic demand.

Fundamentally, this 2009 study uses the same nasdpteviously; however, there are some
key differences between the studies, both in teohghe variables and assumptions
comprising the model, the frame for analysis arsdaverall purpose in relation to the
changing policy context. Table 1-1 below summaribese differences in headline terms:
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Table 1-1: Key differences between 2007 and 2009 — data inputs, scenarios and analytical framework

Issue

2007

2009

Data sets and dates

Economic scenarios employed

Geographical level of analysis

Scope

Policy context

Most data sourced from 2001
Census

Two:
. Baseline

. Convergence

Data provided at regional, sub-
regional housing market area and
local authority level.

Analysis at regional and sub-regional
housing market area levels only.

Economic demand projections,
projected housing supply
requirements — scale, tenure and
type, and the impact of price and
income sensitivities.

Convergence scenario aimed to
show housing demand that would
result if RES aspiration of West
Midlands GVA growth rate catching
up with that of the UK was realised.

Study results intended to input to
Phase 2 review of RSS

2001 Census still used as the base,
but updated with the Annual
Population Survey 2006 used to
confirm Census 2001 travel to work
areas and Housing Strategy
Statistical Appendix 2006 & CLG
Live Table 109 used to update
tenure patterns.

Three:

. Baseline

. Convergence

. Public sector austerity

Data and analysis at all three levels

including detailed dashboards
showing key metrics and

implications for each local authority.

Economic demand projections, and
projected housing supply
requirements contextualised by
wider considerations of policy and
investment priorities and delivery
issues.

Convergence scenario has same
conceptual basis.

Study results intended to inform the
development of the Strategy for the
West Midlands and sub-regional
housing strategies.

Source: SQW Consulting

What the 2007 study said

In summary, the conclusions from the 2007 work veeréollows:

. There is a strong link between net housing demamdeamployment.

Importantly,

changing patterns of household formation weriécally important in driving the
future economic demand for housing, with GVA grovethd employment coming
from convergence with UK growth rates being sigaifitly less so.

. The result, using the Convergence scenario develdépethe work, identified an
overall scale of housing demand in the region whigs broadly consistent with
Reference Point planning assumptions (the West aviatf’ Regional Assembly
Reference Point housing allocations data were geaviby Assembly Officers in
considering ‘Options’ in the RSB but significant differences between forecast
demand and planned supply were evident at theegyibrral scale.

L WMRA Officers provided a ‘Reference Point’ tablethe SQW/CE team on 18 June 2007, based on an analysi
and interpretation of the responses of individugharities to the Spatial Options consultationhat fpoint. The
Reference Point figure is thus an officer-sourceel @md has no formal status as it has not been ssdiby the
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. The projections from the Convergengeenario suggested a continued concentration
of dwellings demand in local areas that were alydadoured for recent in-migration
due to: the perceived desirability of living in feeareas, their continued economic
buoyancy and the continued propensity of peopleotomute from areas of housing
demand to jobs elsewhere, rather than locatingpweel cost areas closer to their
workplaces.

. Conversely, in areas where the Convergence-deprgjdctions suggested relatively
low levels of demand, the planning assumptions werea much higher level of
housing provision.

. Overall, whilst noting that the study did not intrgate potential infrastructural or
land supply constraints, achieving the focus ofRIES to close the GVA growth gap
between the region and that of the UK average,appeo be inconsistent at the sub-
regional level with the proposed regional housimgvizion to 2026, based on the
RSS Reference Point data.

. Analyses of the effect of house price and earnuifferentials on travel-to-work
flows showed that housing demand was not likeligdaverly responsive to price or
earnings signals across the region.

. The model indicated that, from an economic growtherspective, meeting the RSS
Reference Point proposals for housing in particidab-regional places would
demand pronounced employment growth.

Structure of the Report

The remainder of the report is structured as fadtow

. Section 2 explains the conceptual framework for Hoeising and Economy model,
its core data inputs, assumptions and an explanafiits working. This section also
identifies the three scenarios used and the joatiéin behind these.

. Section 3 provides a headline overview of the ckaribat have occurred in the West
Midlands’ economy and housing markets since theipus study was undertaken in
2007.

. Section 4 details the findings from running the mlodnd the implications at

regional, and sub-regional housing market arealdevendividual local authority
results are highlighted where these are of pasdicsignificance — for example,
substantial variations between the model’s prapastiof the required provision of
housing compared with that proposed by the RSSIReport.

. Section 5 sets out our analysis in relation togyoind delivery issues impacting on
the West Midlands now and into the future.

Regional Planning Partnership. For the purposesdV&E’s model, a figure of 412,557 has been used
throughout as an approximation for an ‘Option §ufie (2006/26)
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. Finally, Section 6 provides our conclusions andnemendations for the study in the
round.
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2. The model’s conceptual framework,
assumptions, economic scenarios, and
constraints

This Section provides an overview of the conceplahework on which the model used in

the work is based. Its purpose is to ‘explain wkings’ of the model we have used,

identify the datasets and sources from which thdehis populated, detail the assumptions
adopted, set out the economic scenarios used, @il an explanation of the model’s

constraints, which should be taken into accountnuming the model to help inform future

policy development.

Conceptual framework

Essentially the model uses the same overall logitraethodology which was utilised in the

previous study undertaken in 2007. The inter-lidsagnd demand and supply relationships
between economic performance and housing perforenane widely recognised and, since
2007, we have undertaken a number of studies twrmthe process of integrated regional
strategy making which has further developed ourkihg.

The delivery of housing — where, what and how Adw at the top of the political agenda,
and presents regional agencies, local authoripesate housebuilders and Regional Social
Landlords (RSLs) with a significant challenge. Anmber of key issues are driving the
housing market forward, and these are increasiingliyenced by global financial markets, as
well as the UK economy, and major shifts in dempbiatrends, such as dwelling patterns.
Housing strategies are now responding both to &sing pressure to ensure that the supply of
housing meets the needs of economic growth (whekimieugh regeneration and renewal, or
the creation of new housing and settlements), dkasethe creation of sustainable places
where people want to live.

As the world becomes increasingly complex, the afl&éousing in economic development,

both in terms of providing places for people teliand at the same time contributing to the
region’s attractiveness, is becoming more importabinderstanding the West Midlands’

current housing offer along with its future econonmtents, and the degree to which the two
complement or conflict, is of key importance. Thght housing (type, quality, tenure, price)

in the right place (access to employment, educatietail and leisure amenities) is an
essential condition for continued sustainable ecvoogrowth; the current imbalance in

housing markets could provide a potential consttaiigrowth going forward.

Currently, the outcome for housing markets is fertbomplicated by the current economic
recession, the collapse in house building, andféflein house prices. That being said,
economic growth will return at some point (althouple timing and shape of the recovery
remains uncertain) and housing markets are likelyetover alongside it. Recently, there
have been some signs of house price increasesptipdite indicating the beginnings of
recovery.
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2.6 Table 2-1, overleaf, illustrates the overarchingnaeptual framework for these
interconnections which we have developed as atre$uhis work. It shows the three key
elements (place and environment, people and contiesinand business), depicts the inter-
linkages between them, and shows how these wosdthegto create specific outcomes.

2.7 The model projects residential housing demand femsumptions for the pattern of future
economic activity and assumptions about housingcelsoand demographic change. The
model’s core driver is that residential housing dathin locations is driven by the propensity
to travel to work, recognising that this will vaby occupation. Future projections for housing
demand and type of demand are derived by projedita employment to 2026, and
occupation mix by workplace employment, then apgyorigin: destination shares (in terms
of travel to work) to understand likely future tedwto work patterns and therefore residents’
employment by occupation. The distribution of quational types can then be used to infer
tenure type and associated dwelling type.

2.8 The broad logic of the model is summarised as glo

Figure 2-1: Summary of Housing and Economy Model

Jobs in locations
L2

Occupations in locations

[Origin: destination model to reflect Travg Xork propensities, & allowance for residential
choices, tenure types & chag household formation sizes]
Housing in locations

v

How does this demand for housing from economic growth
compare with supply proposals, & what are the policy options?

Source: SQW Consulting
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Table 2-1: The conceptual framework for understanding economic development: People, Place & the Environment

Outcome: Outcome: Sustainable

Balance between housing resource use &
Outcome: demand, supply & affordability p;otec'tlon/enhanlcement
Strong & healthy society, e of environmental assets

social inclusion,
quality of life

Environment

O O O S a G

1
1 a o
i _ O a al & -7
. _-- o -7
o _-1 b & al a e - ’
1
1

1
_- o e e ] _--" .
1 - 7’ &
Populatio - ! _oE T it /’,
—’—— ! /’— 7’ 4
populatio ange -- o == , .
o __a obs & , /
attra g & a 9 I 1 ob age ‘ "3 : i
people, hea oo ] ’, L’ Outcome: Quality &
-~ i i ot 7 provision of public
People‘& abo PP . ) : L/ L transport (& other
Communities S S | | F Il infrastructures) to
employab . connect people & places
= e e erp e & ovatio
e A O A O pe e e
R&D, secto ence
Business
Outcome Outcome:
Size & capability Carbon emissions &
of the workforce adaptation
Overall Outcome: sustalna}ble Outcome:
economic & social well being GVA, Output & Productivity
Source: SQW Consulting
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Assumptions

29 The following assumptions have been used in deveiognd running the model:

The overall time period for the study was agreednaeption as 2001 to 2031.
However, it has since been agreed that the keynfisdand dashboard/final slide set
outputs) should consider projections through to62@8 align with the RSS. Some
key housing market data are available for 2006. @ugnber of dwellings by tenure
type) and the previous study reported from thigdso it makes sense to change the
start date to 2006 in order to facilitate direcinparison with results from the 2007
study and use the most up-to-date information.

Three scenarios have been used to model diffeeetd of economic demand and
the associated scale and spatial distribution tfréuhousing requirements to support
these. A detailed explanation of the scenarigsrawided at 2.11 onwards, but in
summary these are:

> Baseline— the future growth for the West Midlands, basadistoric trends,
and incorporating the impact of the recession, @dighed by CE in July
2009.

> Convergence- where the long-term GVA4rowth rateof the West Midlands

(2.4% pa) increases to be in line with the UK aghale (2.6% pa), meaning
that the gap in GVA per capita between the Westiéids and the UK gets
no wider (but neither does it close).

> Public Sector Austerity — reflecting the views on future public spendihgtt
have developed since the baseline forecast wadgspatl in July 2009,
incorporating a fall in government (current) spegdin real terms year-on-
year through to 2013.

The Housing and Economy model is data driven wvighoutputs being ‘policy off’
data projections — the projections do not take extoount the potential effects of
implementing current or new policy. Similarly, iakes no account of proposed
housing or infrastructure developments which areetuly underway, or in the
pipeline which may have a significant impact on thaivery of future housing
supply. However, once the model had been run aaggiions produced, these are
then interrogated and considered in the light & wider policy context and key
drivers as detailed in Section 5.

The economic projections used in the Baseline sutef@corporate a view on the
nature of the recession and the shape of the ealergcovery formed in mid 2009.
Whilst the impacts of the recession to date are @el far-reaching, it is important
to remain cognisant of the fact that recessionagrart of the longer term economic
cycle and not to become too fixated on the impéth® recession in the longer term.
The next section provides an overview of the penforce of the West Midlands’
economy and housing markets since 2007 showingrtpact of the recession, which

000 9
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has been severe. However, it should be noted tiraprojections are provided over
the long term showing that the economy will emergen the current recession with
a period of economic stabilisation followed by reexy from around 2012 which will
filter through to a recovery in the functioningladusing markets.

. The population projections associated with eacln@wic growth-led projection are
independent of the population projections usedttier CLG 2006-based household
projectiond. However, all scenarios use tlrendsin average household size from
the CLG 2006-based household projections. The deenel applies to the average
size of household in each type of property. Ovetaliher average household sizes
are assumed from the 2006-based projections, thahei 2004-based projections,
used in the 2007 study, which results in fewer bbokds (and so demand for
housing) for a given population. There is no sirffglgtor explaining why household
size is not likely to decrease as much as wasnaiigi predicted. This is determined
by revised projections for demographic groups (eygmarital status) and household
representative rates (the probability of anyoneiparticular demographic group
being part of a separate household). It is a fedr most districts in the region,
although there are some where average househeldssiow lower than in the 2004
projections, including Solihull and some districts Staffordshire. Given the
employment and projection assumptions from the 200dy, we would expect that
adopting the latest trends in average household wauld lead to a lower overall
demand for housing than was previously projected.

. Whilst the model focuses on employment driversddwe demand for housing and
its tenure and type components, there is obvioassignificant proportion of the
population that does not work including young afdkpopeople, as well as those who
are unemployed. The projections provide estimatésp@ople employed by
occupation and also estimates of total populatiprdistrict. Estimates of the non-
working component of the population (e.g. young alitbr people, unemployed and
other economically inactive) are calculated usihg Labour Force Survey, 2006.
Information from the Census 2001 on the type opprty in which different groups
of people live (groups which include high manadeaad professional, lower
managerial, intermediate occupations, never woltieg/term unemployed, and
other, such as elderly, young) is then used tacaliothe projected number of people
in these groups to housing tenures/types.

. The key issue to bear in mind when interpreting twput of the model is
uncertainty. We show what might happen if we adaptumber of explicit
assumptions. Yet the model provides a sound phatféor questioning these
assumptions in turn and investigating the consegpiehmaking a range of ‘What if’
guestions.

2 The 2008 population projections were publishe®bys in October 2009 — however household projections
derived from these have not yet been publisheg:(iwvw.statistics.gov.uk/pdfdir/pproj1009.pdf)
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The three scenarios in more detail . . .

The economic scenarios employed in the model grkaieed in detail below.

. . . the Baseline scenario

The Baseline scenario, detailed in CEsonomic Prospects for Nations and Regions of the
UK 2009 shows the West Midlands economy following a siamgeneral profile to the UK,
with output stabilising in 2010 and sustained yaayear growth returning from 2011.
However, this trend based scenario suggests tigapwath rate lower than the UK average
would occur in the West Midlands, meaning that\tthest Midlands’ position relative to the
UK average would continue to worsen. The scalehefrecession in the West Midlands is
expected to be much greater than for the UK as@eylneflecting the relative importance of
manufacturing (output from the sector nationallys Hallen by much more than that from
business services) in the regional economy, and essult of the way the market for the
sector is oriented towards investment goods (#)ahe plant, machinery and equipment that
enable production). The general outlook for emplegtmin the West Midlands economy
differs slightly from that nationally, with the deeof job losses being greater, and more long-
lasting. Year-on-year growth in employment is notetast until 2012 and is expected to
remain weak for several more years. In contrasipleyment in the UK as a whole is
expected to quicken steadily over the medium téon2Q13).

The main difference with the 2007 baseline is thase earlier forecasts did not anticipate the
current recession. Outputs and employment weredsteo continue rising at trend rates of
2.5% pa and 0.25-0.5% pa respectively in the Wadtavids and 2.6% and 0.6% in the UK.
The long-term rates of growth (i.e. 2016-2026) he turrent forecast are similar to those
forecast in 2007; however, the impact of the recaotvdown, recession and expected
recovery over the next couple of years, has a eale impact on the levels of activity,
particularly employment, that are forecast. Lev@l®utput that were forecast for 2025 are
now not expected to be met until 2031. In additibe, current forecasts of employment in the
West Midlands in 2031 are lower than those preVoimsecast for 2026.

. . . the Convergence scenario

In the previous 2007 work, a second scenario priogstronger economic growth over time
for the region was utilised. This projected that WWest Midlands GVA growth rate would
reach that of the UK, based on the performanceegional key clusters, in keeping with
aspirations with the West Midlands RES. Considerabdiscussion was held at the
commencement of this study concerning whether sustenario should still be used. It was
agreed that as the sectors actually cover aroutrdof@he economy as a whole, that the same
scenario should still be used, with recessionarpaicts built in noting their differential
impacts on specific sectors. Using this scenanowth rates converge from 2011, but the
absolute productivity gap is not projected to cleghis would require the West Midlands to
have a higher GVA growth rate than the UK, whichas projected

CE undertakes its regional economic forecastingguStandard Industrial Classifications
(SIC) which differ slightly in definition from AWMs clusters. In order to run the Housing
and Economy Model, the clusters have been mappedtos SIC as overleaf:

000 11
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Table 2-2: AWM's Clusters and SIC-based industry definitions

Clusters Sic-based industry definitions

1. Aerospace Food, drink & tobacco

2. Automotive Motor vehicles

3. Building technologies Other transport equipment

4. Business & professional services Water supply

5. Environmental technologies Hotels & catering

6. Food & drink Construction

7.1CT Communications

8. Interiors & lifestyle Insurance

9. Medical technologies Banking & finance

10. Rail Professional services

11. Screen image & sound Textiles, clothing & leather
Electronics
Electrical engineering & instruments
Manufacturing not elsewhere specified

Source: SQW Consulting/Cambridge Econometrics

The recession in the West Midlands has been pramouand far reaching, as detailed in the
next section. This has had an impact generally ssctbe economy, but also has had
differential sectoral and spatial effects. Tabl@ 2hows how the clusters are likely to perform
over the long term compared with the view at theetof the 2007 study:

Table 2-3: Extent to which rationale for assumptions made in 2007 remains in current baseline
projections

Industry Change in performance

Food, drink & tobacco Long term growth likely to continue at a lower rate than for the UK as a
whole

Motor vehicles Long term growth likely to continue at a higher rate than for the UK as a
whole

Other transport equipment Long term growth likely to continue at a lower rate than for the UK as a
whole

Water supply Long term growth likely to be similar to the UK — no longer steady under
performance

Hotels & catering Long term growth likely to continue at a higher rate than for the UK as a
whole

Construction Long term growth likely to continue at a higher rate than for the UK as a
whole

Communications Long term growth likely to continue at a lower rate than for the UK as a
whole

Insurance Long term growth likely to continue at a lower rate than for the UK as a
whole

12
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Industry Change in performance

Banking & finance Long term growth likely to be similar to the UK — no longer steady under
performance

Professional services Long term growth likely to continue at a lower rate than for the UK as a
whole

Textiles, clothing & leather Long term growth likely to continue at a higher rate than for the UK as a
whole

Electronics Long term growth likely to continue at a higher rate than for the UK as a
whole

Electrical engineering & instruments Long term growth likely to continue at a lower rate than for the UK as a
whole

Manufacturing not elsewhere specified  Long term growth likely to continue at a higher rate than for the UK as a
whole

SQWconsulting © e

Source: SQW Consulting/Cambridge Econometrics

In the current Baseline scenario, the underlyimmdrgrowth in the West Midlands 2016-
2026 is projected at 2.4%, compared to 2.6% forUKeas a whole. Therefore the scale of
the challenge to raise output growth in the regeoomatch the UK average in the long term is
similar to that set out in the 2007 study. Tabl@ @mpares the relative long-term prospects
for sectors in the West Midlands with the UK aslzole in CE’s current published forecast
(which is taken as the baseline for the study \hth equivalent relative prospects from the
baseline forecasts from the previous study (whidrewthe CE published forecasts of the
time). The reasoning behind this is that if thées not been a change in the relative
prospects for sectors, then the rationale for imgneents in the Convergence scenario of the
previous study remains valid now. As detailed abdwethe majority of cases the relative
performance of the sectors remains as it was puskipand so the same adjustments have
then be applied to ensure the convergence withUikeGVA growth rate is achieved.
However, the relative prospects in motor vehicleanking and finance, and water supply
have changed recently. In the case of banking dandnde, this reflects more the
developments in the industry elsewhere in the U&ntlt does performance in the West
Midlands.

In the case of motor vehicles, the current forecaentinue to show the prospect for growth
being better (albeit it only just better) than fthre industry in the UK as a whole,
notwithstanding the substantial upheaval that #wos in the region has experienced in the
last few years. This outcome does not mean tlvaldeof activity in the sector in the West
Midlands will return to pre-recession levels (tbhed of output has been substantial), but that
current operators in the sector achieve growtimmwith the UK average.

There was debate whether the future prospectfiéosedctor were as strong as indicated in the
baseline. If not, then the baseline overstategtheth prospects for the region. However,
given motor vehicles remains a key ‘cluster’ foe thegion, then the assumption in the
convergence scenario, that ‘actions on the clusteable the sector to achieve these rates of
growth is appropriate.
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... and a Public Sector Austerity Scenario

When the underlying projections on which the Bameliscenario is based were first

constructed in July 2009, it was recognised thatdtale of public sector job losses was a
downside risk on the forecast. Since this time, phospects for the public finances have
deteriorated further and as a result the cuts blipwpending are likely to be deeper (nho
matter which administration is in power) than poasdgly thought. Therefore we have

developed a more pessimistic scenario for the \Wigdlands which updates our view on the

prospects for direct public sector employment — hawe called this the Public Sector

Austerity scenario.

The Baseline scenario incorporates the view thaeigonent spending would have to be cut
back in the medium term, so as to strengthen tldemposition of the public finances. The
resulting projections show employment in public adstration and defence, education and
health falling back to 2014, with a net loss of0l®)-19,000 jobs over the period. Our current
view is that government (current) spending willl fial real terms year-on-year through to
2013. The sharpest fall in spending is predictad2011, at around 2%. When spending
begins to rise again (in our view around 2015/20t®) rate of growth will be modest
compared to the average rates of growth seen ipdse Within the overall reduction in
spending, our view is that spending on health lgllmaintained in real terms. The sharpest
reductions in government spending are assumeddar @¢ other (non-health or education)
central and local government spending, includindemge. ‘Other’ central and local
government spending is defined as public admiristrdunctions.

The outlook for the UK as a whole is for outputl@eaadded) from government services
(public administration, defence, education and the&l social services) to fall by around
0.4% in 2010, 0.7% in 2011 and to then remainifid2012. Growth will return from 2013,
but is likely to remain below 1% pa to 2016. Thepact of the spending cuts on employment
in the sector will be greater than on output, asdpctivity improvements are claimed will
accompany the reduced spending so as to mainta@h ¢é services. However, data show
improvements in public sector productivity have eficult to achieve in the past. More
generally, improvements often are not realised! @fter the changes to working practices
have been made. Therefore, large improvementsouptivity may not be seen in the first
few years of spending cuts, so limiting the jolssks that may be realised.

On our current working assumptions, the cuts inegoment spending may result in a loss of
7% of current employment in public services (pulléministration, education and health &
social services) with the majority of jobs lostrmgin public administration. Applying similar
proportionate changes to employment in public sesvin the West Midlands results in the
loss of an additional 30,000 jobs, compared with lthseline scenario, and 35,000 by 2031.
This is equivalent to about 1% of employment ofetiae employment in both years.

Finally, in relation to wider economic impactsjstimportant to note that the Public Sector
Austerity scenario is based on tthieect impacts of a contraction of employment and output.
It does not take into account thirect implications in the public sector supply chaintloe
inducedspend resulting from consumption by public seetaployees.
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Datasets used

The key datasets used to provide baseline assumptidhe model are:

. CE’s most recent forecasts for the West Midlandsliphied in Economic Prospects
for the Nations and Regions of the UK, July 2009

. CLG 2006-based household projections (for trends/érage household size)
. Census 2001 resuttprovides the following inputs to the model:
> Travel to work patterns (confirmed using data frima Annual Population

Survey, 2008

> Relationship between occupation associated sodpeguic group and
tenure type (although tenure baseline has beenteghdesing the Housing
Strategy Statistical Appendix, 2008nd CLG Live Table 169

> Relationship between tenure type and hous€'type

. Annual Population Survey 2006 (provides number eédgbe in work by residence
and workplace; data are also used to assess whbéreris evidence that commuting
patterns have changed noticeably from that shoviher2001 Censu¥)

. Communities and Local Government’s Housing Strat8tptistical Appendix, 2006
and CLG Live Table 109 (to update baseline tenhegesfrom 2001 Census)

. Labour Force Survey, 20860 estimate proportion of the population in eaigtritt
which is economically inactive.

Sensitivities of the model

In addition to the identified assumptions, setatyparagraph 2.6t seqthere are a number of
sensitivities, in the way the model operates, whialst be taken into account in considering
its findings. The most important, and significasgnsitivity is the impact of a change in
household size compared with differential econogriowth projections on the resulting
housing numbers. This was highlighted in the 2Q0@dysas a key dependency, and is due to a
small absolute increase or decrease in househa#d reipresenting a large proportional

% See http://www.camecon.com/economic_intelligenervises/uk_reg_forecasts.htm

4 See http://www.statistics.gov.uk/cci/nscl.asp?1B&8Z

5 http://www.statistics.gov.uk/census2001/census 261

j http://www.ons.gov.uk/about-statistics/user-guitklim-guide/sources/household/aps/index.html

http://www.communities.gov.uk/housing/housingresbérousingstatistics/housingstatisticsby/localaritiaousi
ng/dataforms/357553/hssa200607/
8

http://www.communities.gov.uk/housing/housingresbArousingstatistics/housingstatisticsby/stockiditigvaca
nts/livetables/

® See http://www.ons.gov.uk/census/index.html

12 See http:/iwww.esds.ac.uk/findingData/snDescripep?sn=5891

http://www.communities.gov.uk/housing/housingresbérousingstatistics/housingstatisticsby/localarititaousi
ng/dataforms/357553/hssa200607/
12 hitp:/ivww.esds.ac.uk/Government/Ifs/
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change. For example, the 2006-based CLG househojelctions project average household
size falling from 2.4 in 2006 to 2.24 in 2026, d & 6%2% leading to a resultant increase in
the number of households for the same given pdpulatHowever, the 2006-based
projections for average household size in 202@&sehigher than that identified by the 2004-
based projections, which should lead to a redudtiaghe number of projected households for
the same population size. In contrast, the Comrexg scenario represents a sustained shift in
the long-term performance of the West Midlands ecoyn  Nevertheless, by 2026
employment is only 3%% higher, and the populatist $2% higher.

To a significant degree, the model treats the Whitlands as a closed system. The
projections do account for the fact that some efjéis created in the West Midlands will be
taken by people who are resident outside the regiohalso that some of those resident in the
region will be taking jobs outside of the regionn the alternative economic scenarios,
changes in jobs in the West Midlands will reduce number of people in the region in work
(and implicitly the number of people from outsidietiee region employed in the region —
though this last factor has no impact on the Weisldids housing market). However, the
alternative scenarios are implemented for the regidsolation of any changes occurring in
other regions, which might in turn impact on thenfer of people in the West Midlands in
work or attracting people to the region to livepnder to take these ‘additional’ jobs in other
regions.

On commuting, it is important to appreciate thattgeatterns — which underpin the forecasts
— may result from different pressures than thos¢ t¢hrrently pertain. In some areas, long-
distance commuting may reflect positive choicedeotihg the attractiveness of different
environments and property availability. Elsewhe#ordability’ may be a key driver — where
people who would prefer to live closer to theirgaaof work are unable to do so because of
high house prices. The model assumes these obs&mvepensities to commute’ will
continue, although new policies (and delivery ofvneousing developments) could shift
them.

One final point to note. In recent years, all oatign groups and both genders have tended to
commute longer distances to work — this behavisura longer restricted to male managers
and professionals. The future is not predictablerdasing real travel costs, a concern with
sustainability, more opportunities to work at asrfr home, more people with part-time jobs
working unsaocial hours — could collectively redeoenmuting on a daily basis.

The model in summary

Having detailed the assumptions that underlie tloelah) the scenarios to be employed and
identified the key sensitivities, Table 2-4 prowdéhe stepped logic underpinning the
workings of the model.
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Table 2-4: SQW/CE’s Housing & the Economy Model — step-by-step guide

STEP ONE: WORK PLACE JOBS BY SECTOR

CE’s economic projections for each scenario produce a profile of workplace-based jobs for each year between 2006
and 2026 by industry sector for each local authority, HMA and the region as a whole.

2

STEP TWO: WORKPLACE JOBS BY OCCUPATION

Workplace-jobs by local authority by Standard Industrial Classification are converted to workplace employment by
local authority by Standard Occupational Classification using regional SIC: SOC matrices, which vary over time.
These data come from the Working Futures projections®®

2

STEP THREE: RESIDENT JOBS BY OCCUPATION

Workplace jobs by occupation are then converted to people employed in the workplace by occupation, scaling back
to data from the Census 2001 and revised data from the Annual Population Survey, 2006 (to account for people with
more than one job). Residence-based estimates of people in employment are derived, initially assuming commuting
patterns remain as at the time of the 2001 Census, with different commuting patterns for each occupational type to
reflect that people in elementary occupations tend to travel less far to work than professional occupations. The
estimates are developed using the commuting patterns identified from data in the 2001 Census and results for
subsequent years from the Annual Population Survey, 2006. This calibration adjusts the results for differences in
commuting patterns from those in 2001, although analysis of data on employed people by workplace and residence
in 2006 from the Annual Population Survey did not indicate any systemic or sustained variation from the commuting
patterns shown in the 2001 Census.

2

STEP FOUR: TRANSLATION FROM OCCUPATIONS TO RESIDENT IALTENURE DEMAND

In moving from occupations by residence to demand for housing, occupations are translated to socio-economic class.
Estimates are also made for non-working elements of the population (e.g. children, elderly, unemployed,
economically inactive) using the Labour Force survey, 2006 as the base data. In the Baseline scenario, these non-
working components of the population are consistent with CE’s forecasts of population by district, and regional
unemployment. These forecasts are from the migration element of CE’s Employment Prospect projections™*. With the
Convergence scenario, the majority of additional jobs are assumed to be taken by existing residents with a small
element of in-migration leading to increased population projections. The reverse is true for Public Sector Austerity in
that some residents are assumed to leave the area to find work elsewhere and therefore there is a projected overall
reduction in population.

The Census 2001 provided information on the number of people that lived in properties of different tenure. This
profile is applied to the projections of population by social class to provide estimates of the number of people living in
each type of property. Demand for dwellings by tenure is calculated by applying projections of average household
size. Estimates of average household size by tenure are calculated from data on the number of dwellings by tenure
in the base year (HSSA, 2006). The average household size by tenure is projected to change in line with the trends
in the CLG 2006-based projections of households.

2

STEP FIVE: TRANSLATION FROM TENURE TO DWELLING TYPE & NUMBER

The relationship between the number of dwellings by tenure and type of property by district is available from Census
2001 (there is no more recent data that updates this profile consistently for all districts in the region). This is used to
project housing demand by type from housing demand by tenure.

2

STEP SIX: OVERALL HOUSING DEMAND

Step 6 results in the projected numbers of properties required by local authority, HMA and at the level of the region
and by scenario in 2026 which can then be compared with the number proposed by the RSS Panel Report to identify
any projected mismatches.

Source: CE/SQW Consulting

13 Working Future projections are produced by tistitute of Employment Research (University of Waklyand CE. The
Working Futures 2004-2014 projections are basettherfiorecasts from the Cambridge Econometrics €gipnal multi-
sectoral dynamic macroeconomic model (RMDM). Thisvjiles the general economic scenario. The employared output
forecasts from this model are combined with addélanodels developed by IER to generate the ocmrztprojections.

14 Economic Prospects for the Nations and Regionseof)K, July 2009
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Understanding the limitations of the model

The model useprojectionsnot predictionsof future economic growth-led demand, and then
translates these into future housing requirememiagua number of assumptions and
inferences. It therefore should not be taken asxact determinant of required future housing
supply distribution across the region, but ratrepoviding an economic demand dimension
to the ongoing debate on housing provision as weenioto the development of the Strategy
for the West Midlands. Our findings are not a pcddn of future economic demand or a
concrete identification of where housing shouldidimted to support economic growth, but
an informed view of how economic demand will befaténtiated spatially if certain
economic scenarios are realised.

The model includes a number of constraints, whicistnbe taken into account in its future
application and in influencing policy development:

. As detailed under the ‘Assumptions’ section, thedeioprovides ‘policy off
projections. Therefore, it does not take accoutemt@l impacts of ongoing or future
regeneration programmes, mortgage lending policiégusing investment
programmes and other delivery issues such as thdsmn of infrastructure and
availability of housing development land -all of iatn will have an impact on future
housing development patterns.

. The workings of the model includes a significangrée of reliance on the 2001
Census results which are — at almost nine years aldikely to be wholly robust for

the current situation.

In the last ten years, dhieave been substantial changes in

housing markets — specifically:

>

vV VYV VYV 'V
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significant house price rises affecting access he tousing market,
particularly for first time buyers

rising social rented waiting lists and homelessiasa result of the above,
significant growth in the private rented sector
an increase in flatted accommodation, particulattin city centres

the impacts of the current recession affecting libthdelivery of housing

development and the availability of loan financetHar affecting potential

home owners’ ability to either get on, or prograpshe housing ladder. The
latter, combined with high rates of youth unempleyty have led to young
people staying at home longer rather than entéhi@dnousing market

other recession impacts include the undermininthefdevelopers’ business
model and perceptions of risk within the develophiedustry, which has led
to significant reductions in the provisions of slypp

the development of a small but growing ‘intermegfiaghousing market,
primarily based on a number of ‘low cost home owhgr’ options but also
including households renting at ‘sub-market’ re(tigpically 80% of the
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private market average level). According to CORHata, the main
households groups so assisted tend to be privaterseand people living
with friends or family.

. We should also acknowledge a number of problems @&nsus tenure data which
make it difficult to dig deeper and look at ‘integdiate’ housing as a separate tenure
in the forecasts. Comparison of Census estimatéshafed ownership’ households
with data from landlords suggests that many coupdasly purchasing a home
recorded their tenure as ‘shared ownership’ wheract they were full ‘owner
occupiers purchasing with a mortgage’. The Censdsndt include a category of
‘intermediate rent’.

. The Census underestimates the ‘social renting reerand over-estimates ‘private
renting/other’. This is because a number of loadtharity and RSL tenant households
receiving full housing benefit and paying no relaissified themselves in the ‘other —
paying no rent’ tenure category, which is actuailsiuded in ‘private renting’. (It is
supposed to be restricted to people in tied accatatian or in a property owned by
a family member).

. Whilst the model has been recast in the light ef2006 Housing Strategy Statistical
Appendix (HSSA) updating general tenure patterasé€d on the survey of English
Housing), we have not been able to obtain congisteta to update that from the
Census with regards to the relationship betweempston and tenure type (it is
likely that there is a significant increase in t#as higher occupations renting
privately than in 2001) and tenure type and housipg (there has been a significant
increase in owner occupation of flats and apartmeritich have traditionally been
considered the domain of private and social reptéisally, due to both affordability
issues and the current difficulties in accessingarfice, previous assumptions
concerning occupation and housing type (specificalvner occupation) may no
longer prove the norm and it is impossible to predir project, such patterns into the
future.

. In the Convergence scenario, the improved perfocearf the economy is assumed
to result from actions from regional policy makésssupport the identified regional
clusters. The housing model determines the demandhdusing from patterns of
employment by sector and occupation. There is nperéect mapping between the
clusters and sectors in the model (defined in termfisStandard Industrial
Classifications). Therefore a ‘best fit' mappingtead to be adopted.

. The Baseline scenario has the likely future diffiled impact of cluster growth
between locations built in, including recessionanpacts. However, in projecting
forward the improved performance of the clustehe (Convergence scenario), we
have been unable to obtain intelligence concertiiagy likely differential impacts
spatially and therefore the same effects as forlthgeline have been projected
forward.

15 https://core.tenantservicesauthority.org/#
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And finally. . .

2.32 It has been suggested in the course of the wotktthsuld be useful to understand how the
model could be run ‘in reverse’ — that is, ideritify the type of sector bases that particular
housing numbers might give rise to. It is not #@asto do so, as it is widely accepted that
whilst the ‘right' housing (quality/type/price) ithe ‘right’ place (residential location
including quality of local services and amenitiggpvides an important underlying pre-
condition to support economic growth, this factoritself will not determine the economic
outcome or the level of new jobs created.
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3: Economic and housing markets over the
2007-2009 period

SQWconsulting © e

Purpose

This section provides an overview of changes dffgdboth economic and housing markets
in the West Midlands for the period 2007 to 20@Qrkesents a humber of key statistics for
the region, drawing on both survey and administeatilata, looking to use information
sources which are as up-to-date as possible.dttakes into account a number of studies on
the impact of the Credit Crunch and subsequenssime on the national and regional labour
and housing markets, including impacts on the keas of regeneration and migration.
Alongside the analysis, it draws out a number gfiksues and the implications for policy.

We provide a brief review in this section, but dmt sBet out any projections for the future;
however, it is important to note that recessiomsaausual element of the longer term macro-
economic cycle. Whilst the current recession hakehaerious impact on the West Midlands’
economy and housing markets, long term strategaonphg for the future including the
development of the Strategy for the West Midlanesds to acknowledge the spatial impacts
of the current situation whilst also looking to rimaise long term prospects for economic and
housing market recovery.

Concurrent to this study, Nevin Leather Associatese commissioned to undertake a much
more detailed review ofhe impacts of the recession on housing in the Weliands and
the implications for policyThis examines the headline issues that we hagidiginted in a
more detailed manner, and we cross refer to itslosions where relevant.

Methodology & data issues

Where possible, we provide statistical analysesherregion’s four overarching sub-regional
housing market areas (HMAS) separately, using tbst mp-to-date information available at a
local authority level. However it should be notedttsome data sets are only published at the
regional level and others relate to unitary andengjer authorities alone. As the HMAs cut
across ‘county’ areas, it is not always possiblddove statistics at this spatial level.

It should be noted that there can be significags lan the publication of information; for
example, the ‘current’ detailed employment dataifidustry sectors at a local authority level
is derived from the Annual Business Inquiry (ABBdathis is dated September 2007 (2008
ABI data was not available until this study reaclieel reporting stage). Consequently, it is
not yet possible to track the impact of the rea@ssin individual industries within HMA
areas.

Most of the data used to track trends in regiomal aub-regional economies and labour
markets derive from sample surveys of householdsmgloyers. It is important to note that
these surveys are subject to sampling error andl seréations in values from one year to the
next, and are more likely to reflect sample vapiatihan any underlying change in the values
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themselves. Trends are best measured over a ltingeperiod when short-term peaks and
troughs tend to be moderated-out.

3.7 One further issue is that survey methodologiesaoteamge over time, creating discontinuities
in time series. The ABI is a particular case. I0@0the survey date was switched from
December to September, and the method of calcgl#tmgeographical breakdown of jobs of
employers with many workplaces was changed. Corsgiyit is no longer possible to track
employee jobs accurately at a local area level &etw2005 and subsequent years. We do not
analyse ABI data — first, because of the methodologanges, and second because the
changes in employment occurring between 2006 afd@ 20l have little bearing on the far
more significant job losses occurring in 2008/09.

3.8 The challenges identified with using survey datzhart labour and housing market change
between 2007 and 2009 mean that this report alsewsdon available administrative data.
Two sets are included which have three particuldwaatages: they are not subject to
sampling error, they are generally available aicall authority or sub-regional level and they
are up-to-date. However there are still some shoriegs. The Job Seekers Allowance (JSA)
claimant count excludes people who are activelkisgework, but who are not eligible to
claim benefits — mainly young people and women. dd¢oprice data reflects recent
transactions, but excludes people who are unabkelto There is some evidence that the
housing market is skewed by sales between housekdlid are relatively well off, with low
or no mortgages and who are able to access loand& This may result in house price data
presenting a somewhat optimistic picture, as thlegairing higher mortgages or who find it
more difficult to access loan finance are no longble to enter, or progress within the
housing market.

Economic Change

A national overview . ..

3.9 The financial crisis and recession have had a mmaked impact than any other post-war
economic downturn on business activity and outgffigcting all regions and a wide range of
business sectors, including services. The initigdact was on financial services employment,
but the sharp cut-back in credit and lending hgsarted across the economy more widely.
The construction sector has been very hard hittracting by 2009 to around half the size it
was in 200% as shown in Figure 3-1 overleaf.

3.10 Although some commentators consider that manufacfundustry could be less affected
than in previous recessions, there is evidenceofificant job losses in regions dependent on
capital goods and vehicle manufacturing. Retailiagd hospitality industries have
experienced reduced consumer demand, and hendesgds have also ensued; wholesaling
and transport have, in turn, lost demand and empdoy.

16 SeeHousing and the credit crunch; follow-up — EightepRrt of Session 2008/09, House of Commons
Communities & Local Government Committed” Jdly 2009
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Figure 3-1: Construction output and order performance 2007-2009
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Albeit from a small base, agriculture has beentlaiscted and, until now, the public sector
has continued to grow. However, the escalatingipwdgctor borrowing deficit means that
from 2010 on, there will be major cuts in publictee expenditure and jobs lost in public
agencies/corporations, and central and local govent (regardless of the ruling
administration).

As a conseguence, economic uncertainty is pronalind&hilst confidence has begun to
increase in 2009, it continues to remain low indrisal terms, as shown below.

Figure 3-2: GfK NOP and Nationwide Indices of Consumer Confidence
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... and the West Midlands’ position

In this section, we review a number of key econoemd labour market indicators for the
West Midlands region to track and plot the imp&dadhe recession.

Workplace population and employed residents — the ‘jobs’ to ‘workers’ balance

Table 3-1 provides a summary of the workplace patar in each of the four Housing
Market Areas (HMAs) for the four years 2005 to 200Be analysis suggests that increases in
employment in the early part of the period havenbemunteracted by more recent job losses;
the Central Area appears to have been affected thareany other. Both Birmingham and
Coventry (and to a lesser extent Walsall) seemeaérticularly affected by job losses,
although there is no overall pattern to these imseof types of occupation. The West HMA
has seen a continued increase in employment oeegpahod, albeit on a small scale, whilst
the North and South show fluctuations during theogge but final figures are above those in
2005.

Table 3-1: Estimates of Workplace Population, Housing Market Area Partnerships, West Midlands, 2005
to 2008

HMAP Jan-Dec 2005 Jan-Dec 2006 Jan-Dec 2007 Jan-Dec 2008

Central 1,464,600 1,474,700 1,465,200 1,431,600
North 307.300 310,000 321,500 313,400
South 364,700 372,200 367,000 384,900
West 297,800 299,600 300,400 301,100
West Midlands 2,433,100 2,456,200 2,454,900 2,431,600

Source: ONS — Annual Population Survey (NOMISpteNAll figures rounded independently

Table 3-2 summarises the complementary estimatesnpfoyed residents by HMA. Again,
the data indicate that the Central Area has expee the bulk of the reduction during 2008.
The Central Area has consistently recorded lowepleyment rates (expressed as a
percentage of the population aged 16+) than otlreasadue to persistently higher
unemployment than elsewhere and lower economiwigctiates, partly reflecting ethnic
issues with very low rates amongst Asian women.e Bouth area continues to show the
highest rate of employment.

Table 3-2: Estimates of Employed Residents, Housing Market Area Partnerships, West Midlands, 2005
to 2008; employment rates as % or population aged 16+

HMAP Jan-Dec 2005 Jan-Dec 2006 Jan-Dec 2007 Jan-Dec 2008

Central 1,445,000 (56.9%) 1,443,500 (56.6%) 1,444,800 (56.5%) 1,416,400 (55.1%)
North 328,000 (59.5%) 321,900 (58.6%) 325,900 (58.9%) 326,000 (58.3%)
South 397,700 (62.4%) 413,000 (64%) 402,800 (61.9%) 407,500 (62.4%)
West 306,100 (61.3%) 303,000 (60.3%) 299,300 (59%) 304,400 (60%)
West Midlands 2,477,000 (58.6%) 2,481,400 (58.4%) 2,472,700 (57.9%) 2,454,200 (57.2%)
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Source: ONS — Annual Population Survey (NOMIS)eNall figures rounded independently
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However, volatility in the sample survey-based dawzans that care must be taken when
drawing conclusions about recent sub-regional eympémt trends in the region. There is
some evidence to support an overall reduction ith workplace jobs and numbers of
employed residents with the Central Area most &fitcData for January to December 2009
is expected to show further declines in both numleéjobs and employed residents as well
as in the employment rate.

Employer-based surveys of employment

ONS’ surveys of employers provide an estimate wafian workforce jobs for the region as a
whole, but not for sub-areas. Table 3-3 below shibwsseries for the West Midlands for June
2006 to June 2009. Between 2008 and 2009 workfee fell by 82,000, a reduction of
3.1%. Most of the decline was in jobs held by meeducing by 67,000, as compared with a
reduction of 16,000 jobs held by women.

Table 3-3: Civilian workforce jobs, West Midlands, June 2006 to June 2009, (000s)

Employment June 2006 June 2007 June 2008 June 2009

Civilian workforce jobs 2,665 2,637 2,656 2,574

Source: Employer surveys, ONS

Together, the workplace population and civilian kiorce jobs data suggest that the
economic downturn began to have a major impactgol@/ment in the second half of 2008,
intensifying in 2009.

ONS has published regional-level estimates of epgagobs by broad industry sector and
Table 3-4 provides a summary for the years Jun& g90une 2009.

Table 3-4: Employee jobs by broad industry sector June 2007 to June 2009, West Midlands, (000s)

Industry sector June 07 June 08 June 09

Agriculture, fisheries etc 13 25 20
Energy, water, mining 12 13 13
Manufacturing 330 322 284
Construction 114 116 112
Distribution, transport, business services 1,127 1,138 1,078
Education, health, public administration, other services 735 732 739
Total employees 2,332 2,346 2,245

SQWconsulting © e

Source: ONS Labour Market Statistics Monthly — Maver 2009 West Midlands

The table indicates that 101,000 employee jobs baea lost between 2008 and 2009, with
manufacturing and distribution and other privatet@eservices most affected (losing 38,000
and 60,000 jobs, respectively). Public sector ses/continued to grow. However, the official
data for construction appears to be at odds wilityeindicating only a very small reduction

in jobs. This may, in fact, reflect the fact thaamg construction workers are either self-
employed (and therefore excluded from employmestissics) or are employed on contract
through employment agencies (and thus are counme@ruthe ‘business services’ sector
heading).
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Employment and unemployment amongst residents: International Labor Organisation (ILO)
unemployment & JSA claimants

Data at a regional level suggest that in the peNfay to July 2009 the percentage of the
resident Working Age Population (aged 16 to Staesmnable age) in employment, as a
proportion of the labour force, was 69.9%; thisresgnts a reduction of 2.3 percentage points
over the same period in 2008, and concerningligedawest rate of all English regions, apart
from London. Despite an increase in the numbercohemically active residents over the
year, the region experienced a significant risenemployment. The region’s ‘International
Labour Office (ILO)’ defined unemployment rate (@sproportion of economically active
residents), rose to 10.5% in the period May to 2099, higher than in any other region, and
1.1% higher than the next highest region. The spoading ‘claimant count’ (the proportion
of people of working age claiming Jobseekers Alloee— JSA) rose to 6.6% in August
2009; this is 2.7 percentage points higher thafiigust 2008. Key statistics are provided in
Table 3-5.

Table 3-5: West Midlands’ Labour Market Statistics

Factor Period Number Change on year Rate % Change on year
s (‘000s)  (‘000s) (%)

Employment May-July 2009 2,404 -60 69.9% -2.3

ILO unemployment May-July 2009 282 +117 10.5% +4.2

Economically active May-July 2009 2,686 +58 78.4% +1.3

Economically inactive May-July 2009 705 -40 21.6% -1.3

JSA claimant count August 2009 182.0 +75.7 6.6% +2.7

SQWconsulting © e

Source: ONS Labour Market Summary 2009 — West Wiidla

Claimant unemployment can be measured at HMA landlchanges over the past four years,
(data month August each year) are summarised ir&ig-3. Clearly the main increase has
only occurred since the summer of 2008. The bulkhefincrease has affected the Central
HMA, due to the numbers employed within the contidoa However, the proportionate
increase in employment is roughly the same acrbs8As.
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Figure 3-3: Claimant unemployment for Housing Market Areas, West Midlands, August 2005 to August

2009
JSA claimant count unemployment, Housing Market Are as, August 2005 to August 2009
140,000
120,000 @ August 2005
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Source: DWP, NOMIS, 2009

Summarising the messages at this point

The recession has hit the regional economy hanth fratumn 2008 onwards, resulting in
reduced numbers of jobs and increased unemploymiabte 3-6 highlights the main issues

facing the region.

Table 3-6: Economic change issues and implications for the West Midlands

Key issue

Implications

Traditional manufacturing jobs have been hard hit as
well as services — and the public sector is forecast to be
badly hit from 2010 onwards. There are likely to be
reduced opportunities for migrant labour.

These changes in the underlying industrial make up of
the West Midlands’ economy are likely to lead to a
mismatch between the needs of growing sectors and the
skills of those seeking work. This will have implications
for the required content of training courses and the
number of people that require re-training.

RSS targets for housing and employment land are likely
to require review due to the changing industrial structure
and potential for reduced in migration to the region.

Construction activity has been hit hard

Some estimates calculate that the development industry
has been halved with job losses across all disciplines.
Maintaining skill levels with this reduction in the
workforce will prove challenging and have implications
for the economy as it moves out of recession.

The Central HMA, where employment rates have been
lowest historically, has been particularly affected by the
recession

Before the recession, there were already significant
regeneration initiatives underway in the Central HMA,
specifically Birmingham and the Black Country, to
address the needs of deprived communities. The
recession and its impacts on public service delivery and
the development industry are likely to make achieving
regeneration goals more challenging.

ILO (broad definition) unemployment at 10.5% is higher

This ‘broadly defined’ estimate of unemployment has hit

SQWconsulting ©
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Key issue Implications

than in any other region. men and young people particularly hard. There are
potential impacts on social capital and community
cohesion as well as impacts for local support services
and knock-on impacts to the economy in terms of
disposable income.

Source: SQW Consulting
Housing market change . ..

Again, looking nationally

Nationally, the number of homes delivered thisfiicial year (2009-10) is likely to be around
70,000, against the government’s target in the &aReview of Housing Supply of 240,000
homes per year by 2016. Starts fell from 166,3502007 to 105,200 in 2008 as sales
slumped. According to the National Home Builderdétation, the number of starts in
England in Q3 2009 was slightly up, by 2%, as camgavith the previous year, suggesting
that the bottom of the trough may have been reached

The impact of the credit crunch has been partibutsvere on the development of city centre
apartments and buy-to-let properties, with the mafior new loans worst hit. There is
national evidence that the West Midlands has beeticplarly affected’ Residential land
prices in England and Wales (excluding London) igll40% in the 18 months January 2008
to July 2009 according to the Valuation Office Aggn

Mortgage lending remains very low, although in Istienmer 2009 there were some signs of
improvement. The 52,700 loans in August 2009 repriesi a modest 9% increase on July
2009, but accounted for a low 53% of the long-t¢seven year) August average before the
Credit Crunch, (100,000). First-time buyers accednfor 19,200 loans, lower than in July

2009, but significantly higher than in August 200&e National Housing and Planning

Advisory Unit (NHPAU) estimates that 50% of thi®ogp have financial assistance from their
family. Very few mortgage lenders are offering 908an—to-value mortgages — and then,
only for ‘low-risk’ borrowers.

Although house prices remain significantly loweanhat their August 2007 peak, there is
some evidence of a small increase in recent mohtbgse price indicators are compiled on
different bases, some limited to properties soldhwa mortgage and some including
expectations of prices realised (that is, indicagtvcover homes where the sale has not been
guite completed, or prices of auctioned homes whrehmeasured at ‘expected’ sales price).
The most comprehensive data set is that held bizahd Registry, although there is a lag in
reporting all transactions; this showed a 0.9%edase in average prices across the region in
September 2009. However, detailed analysis by H@detsuggests that the ‘active’ housing
market reflects sales between relatively well-asiseholds, who have low or no mortgages
and can access loan finance easily. It does nob iied first-time buyers are finding it much
easier to secure a loan. In fact, the Homes and n@orty Agency (HCA) reports

17 SeeThe Credit Crunch & Regeneration: Impact and Impiimas — an independent report for DCLG, January
2009.70% of key partners consulted in the West Midlamg®orted 50% to 70% decline in residential activity
higher than in any other region.
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considerable doubt about how long the modest ugtambe sustained as the average house
price to average income ratio remains, at 4.48|, atmdve the long-run average of 4.0.

However, recent national data from the Council afrtdage Lendet8 suggests a significant
improvement in the number of first time buyers asoey mortgages over the last year. It was
reported in December 2009 that the number of fiing¢ buyer loans had increased by 34% to
19,700 in October 2009 compared with 12 monthseraaind the number of home owner
loans had increased by an even greater proportié% to 35,600 in October 2009.

... and the West Midlands’ position

Against this background, we review below up-to-dafermation on house prices, housing
affordability, and volumes of sales in the West Mitls. We then look at house building and
changes in tenure. Unfortunately, there is no tetaiegional or local information available

on mortgage advances and lending, so it is notifdes® provide a view of how constraints

on lending are affecting the region’s housing mexke

House Prices

The Land Registry publishes detailed statisticshenprices of actual property sales. Data for
the West Midlands are summarised in Figure 3-4watgp house prices within the region
from September 2007 to September 2009 comparedtgte for England and Wales. This
indicates that average prices have fallen from rastofi138K to just under £118K in two
years, a fall of 14.6%. However, there appearsawetbeen a period of stabilisation since
summer 2009, with slight price rises in July (0.7%)igust (0.4%) and September (1.2%).
Not all areas have experienced these effects. ¥amnple, average house prices in Walsall
have fallen by 17.4% over the two years SeptemBe7 20 2009 and showed no sign of
recovery over the summer. However, prices in Stlinave only fallen by 12.5% and signs
of positive recovery are starting to be shown.

18 CML, 2009http://mww.cml.org.uk/cml/media/press/2489

000 29

SQWconsulting © e



The economic demand for housing in the West Midlands, 2006-2026
A final report to the West Midlands’ Regional Assembly

Figure 3-4: Average house prices — West Midlands and England and Wales, Sep 2007 — Sep 2009
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3.31 WMRA has provided Land Registry data showing theakdown of house price by type of
property for the period November 2008 to June 2@@9shown in Figure 3-5, over the seven
month period, there is very little change acrospmrperty types. Detached properties show
more of an initial decline followed by recent reeoy but prices across the other property
types have remained fairly constant.

Figure 3-5: Average house prices by property type — West Midlands, Nov 2008 — June 2009
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The sluggish movement in sales prices for flatslikely to impact significantly on
Birmingham which, in keeping with other urban ard@ss seen a substantial renaissance in
city centre living over the last decade. In addifiaccording to Hometratk it is currently
cheaper to buy than rent in the city — possibljerting a large % of Buy—to-Lets where the
owner is trying to cover a high mortgage/purchaseep Stoke-on-Trent has been identified
(by Hometrack) as one of the ‘vulnerable’ authestipicked out as being particularly
susceptible to repossessions, suggesting thatcod psople took on mortgages at the margins
of affordability, and where many jobs have been ldsuse prices across all Housing Market
Renewal Pathfinders increased massively earligndrdecade, due in part to speculation and
the buy-to-let boom; such falsely inflated pricesrevquickly brought down by the Credit
Crunch and ensuing recession.

Affordability — including first-time buyers

Table 3-7 provides an overview of two key measufelousing affordability for the West
Midlands region. The first compares median pricéh wedian full-time employee earnings.
The second is more focussed on first-time buyersparing lower quartile house prices with
lower quartile full-time employee earnings. It slibbe noted that the most recent data are for
2008. There are no data for Housing Market Are#isoagh statistics for individual local
authorities have been published.

Table 3-7: Ratio of median & lower quartile house prices and full-time employee earnings, West
Midlands, 2006 to 2008

Ratio measure 2006 2007 2008 Change 2007/08
Median house prices: earnings 6.39 6.46 6.11 -0.35
Lower quartile house prices: earnings 6.78 6.88 6.60 -0.20

SQWconsulting © e

Source: CLG Live Tables 578, 576

Table 3-7 suggests that affordability remains a lesyie with ratios of prices to earnings
remaining above 6.0. There have been reductionseleet 2007 and 2008, with pressure
remaining acute for first time buyers. These reidunst are shown for the region below
compared with the rest of the UK.

At a local authority level, Stoke-on-Trent recorife most ‘affordable’ homes for both
median and lower quartile ratios, (4.15 and 4.35peetively). At the other extreme
affordability is an acute issue in districts sushVdychavon and Malvern Hills; here the price
to earnings ratios remain above 9.00.

19 http://www.hometrack.co.uk/commentary-and-analgsialysis.cfm
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Figure 3-6: UK House prices: earnings ratio change 2007-2009
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Sales Volumes

Data on sales of property by local authority arblighed by CLG, drawing on Land Registry
records. Table 3-8. The table below summarises $eden 2005 to the end of June 2009 by
HMA. At a regional level, after recording more thHp8,000 property sales in 2007, the total
for 2008 was just over 57,000, a decline of 51,00047%. Sales have declined further
between the first half of 2008 and the correspapgiariod in 2009, down from 33,360 to
19,190.

Table 3-8: Number of property sales in the West Midlands, 2006 to the first six months of 2009 by HMA

Area 2005 2006 2007 Jan — June July — Dec Jan — June
2008 2008 2009

Central 52,246 63,515 62,849 20,172 13,716 10,764

North 13,026 15,629 15,427 4,753 3,155 2,664

South 15,432 19,167 17,483 4,931 3,988 3,307

West 10,861 13,932 12,432 3,505 2,916 2,457

West Midlands 91,575 112,243 108,191 33,361 23,775 19,192

Source: Live Table 584 Housing market property sabased on Land Registry data. Q2 data 2009 igigianal

Housing Stock and new building — Starts and Completions

Communities and Local Government (CLG) publisheadan house building starts and
completions and the annual figures are shown inler&8M for starts and Table 3-10 for
completions for the three financial years 2006/¥dugh to 2008/09. It should be noted that
the data are supplied by local authorities andeti@missing information; the regional totals
include estimates for missing quarters/authoritigs. both tables, dwellings built for
Registered Social Landlords and local authorities @dassed as ‘social housing’, with the
‘social housing’ share of total starts and complediincluded.
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Table 3-9: Housing starts reported by West Midlands' local authorities to CLG, 2006/07 to 2008/09

Area 2006/07 (SH % of all) 2007/08 (SH % of all) 2 008/09 (SH % of all)
Central 9,560 (3.9%) 8,350 (9.0%) 3,900 (19.6%)
North 2,160 (5.8%) 690 (8.2%) 280 (9.5%)
South 2,030 (7.6%) 2,180 (10.7%) 1,050 (27.6%)
West 1,780 (5.6%) 2,230 (12.9%) 710 (26.8%)
Region (including 15,710 (4.9%) 14,560 (9.5%) 7,020 (20.2%)
estimates); social housing

Source: Table 253 CLG ‘Live Tables’

Table 3-9 shows that ‘starts’ fell significantly tiveen 2007/08 and 2008/09, down from
14,560 to 7,020, a drop of around 50%. However, nmhmbers of starts of social homes
actually increased, rising from 770 in 2006/07 420 in 2008/09. Expressed as a share of all
new building, social housing increased over thigggefrom just 4.9% to 20.2%. At a sub-
area level, starts apparently declined relativelyranin the North HMA; however, not all
authorities reported data on housing starts. Shciasing accounts for a relatively low share
of new starts in the North area as compared wighrélst of the region which could explain
this reduction.

Table 3-10: Housing completions reported by West Midlands Housing Land Availability Survey 2009

Area 2006/07 (% affordable )  2007/08 (%affordable) 2008/09 (% affordable)

Central 12,372 (19.9%) 11,823 (22.3%) 8,570 (38.9%)
North 2,161 (8%) 2,444 (13.3%) 850 (49.6%)
South 2,959 (16.1%) 2,701 (28.1%) 1,858 (22.1%)
West 2,148 (12.0%) 2,021 (16.4%) 1,289 (39.6%)
Region 19,640 (17.1%) 18,989 (21.3%) 13,432 (38.0%)

Source: 2009 West Midlands Regional Housing Larall&ility Survey — data supplied to West Midlafi8S Revision Phase

2 Examination in Public 2009

Reported housing completions also fell between Z0&nd 2008/09, but not so drastically
as starts. Completions of 13,432 in the region agale represented 71% of the 2007/08
figure and 68% of the 2006/07 level. All areas appe have been affected, especially the
North where the number of housing completions 8829 represents only 40% of the 2006/7
level (and 35% of the 2007/08 figure). Social hogstompletions increased from 17.1% of
the total in 2006/07 to 21.3% in 2007/08 and 38i0%008/09, with the numbers rising from
just over 3,300 to 5,100 per year. Whilst the alteaincrease is significant, the proportionate
amount is even more so showing the marked reduatiomarket housing over the time
period.

Stock changes by broad tenure group — CLG data

There is limited information available on the comition of the region’s housing stock, even
by broad tenure groups. CLG publishes one dat&oséprivate’ and ‘social’ housing at a
local authority level, with records up to 2008. écend data set covering years up to 2007,

20 Affordable housing includelsocal Authority social rented, S106 and Housingp@oation funded
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providing a breakdown by owner-occupation, privaémting and both RSL and local
authority stock, is published for the region as lrole. Unfortunately, the actual estimates
differ, but they show similar trends. Whilst theiyate’ stock has increased, the ‘social’ stock
has declined. The data also indicate that therebbas a significant increase in the private
rented stock in recent years, whereas the numbewpnér-occupied homes has grown more
slowly. Table 3-11 suggests that the number ofgbely rented homes increased by 10%
between 2006 and 2007.

Table 3-11: Housing stock by broad tenure group, West Midlands 2006 & 2007, ‘000

Broad tenure group 2006 2007 Change 06/07

Owner occupied 1,644 1,645 + 1 (0%)
Private rented 203 224 + 21 (+10%)
Social rented 447 440 -7 (-1.6%)
Total stock 2,293 2,309 + 16 (+0.7%)

SQWconsulting © e

Source: Table 109 CLG ‘Live Tables’

The stock of private rented homes is likely to hanereased further in 2008 and 2009, as
problems with buying and selling homes have cometihiHowever, flats have accounted for a
significant proportion of new dwellings in Birmingim, and Hometrack report that it is now
cheaper to purchase a two-bed flat in the city tmant privately". This may have
implications for the future of the ‘buy to let’ stla The significant increase in privately-
rented property is likely to have led to a changthe household characteristics of this tenure,
increasing the proportion occupied by young profesds, families and couples and
increasing the share occupied by people in marelgard professional occupations.

Access to housing finance

The Council for Mortgage Lenders (CML) reports thmetionally the number of loans
advanced in recent months has increased modekhpugh they remain well down on the
long-term average. However it is important to rtb the increase has been restricted to first
time buyers; numbers of remortgaged loans remaiy k@v.”> Hometrack consider that,
overall,’any mortgage recovery will be muted at best anaftslived at worse’as remortgage
products remain expensive and hard to access.

Again, the key points at this stage . . .

The initial impact of the Credit Crunch fell on theusing market, resulting in a significant
reduction in sales and falling house prices frompt&maber 2007 onwards. However, house
prices still remain high by historical standards f€lation to incomes). With very limited

mortgage availability and a requirement for muchger deposits, the housing market has
stagnated. Completions of new homes held up in 20@8new starts were much reduced and
sales of existing homes halved. Social housingsstaave held up well, but the size of the
sector overall has continued to fall as ‘right-tofbsales and demolitions have outstripped

21 Report to CIH conference in the East of England, NOvember 2009
22 Hometrack report less than 32,000 remortgagedslzaApril 2009 as compared with 104,000 a montihat
start of 2007: Lending Strategy July-August 2009
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new building. The private rented sector stock hassiased, although this may be a short-term

phenomenon.

Table 3-12: Housing change issues and implications for the West Midlands

Key Issues

Implications

Substantial reduction in house building starts

Lack of mortgage finance, ‘loan to value’ restrictions and
requirement for large deposits — first-time buyers
particularly affected.

House prices have fallen across the region, but the
largest falls have been seen in Birmingham and Stoke-
on-Trent

Although house prices have fallen affordability ratios to
incomes remain above the long-term trend

Private renting has increased to compensate in part for

Failure to meet house-building targets, with increased
homelessness and housing stress; major impact on the
construction & development industry and knock-on
impact on the economy. Cuts in construction industry
could take years to resume growth as labour and skills
have been lost.

Problems for new-build private sector housing — both
owner-occupied and ‘buy to let’. 50% of first-time buyers
require financial help from family

The over-supply of Birmingham is likely to have
contributed to these falls along with the fallout from
previously falsely inflated increases associated with
speculation around buy-to-let activity associated with
Housing Market Renewal Pathfinders.

Uncertainty over house prices in near future; lack of
supply results in a tight market in many parts of the
region

Need new approach to private renting and its role in

reduced sales; social rented sector continues to decline helping to provide ‘affordable housing’ as public sector
funding for new social rented housing is likely to reduce

in near future

SQWconsulting ©

Source: SQW Consulting

To conclude. . .

National overview

The period 2007 to 2009 has been dominated byatheut from the Credit Crunch on both
the economy and the housing market, and the coasega for the UK and regions have yet
to be played out in full. The initial impact of tlé&unch and the related cut-backs in bank
lending was on the housing market. With mortgagelileg hit hard, demand for new and
existing homes fell away sharply from a peak in #stg2007. This led to falling house prices
and falling land values. First-time buyers and et borrowers were particularly affected
as ‘loan to value’ mortgages were greatly scaledkband large percentage deposits
demanded.

With housing starts for the private market hit hatere was a cut back in construction
employment and a knock-on impact on many otherosgctrom architects to builders’

merchants and training enterprises. Reduced satEntnmfewer household moves, with
reduced demand for estate agents, removal comp@idsand furniture retailers.

The Credit Crunch deepened into a full-blown ecaocomacession as bank lending reduced
across the board and the fall-out of the cut backhe financial sector impacted on other
business sectors. National GDP declined by 5.2% tireeyear Q3 2008 to Q3 2009.
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Regional & sub-regional impact

The impact on the West Midlands has been correspglydsevere. Average house prices
have fallen by 14.8% between September 2007 antei®epr 2009, as compared with a fall
of 13.5% in England & Wales as a whole (source LRedistry). The broad-level estimate of
unemployment (ILO) has seen an increase to 10.5%teiWest Midlands in May-June 2009,
the highest of all UK regions. Although subject gampling error, the most up-to-date
estimate of employee jobs in the region suggestdaction of 99,000 between June 2008
and June 2009. The bulk of the job losses idedtiifected manufacturing (-38,000) and
distribution, transport and business services, (@), with construction apparently little
affected directly (although agency and contract leyges would be recorded as a business
service).

At a sub-regional level, it is the large CentraleArwhich appears to have been most
adversely affected, with a loss of jobs and worgplgopulation as well as a reduction in
numbers of employed residents. The Area’s employmaga remains well below the regional

average. However, sub-regional data is derived frehatively small sample surveys of

households, and is consequently subject to sam@ingr which can make year-on-year

trends difficult to measure.

JSA claimant count data, which provides the mostedgate measure of local economic
performance, indicates that all sub-regions hayerenced a significant economic set back
between August 2008 and August 2009; the totabredicount increased by over 78,000 in
the twelve months.

Housing starts fell by 50% in the region as a whiol2008/09 as compared with 2007/08 and
the downward trend continued into early 2009. Althio a very small increase in average
house prices was recorded between August and Seete?d09, we consider that this is
likely to reflect sales by the relatively affluemtith little sign of improvement for first time
buyers.

Economic forecasters do not envisage the numbgibsfin the region returning to 2008 or
even 2006 levels until at least 2020. There is gdragreement that employment growth —
when it does resume — will be slow. With employmdatling significantly and
unemployment rising, the region is unlikely to attrmigrants at past rates and this may have
important implications for future house buildingless restrictions on mortgage advances to
first time buyers can be significantly eased. TheviN Leather Associateémpact of the
recession on housing in the West Midlands andrti@i¢ations for policyreport recognises
that a decrease of migration in the short term iwippact on natural change in the longer term
due to fewer families migrating in and having cheld or settling with children. Their report
suggests that internal in-migration will drop byragch as 11% up to 2016 before recovering,
with net international in-migration also set to lilez.

With higher levels of structural unemployment,lditif any increase in real pay levels,
increased flexible and part-time working as empieyseek to spread jobs more equitably,
significant cuts in public expenditure and probablgher personal taxes, the outlook for
housing remains poor. As banks continue to restractioan finance will remain tightly

rationed and households will be unable - and umwilt to borrow high multiples of depleted
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incomes. Private sector house-building looks setetdorm at well below government target
levels.

3.53 Nevin Leather Associates’ (draft) report on the aipof the recession on housing in the West
Midlands concurs with, and further investigate® #ibove points. Four issues of particular
relevance for this study are raised, which we retarnn our analysis in Section 5:

. The housing market recession has resulted more fitenCredit Crunch than
economic recession — high prices and more flexalplg liberalised lending practices
have been reined in, with much tighter controlséasing the size of deposits and
reducing the amount of advances available whichwieskened the housing market.

. The past liberalisation of lending led to greateress to home ownership. However,
this has also increased risk which is dispropogierbetween local authorities. For
example, in many of the urban areas, high propustif first-time buyers have taken
out loans which are large relative to their incorard represent a high proportion of
dwelling value meaning a strong chance of negatygity and potential difficulties
in repayment as the economic recession bites. i§higsulting in increased social
polarisation and mobility with wealth concentratéd fewer households than
previously.

. On overall tenure patterns, there has been no sudgmand for social housing, with
increases in waiting lists being closely associatéth reductions in available
lettings, due to the continued popularity of rigbtbuy and possibly as a result of
tenants being unable to move out of the sectortdbe static mortgage market. A
significant increase in demand for social housirmg mot been realised because
interest rates are low enabling residents to caatipaying their mortgages, support
has been provided through Government initiatives thiere is a greater willingness
of lending institutions to support homeowners tiglouhe recession with less of a
rush to repossess. However, private renting hazased its share of the housing
market, and is likely to continue to do so.

. The economic recession has disproportionately itggiaon those younger people
who have not yet entered the housing market. Thigsld have an impact on
household formation which may be less than fore¢chsbugh the CLG 2006
projections. The report highlights the likely sev@npact of public sector contraction
and resulting job losses which may lead to a requémt for additional support
interventions to enable people to stay in their tames.
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4: The model’s results and analyses

This Section details the results of the model fianghe three selected scenarios, at the level
of the region, and the six sub-regional housingketaareas. These are as follows:

. North: East Staffordshire, Newcastle-under-LymeaffStd, Staffordshire Moorlands,
and Stoke-on-Trent

. South: Bromsgrove, Malvern Hills, Redditch, WoreestWychavon, Wyre Forest,
Stratford, Warwick

. West: Herefordshire, ShropsHite

. Central 1: Birmingham, Lichfield District, Solihulnd Tamworth

. Central 2: Coventry, North Warwickshire, Nuneato&dworth, and Rugby

. Central 3: Dudley, Sandwell, Walsall, Wolverhamptd@annock Chase, South

Staffordshire, and Telford and Wrekin

Where appropriate, In addition, we provide commaiswith the findings from the 2007
study. More detailed analysis of the results anplisations for each of the West Midlands’
constituent local authorities is provided in the@opanying set of Dashboards, where we
have provided one for each local authority.

Projections for the West Midlands Economy

Figure 4-1, overleaf, shows the projected GVA dherperiod from 2006 showing the impact

of the current recession and the differential betwé¢he three scenarios. The Baseline
scenario shows a continued annual growth rate4862Convergence 2.6% (the same as the
UK), and the more pessimistic Public Sector Austestenario demonstrates growth below

that of the Baseline scenario.

The assumptions in the Convergence growth scerarid026 favour high value-added
activities so that, as Figure 4-2 shows, employngnoivth even under the Convergence
scenario is slower than that for the UK as a whatewe detail more fully later in this section
this manner of achieving future growth has impdrtamplications for subsequent housing
requirements, impinging on both tenure and type.

2 The new unitary authority of Shropshire has besduthroughout, with aggregated results from itsstituent
authorities being used from the baseline date gwaungh this pre-dates its formation to ensure spescy in the
working of the model.
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Figure 4-1: Projected GVA for the three scenarios to 2026
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The implications of Public Sector Austerity for doyment growth show this to be static in
the short term, followed by a similar growth to tieseline resulting in a sustained gap in the
numbers employed between the Baseline and PuldioiS&usterity scenarios.

Figure 4-2: Projected employment growth to 2026 under modelled GVA scenarios
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Importantly, employment rates are not expecteetiorn quite to 2008 levels for the Baseline
and Public Sector by 2026, but Convergence is eégfdeid see a stronger increase with a
resultant employment differential of 125,000 betwe@onvergence and Baseline, and a
further reduction of 40,000 from Baseline to Puldactor Austerity.
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Figure 4-3 shows the resulting projection of tetaiployment for each scenario (by broad CE
sector) by West Midlands Strategic Housing Marke¢ad The dominance of Government
and other services remains across housing mar&as &nd scenarios, even under the Public
Sector Austerity scenario, which allows for sigraint reduction in public sector employment.
Only the South Housing Market Area shows a similegportion of employment in other
sectors - distribution, hotel and catering, andficial and business services. These results are
similar to those shown in the 2007 study.

Particular local authorities showing a greater essér reliance on Government and other
services under the Convergence scenario are:

. Birmingham, Stoke, Stafford and the Black Countyalo authorities show a
significant dependence on public sector employment

. Tamworth, Redditch, Stratford, Warwick, East Stef&hire, Malvern Hills show that
they are less reliant on public sector activitees] have stronger private sector bases.

Linking GVA growth in sectors to occupations in res idential locations

CE'’s projections for the types of jobs employedéattors to 2026 have been translated into
occupations going forward using the Standard IngusClassification (SIC) to Standard
Occupational Classification (SOC) converters (40sSo 22 SOCs) developed by CE and the
Institute of Employment Research (IER) for the 8e&kills Development Agency as part of
the nationaM/orking Futuresstudy”. Figure 4-4 summarises the relationship linkingaor
sectors and occupation specialisation for estabksts in the 2001 Census. The figure also
demonstrates that the levels of high value-addedpations vary by sector, with for example
hotels and restaurants showing a very high proportf elementary occupations, whilst
education, unsurprisingly, employs a large proparbf professionals.

24\Working Future 2004/14, Sector Skills Developma&gency (SSDA), January 2006. See
http://www.ssda.org.uk/ssda/default.aspx?page=28
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Figure 4-3: Projected employment by broad CE sector for West Midlands Housing Market Areas shown
for each of the three scenarios: Baseline, Convergence and Public Sector Austerity
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Figure 4-4: SIC/SOC translations turning workplace jobs into occupations
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Going forward, the numbers employed in processedachentary occupations will decrease,
whilst those in professional occupations are ptegdo increase. This is fully aligned with
the regional economy becoming increasingly knowdedgsed in its activities and
progressively competing on content, rather thaoeprunder the Baseline and Public Sector
Austerity scenarios, only the West HMA shows anralféncrease in aggregate employment.
Under Convergence, employment is projected to ims@ll HMAs although by variable
amounts. There are particularly high losses predifbr Stoke-on-Trent in the Baseline and
Public Sector Austerity scenarios due to its curietustrial base, but particularly high gains
for Warwick under the Convergence scenario.

The next step in the modelling process is therrdaslate the demand for occupations in
workplaces into resident locations, using the kesuaption that travel-to-work patterns for
occupational groups going forward remains the samethat observed in Census 2001.
Analysis to construct commuting patterns consisteitit this data on employed people by
workplace and residence in 2006 from the AnnualuRdjpn Survey did not indicate any
systemic or sustained variation. The origin: dedtom matrix derived from Travel to Work
Area data (an example for professionals is showidgare 4-6) was then applied to the data
in Figure 4-5 (occupations by workplace) to provaiejections of residence-based demand
for locations by broad occupational group. Figufé duggests there is a strong residential
demand coming from higher professional workers asgbciated support occupations (again
to be expected as the region becomes more knowleshg in its activities) which, as shown
later, will be key in driving tenure and housingey
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Figure 4-5: Projected change in workplace jobs by 2026 shown for each of the three scenarios:
Baseline, Convergence and Public Sector Austerity
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Figure 4-6: Future travel-to-work (TTW) patterns (from 2001 Census & updated baseline using Annual Population Survey, 2006)

uoyd Weysnp M\

llompues
fapna

ylompag pue uojeauny
AUYSIIIMIBAM YUON
yiomuwre |

JUBIL U0 X015
SPUBLIOO|A d.Iysployels
poyers

allyspJoyels ynos
9WAT-19puUn-a)SEI MON
pIRYYaI

allyspioyals ise3

asey) oouued

UDRIM pue plojal
a.iysdoiys yinos
weyoly pue AINgsmeiys
Ansamso

a.lysdoays yroN

Towork

yuoubpug

Travel-to-work movements for
professional occupations, 2006

1S3104 alAM\
uoneyaAp
19159010/
yauppay
SliH UlARIN
Jo AunoY ‘aayspiojaIaH
anolbswolg
anoJbswolg
J0 AunoY ‘aulyspiopIaH
SIIH UIaARIN
Yorppay
19159210/
UoAeYIAMN
153104 3IAM
yroubpug
a.ysdoys yIoN
AnsamsO
weyoly pue AINgsmaiys
aysdoys yinos
UDIRIM pue pioya)
aseyD oouue)
auysployels 1se3
PRYYIT
swA7-1apun-apseomeN
81IySpIoyeIS ynos
plojeis
SPUeLI0o 3Jiysployers

BUIUYSHIIMIEA YUON
ULIOMpa g pue UoEaUNN
Agpny

UOAY/-uo-plojjens

Yomem

From residence

uoydwey Ao

44

00Q

SQWconsulting ¢

ce



The economic demand for housing in the West Midlands, 2006-2026
A final report to the West Midlands’ Regional Assembly

Figure 4-7: Translating onto demand for residence by occupation group 2006-2026 shown for each of

the three scenarios: Baseline, Convergence, and Public Sector
\ \
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In translating from occupations by residence to alean for housing, occupations are
translated to socio-economic class. Estimateslaeemade for non-working elements of the
population (e.g. children, elderly, unemployed, remuically inactive). In the baseline

scenario, these non-working components of the @ojpul are consistent with CE’s forecasts
of population by district, and regional unemployitnen

Census 2001 provided information on the number @bppe that lived in properties of
different tenure. This profile is applied to thejections of population by social class to
provide estimates of the number of people livingach type of property.

Demand for dwellings by tenure is calculated frdra estimate of demand for dwellings by

tenure by applying projections of average houseBad. Estimates of average household
size by tenure are calculated from data on the eurabdwellings by tenure in a base year
(HSSA, 2006). The average household size by teisypeojected to change in line with the

trends in the CLG 2006-based projections of housisho

Figure 4-8 presents the relationship between o¢mrptype and housing tenure shown in the
2001 Census data. We have used this to infer hgusnure from the residents in
employment occupations identified for each locadhatrity.

Figure 4-8: Relationship between socio-economic group and housing tenure, Census 2001 findings
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The ensuing change in tenure type by scenariodoh ¢1MA is then shown in Figure 4-9
revealing that the Central Areas show a greatewireqpent for social and private rented
properties than the HMAs in the North, South andsiV&his is to be expected as there is a
larger concentration of lower waged workers andkiesis populations in these areas, which
already show a large concentration of these tenufidge proportion of residents privately
renting has increased significantly in recent yebrd this is not shown in the model or
projected forwards due to the reliance on Censtia taderive the relationship between
occupation and tenure type.
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Figure 4-9: Projected tenure type change by scenario & HMA to 2026 shown for each of the three
scenarios: Baseline, Convergence, Public Sector Austerity
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4.17 Figure 4-10 shows the relationship between houtdngre and type based on Census 2001
findings which is again used to project forwardghim the Housing and the Economy model.

Figure 4-10: Tenure and housing type translations
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4.18 Figure 4-11 shows the projected requirements imgesf dwellings by scenario and HMA.
These vary less across the geographies and scgnatibough there is more projected
demand for detached properties in North, South Afest, and more flats and terraced
housing in Central HMAs. Flatted properties havensa significant rise in city centres,
particularly Birmingham, over the last 10 years &malaced properties remain a significant
property type in many of the lower value areasipaldrly Stoke. The findings project a
continued relatively high demand for detached prtigee in the South HMA which is
unsurprising as many of these will be located imaraifluent and/or rural areas.
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Figure 4-11: Demand components of dwellings change 2006 -2026 shown for each of the three
scenarios: Baseline, Convergence and Public Sector Austerity
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Finally, we focus on the issue of scale and thealveumber of additional properties that are
required to support each of the economic demandasios. The following Figure 4-12
displays the additional housing proposed by the R&%| Review by 2026 and the projected
additional housing requirements by 2026 to suppadh of the economic demand scenarios
within each of the HMAs. It should be noted thaggh figures are indicative; as identified
earlier, the model does not provide concrete fatscadbut projections based solely on the
results of economic modelling.

Figure 4-12: Additional housing proposed by the RSS Panel Review by 2026 . . . & projected additional
housing requirements by 2026 to support economic demand, by modelled scenario
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The absolute figures are summarised in Figure dritPdecomposed in Table 4-1.

Table 4-1: Comparison proposed and projected housing supply figures for the region and HMAs

Spatial level Public Sector Convergence Baseline RSS Panel SHMA (annual
Austerity Review housing need)
Central Three 67,300 71,900 68,600 99,800 98,320
Central Two 40,200 42,200 40,600 58,500 23,000
Central One 98,300 102,600 99,500 80,000 144,320
West 38,400 40,100 38,900 45,500 61,600
South 73,700 76,800 74,400 59,000 72,500
North 40,700 42,900 41,500 53,100 41,000
West Midlands 358,500 376,600 363,500 397,900% N/A

Source: CE Projections/RSS Panel Report/Strategiesihg Market Assessments analysis

Table 4-1 shows the difference at Housing MarketaAand regional levels between the
SQW/CE modelled demand and the proposed plannesirfgpgupply figures in the Panel
Report for RSS. Also for information, it providdeethousing need figures identified by the
Strategic Housing Market Assessments. In overathde the model projects lower housing

% RSS HMA figures exclude 2,000 proposed military tiwgs
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numbers than those estimated in RSS under all tlsmmarios. The ‘gap’ number
progressively reduces from the Convergence to teelhe and the Public Sector Austerity
scenario. We do not consider the overall scalehefdifference at regional level - around
30,000 houses by 2026 - of pronounced concern duthé number of inferences and
assumptions built into both our model and the R&Pgsed figures.

Under the regional skin, however, as was the aa007 there are significant differences.
At the HMA level, there are key variations e.g. €ahThree and to a lesser extent Central
Two, show a significant excess of supply over deindrhis is particularly marked for the
Black Country and Stoke on Trent. Conversely, bibin South and Central One HMAs
project an excess of demand over supply with spegdriance shown for Stratford and
Bromsgrove.

The map in Figure 4-13 (overleaf) shows the degrfegariance between housing supply

figures required to meet the economic demand pegday the Convergence Scenario and the
planned housing supply proposed by the RSS ParmrRdhe consequences of which are
considered further in Section 5.
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Figure 4-13: Map showing the percentage difference between the RSS proposed housing requirements
and those projected by the Convergence scenario as a % increase/decrease on the RSS figures

Key
D West Midlands region
E Housing Market Areas (HMA)

Number of additional dwellings
2006 to 2026

B oe00%
B 5o - 100%
B s 5%
City of
26% - 50%
I 5 : Stake-on-Tren
T 1% 25%
- -24%-0% Mewcastle-
[:] -49% - -26% under-Lyme g

[ | Below-50%

Telford &
> Wfekin

Muneaton
& Bedworth

Source: Produced by SOV Consulting 2009 @ Ordnance Survey Crown Copyright. License Number 100019086,
Digital map Data @ Collins Bartholome Ltd. Data: Cambridge Econometircs and GOV,

52

SQWconsuItingTE ce



5.1

5.2

5.3

The economic demand for housing in the West Midlands, 2006-2026
A final report to the West Midlands’ Regional Assembly

5: The policy issues and the delivery
implications

Introducing the analysis

This penultimate Section considers the implicatiohthe model’s results in relation to key
policy, spatial and delivery issues going forwaiithe West Midlands is beginning to develop
its Strategy for the West Midlands which will rep#athe existing RSS, RES and Regional
Housing Strategy with a single economic and spati@tegy. This should better integrate
economic growth aspirations with the spatial pattef development, in line with the
emerging Total Place agenda. The analysis setrodhis report is one of a number of
important feeds into the process.

The study has revealed that, at the regional lahel,overall quantum of housing supply
required to meet the economic demand from eacheoktenarios is not substantially out of
kilter with that set out in regional planning supfilgures detailed in the RSS Panel Report.
But the regional aggregate hides a number of inapodifferences at the level of component
geographies. This finding is aligned with the poiog work we undertook, despite the fact
that since then the region has been impacted bgra significant loss in elements of its

productive base.

Against this broad background, the material théd¥es is structured in two parts:

. first, we consider the impact of findings spatially terms of economic and
employment growth, housing distribution, tenure ayge, and the degree of
mismatch between housing requirements derived #oonomic demand and those
proposed by the RSS Panel Report, particularlyubitregional housing market area
and local authority levels. The accompanying Daahibd-actsheets provide a rich
source of intelligence for each local authority ethplay out the findings in detail.
The material in this section analyses these firglingheadline terms and highlights
those authorities where any mismatch between ajeged supply and that flowing
from regional planning work is substantial.

. second, we consider the implications of these figsi at all spatial levels
contextualising these with wider thinking on polidsivers and delivery issues. Key
elements include moving forward to the developn@nthe Strategy for the West
Midlands, and the degree to which we consider R8&ciples should be taken
forward or developed further particularly in retati to the balance between
regeneration and growth; the economic and enviromahesustainability of planned
housing supplyis-a-visthat projected through our model.
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Spatially differentiated impact of findings. . .

Headline economic impacts

As detailed in Section 2, the current Baselinequtipn is for the West Midlands economy to
follow a similar general profile to the UK, with gout stabilising in 2010 and sustained year-
on-year growth returning from 2011. The scale & tkcession in the West Midlands is
expected to be much greater than for the UK as aleyheflecting the greater relative
importance of manufacturing, with a more negatieaegal outlook for employment growth
going forward.

The three scenarios have differential impacts fojgeted GVA and employment growth at
the level of the region, HMAs and local authoritida terms of residents in employment (i.e.
the employment rate of those who live in an arather than relating to its workplaces), at the
regional level the Convergence scenario reveadhtstjrowth from 2006 to 2026 (of 2%)
whilst both the Baseline and Public Sector Austestenarios show that residents in
employment in 2026 will be lower than the 2006 fegloy 1% and 2% respectively. This is
partly accounted for by the severe fall in emplogitrees a result of the recession, which will
only be fully restored in the late 2020s.

All of the HMAs show a reduced number of resident@mployment for 2006-2026 in the

Baseline and Public Sector Austerity scenariose Thntral One, Central Three and North
HMAs show the worst reductions. Within these HMA&tse highest levels of reductions are
Coventry (12%), Sandwell (15%) and Stoke (9%) uriderPublic Sector Austerity scenario.
The South HMA is projected to be the most resilignth Warwick showing an employment

increase under all scenarios, including 10% unueConvergence Scenario.

In terms of workplace employment, all HMAs see ajgeted reduction in employment
numbers by 2026 (compared with the 2006 basehtoBaseline and Public Sector Austerity
scenarios, with the Central One, Central Three ldodh HMAs being particularly badly
affected. Within these HMAs, the highest levelseafuctions are shown for Birmingham (5%
reduction within the Public Sector Austerity sceogrWalsall (9%) and Stoke (8.5%).
Again, the South HMA shows the greatest employnggatvth over the period 2006-2026
under the Convergence Scenario (13%) and only shkoslght (less than 1%) reduction in
the other scenarios. Interestingly, of the thremll@uthorities showing the largest growth in
employment under the Convergence scenario (Salifiglford & Wrekin and Warwick),
only Warwick is in the South HMA showing a divergerof employment prospects within, as
well as between, HMAs.

Across the economy as a whole, occupations wilbtrecmore high-end, and the demand for
process and elementary occupations will fall to @02his pattern is revealed across all
HMAs, with the greatest absolute and proportionalease in professional employees being
shown in the Central One HMA, and the least for Mweth HMA for both workplace and
residents in employment. These findings point tetiooied strong economic prospects for the
South HMA and continued losses in the Central amattiN areas due to economic
restructuring, and the loss of manufacturing intipalar. The model projects that different
sectors will have different impacts (in terms ofput and employment) in different areas due
to the nature of the industries involved and adwvges of certain locations. The Convergence
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scenario projects forward the same pattern of alpimtipact. However, it is likely to have a
different spatial pattern due to changes in busimpeecesses (specifically in terms of ICT),
the increasing ability for workers not to be basemnally in conventional workplaces, and
differential locational advantages. It is cruciar fthe future economic recovery and
sustainable growth of the region that the poterdifferentiated spatial impact of cluster
performance is given more consideration going fodwa

The Public Sector Austerity scenario is based andinect impacts of a contraction of
employment and output; it does not, however, taite account théndirect implications in
the public sector supply chain or thelucedspend resulting from consumption by public
sector employees. It is, therefore, possible thatrealisation of this scenario could have a
more deleterious impact on the economy as a whulenaay have a more marked spatial
impact on those areas where public sector employriseurrently densest, such as the
Central One HMA.

. and their implications for housing

The projected housing figures shown in Figure 47ahle 4-1 and in Figure 4-13 together
provide a useful overview of the potential mismalehtween planned housing supply in the
RSS and that projected through economic demandros&cthe HMAs, the RSS proposes
higher housing numbers than the model projectautirdor the Central Three HMA (where
the Black Country shows a particularly severe digga and for Central Two, North and
West to a lesser degree. Within these, Stoke affdrd & Wrekin show particularly large
differentials. The economic scenarios project higimusing requirements for the remaining
HMAs of Central One and South than is proposechbyRSS Panel Report, with Bromsgrove
and Stratford showing a very high potential misthatc

From these findings, it can be seen that the ptiojeg show continued strong housing
demand in many of the areas already favoured, méroting the initial position identified in
the 2007 work. This is likely to be due to the domed desirability of the areas in terms of
residential quality including public services, donoed economic prosperity and growth in
high-end occupations, and the continued propermsityorkers to live in the most desirable
areas that they can afford and travel longer digtsiio work rather than moving to areas of
lower cost closer to their workplace.

As a region, in terms of travel to work patterns fioofessionals, the West Midlands shows
high levels of self-containment across the locahatities particularly in the urban centres of
Coventry, Stoke-on-Trent and Wolverhampton. Unssimgly this pattern is complemented
by high levels of in-commuting to Birmingham. Thatfzorities with the highest numbers of
out-commuters to Birmingham are Coventry, Solihalhd Sandwell. Warwick and
Bromsgrove also have high numbers of resident psideals who travel to Birmingham.
Coventry and Warwick are the districts with thehagt levels of out-commuting whilst there
are some cross-regional patterns away from thectagelirection such as Wolverhampton to
Newcastle-under Lyme and Birmingham to Bromsgrove.

On the issue of tenure, the model’'s findings caly be considered indicative as the tenure
element has been calibrated by using the occupgtgiame pattern from the 2001 Census.
Since then, the housing market has changed signtficwith the continued contraction of

55

SQWconsulting ¢ e



5.14

5.15

5.16

The economic demand for housing in the West Midlands, 2006-2026
A final report to the West Midlands’ Regional Assembly

the social rented sector, greater potential actessome ownership through liberalised
lending policies, but with increased house priaegrh-out some sectors of the community.
At the same time, the private rented sector hazased, and is likely to continue doing so.
The projections under all three scenarios identlig continued dominance of owner
occupation particularly within the Convergence sc&n Proportions of social rented and
private rented remain much lower in accordance Wigoric trends. Spatially, the scenarios
suggest a greater proportion of social rented Imgug required in the Central Housing
Market Area, particularly Birmingham and Sandw#llithin the other HMAS, Stoke also
shows a relatively larger requirement than the ayer Conversely, Bromsgrove, Shropshire
and Warwick show very high proportions of owner wuation reflecting their relative
affluence.

With a reduction in the delivery of social housirand difficulties in obtaining mortgage
finance to access owner occupation, it is inevitabat the private rented sector will continue
to grow and provide housing for a much larger prtopo of the population than has been
seen to date. The private rented sector has liatlyribeen characterised by transient
populations, particularly students and migrantsyéaeer, this has changed over the last
decade with greater numbers of young professiaealing as they cannot access the housing
market. In addition, there is anecdotal evidencgrefter numbers of ‘empty-nesters’ and
families renting privately although this is likely be from necessity rather than choice. The
private rented sector has traditionally been peetkhas being problematic due to high levels
of anti-social behaviour resulting from homes inltiple occupation and poor landlords who
do not maintain their stock or manage their tenanltscreasingly, landlord accreditation
schemes and selective licensing are being useettermanage the sector supported by local
authority private sector renewal strategies whiolv mecognise its importance. The model's
projections show owner occupation and social rerftgdres which are unlikely to be
deliverable within the current housing market atteérdion should be given to fostering a
sustainable, high quality and well managed privatged sector across the region. Finally, it
is likely that increased intermediate housing sohg will be required although these are not
yet being delivered on a substantial scale.

The model largely projects forward teatus qupbut housing market performance over the
last 15 years or so has, to a large degree, bgpitatcompared with historic patterns. As
identified within the Nevin Leather Associates’ oefp home ownership looks set to return to
the levels of the late 1980s, and the prevailingsitay market conditions of the late twentieth
and early twenty first centuries, in terms of easgess to finance, large mortgage advances
and small deposits are not likely to return quicklipousing markets are therefore likely to
return to former ways, rather than establish a pavadigm. The model projects forward
from atypical circumstances and, therefore, it ¢ surprising that some of the results are
incongruent with the current economic and housiagket situation.

Turning to house type, again the Census correldtgdween housing tenure and housing type
has been used to project forward supply requiresnentype of dwelling linked to economic
demand. The proportions of different house typeaiammoughly the same across all three
scenarios, with the West and South HMAs showingemarger house types (detached and
semi-detached properties), and the three Centrdl Morth HMAs showing a greater
requirement for terraced housing and flats dueh&ir tmore urban nature and less positive
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economic prospects. Again, care needs to be takinglation to the absolute figures due to
the reliance on Census 2001 patterns, particuderhere is no data reflecting the relationship
between socio-economic group and house type. $ineceme of the Census, there has been a
considerable increase in flatted properties pderguin the city centres, which will not be
reflected in these figures. Similarly, regeneratioitiatives and the HMR Pathfinders in
particular are aiming to increase the range anécetaf properties, and reduce the monolithic
supply of terraced housing which does not suit #spirations of households today.
Continuing the status quo in housing provision withply maintain the current situation in
terms of polarised housing markets.

Across all local authorities, the projections dot mudicate greatly different profiles of
housing by type going forward, despite the largeréase in managing professional
occupations. This is due to:

. There being offsetting falls in demand for simillypes of houses from other
occupations; that is, the net change in demand tgpe of housing is much smaller
than implied by the additional higher-order occugre

. A loss of information in the model: whilst we kndiae tenure profile of dwellings by
socio-economic class, we do not know the type operty owned by class (that is,
the type-profile of owner-occupied housing amonghaggers, demand for which is
increasing, could be weighted towards detachedeptiés, while that of class 3.
Intermediate occupations, demand for which isrgllicould favour terraced or semi-
detached properties.)

As a result of the above, the number of people aletmg’ different types of properties has
not increased in line with the increase in highedeo occupations because of the
counteracting decrease in demand arising from thosepations in decline.

A more detailed assessment of the implicationhiatlével of individual local authorities is
set out in the Dashboard we have developed indiligitfor each authority. These are
available separately to this report.

Implications for policy and delivery

In broad terms, planned housing supply is less thahprojected from economic demand in
those areas already favoured for in-migration, inode in areas where economic demand is
weaker. This will come as no surprise as planniolicy actively promotes development to
meet housing need and/or achieve the regenerdtidepoived areas (both urban and rural) to
increase their population as well as improve regideenvironments for existing residents.

There are two obvious, yet not necessarily realistblutions to this dilemma. Either
employment growth needs to increase in areas whlenened supply currently exceeds
economic and housing demand, or increased housindsnto be provided in areas where
demand exceeds planned supply.

Meeting the RSS Panel Review’s housing proposalsldveequire significant employment
growth in locations where it is currently declinjramd is forecast to continue to decline even
once the economy moves out of the recession amdradovery. The scale of required
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employment growth may be unrealistic and also aigoen increasing employment, rather
than an uplift in GVA, could have the unwanted outes of either increasing long distance
commuting as people remain in the more favouredsaend travel to where the jobs are
being created, or that a substantial number of\value jobs will be created, which would

have the effect of reducing rather than increasivgWest Midlands GVA growth rate to

match that of the UK.

Spatial policy aspires to achieve urban and rumthaissance in order to achieve
environmental sustainability (encouraging peoplerével less and minimising the use of
greenfield land), and achieve regeneration of gegricommunities particularly where out-
migration has led to an impact on service delivéfye Housing Market Renewal Pathfinders
(in Stoke and Birmingham/Sandwell) and the Impamtestment Locations (including the
significant Growth Points Programme) all aim to noye residential quality and ‘liveability’
of areas, and have been prioritised in all releyauttlic policy and investment programme,
but the housing preference of professional worketslikely to be affected by these. Policy
makers have grappled with the potential impactafde building outside regeneration areas
on the success of initiatives within them for salgmrears. Through our research we have
identified two opposing views, both from 2008:

. According to the Nathaniel Lichfield study whichogirded a core input to the revised
RSS housing figures, there is.. ‘no evidence thateiasing housing supply outside
the Major Urban Areas will deter urban renaissaraed ‘additional housing can
support economic growth, address affordability aswubport urban and rural
renaissance’.

. The West Midlands’ Chief Engineers and Planningd@fs Group reported in 2008
that in relation to housing distribution ‘withouirther policy intervention, a further
200,000 people could leave the Metropolitan Areardkie RSS period which could
run counter to both the urban and rural renaissance

Our view is that a balance needs to be struck. lidkéred adherence to urban renaissance
with the imposition of planning constraints or ntoréa on more popular areas may actually
lead to these areas becoming more desirable dexectosivity, a growth of NIMBYism, and
house prices rising beyond the means of local pedpbnversely, a total lift on planning
controls would not only have severe impacts forirmmvmental sustainability, but could also
stymie current progress in the regeneration ofrélggon’s cities and towns. Overall, it does
appear as if the current balance could be too nmudavour of regeneration of the central
areas at the expense of additional housing paatiguin the south of the region which could
have an impact on attracting the required labopplsuto meet the requirements of increased
higher order occupations, especially as the solitheoregion becomes yet more integrated
with the economy of London and the Greater Sou#t.Ea

Related to the above, our model does not take a@mmount the availability of land or
existing/planned infrastructure to support add#iohousing in the projected distribution,
although other studies, such as that undertakeé¥aliyaniel Lichfield, consider that sufficient
land is available for additional housing and infrasture issues are not insurmountable.
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Over the last ten years, house prices have inatesagnificantly across the region and despite
falls during the recession, owner occupation is wotvof the reach of far more people that it
was at the time of the Census. In the same einCredit Crunch and subsequent recession
have made access to mortgage lending and othes foffinance increasingly challenging to
any but the most ‘credit worthy’. These developteetould lead to the favoured locations
becoming even more popular and as desirabilityem®es house prices, only those with
considerable resources will be able to affordve in such locations. Conversely, those with
limited means will be restricted to the areas whaoh subject of regeneration, leading to an
increasingly polarised region and making the admnesnt of mixed and sustainable
communities an even greater challenge. Our temuehause type projections (whilst noting
the caveat that these are based on 2001 Censempatiupport this continued concentration,
with a requirement for greater proportions of largemes in owner occupation in the South
and West, and relatively more smaller terracesflatslin privately or socially rented tenures
in the Central HMAs.

Finally, it is important to consider business digrities going forward. At this juncture,
we can only suggest what these may be, but theld d@mve a significant impact on future
required housing supply. Whilst current researajgssts that travel to work distances will
continue to increase with a sustained reliancenemtivate car, a greater commitment to the
low/zero carbon agenda and increasing technologidaances pave the way for home
working on a far greater scale than is currentlingpeseen. Within higher professional
occupations, there are already a significant propoof people travelling very long distances
to work (across, rather than within regions) but dely, and spending the remainder of their
time working from home. Such changing patternddtave a significant impact on future
travel to work patterns and, consequently, houkingtions and mixes.

In closing this Section, it is important to recagmthat we are not recommending that a whole
new set of housing figures should be developed atcimthe model’'s economic demand
derived supply requirements. Rather, we recommkatthese findings should be taken into
consideration alongside others, such as housingd, redordability and access to credit, to
form the roundest view possible of the drivers onding demand and supply going forward.
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6: Conclusions and recommendations

This study has examined the scale and locatioroosing demand which is likely to result

from three differentiated economic growth scenariosthe period 2006 to 2026, and

compared this with the planned housing supply psedoin the RSS Panel Report. These
scenarios are based on trend based growth, asscom@rgence with the UK average

growth rate for the period to 2026 resulting frootelerated growth delivered by regional

priority clusters, and a more pessimistic outloeg&orporating a fall in government (current)

spending in real terms year-on-year through to 2013

In this concluding section, we identify those megsareinforcing the findings from the 2007
study, those which take it forward, and end witbriaf review of the model and a number of
recommendations regarding its future applicatiors. Righlighted earlier, it should be
remembered that the model ugsjectionsnot predictionsof future economic growth-led
demand, and then translates these into future mgusquirements using a number of
assumptions and inferences. It therefore shouldbeotaken as an exact determinant of
required future housing supply distribution acrdlss region, but rather as providing an
economic demand dimension to the ongoing debat®uosing provision

Messages reinforcing the findings from the 2007 study

The key messages from the 2007 study have all loeefirmed and to a large degree
reinforced within the current study. In summary:

. Projected household size remains the most crueielof in driving the future
economic demand for housing, with GVA growth anclryment rates having less
of an overall impact. The projections resultingiirthe three scenarios showing small
differences in the overall scale of required hoggwidence this.

. The overall scale of projected housing demand adtesthree scenarios is roughly in
keeping with that from the RSS Panel Review, bardhare marked disparities
between economically driven housing demand andngldsupply at the sub-regional
housing market area and local authority levels.

. The projections resulting from the economic growtienarios suggest a continued
propensity for high dwelling demand in more popudegas which exceed the Panel
Report’'s planned supply figure. The reasons beltiigl are still likely to relate to
residential quality, economic prosperity and avaliy of employment, and a
continued preparedness of residents to travel thsiginces rather than live in more
affordable properties closer to work. Conversetyareas which are currently less
popular and in need of regeneration, planned sufigliyes continue to exceed the
projected economic demand requirements.

. The projections also suggest continued tenure anihg type imbalance with a

continued high proportion of owner occupied, langeperties in the South and West
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and a relatively larger proportion of privately asocially rented properties in the
Centre. This pattern is in fact likely to be evearenmarked with the tightening of
mortgage lending, vulnerability of home ownershippsome of the urban areas,
particularly Stoke, and increasing unemployment.

Whilst these confirmations are helpful, it is imf@mt to recognise that the economic situation
that the region faces is now markedly differentntlia 2007. A key difference, which will
have serious implications for the region, is theyveal prospect of jobless growth through to
2026. Both the Baseline and Public Sector Austex@ignarios project a reduction in overall
employment by 2026 (compared to the position in&0@vhilst the 2026 Convergence
scenario projects only slight employment growthwabtine 2006 level.

Moving forward

As we move towards the development of the Straftegythe West Midlands, there is a

greater understanding of the interconnectednesgseadationships between the economy and
housing markets. Planning and economic developiherisions are now increasingly being
made in an integrated way, with ‘silo working’ rgpite a thing of the past but certainly no
longer the norm.

The disparity between planning policy directivesd athe resulting planned housing
distribution and economically-drive requirementswdld not immediately be dismissed on the
basis of conflicting with regeneration policy orllyuaddressed with large scale house
building in the more desirable areas. These firglinged to be considered in the light of
major affordability challenges (across the regiant bf particular severity in the South),
housing need (particularly within the Central OridAy), and difficulties in accessing finance
which could in fact concentrate and sustain theetuipattern of development.

Overall, there appears to be an ongoing momentuwendgating the problems already evident
in the West Midlands (as in many other areas) ofeiasing social polarisation between the
‘desirable’ and ‘less desirable’ areas, with affice being the key deciding factor. These
issues are likely to remain once the economy ersdrgen recession and enters recovery and
are likely to continue to do so into the futuregr8iicant progress with regeneration
initiatives or a greater commitment to the zerdooaragenda reducing commuting distances
will be required to address this challenge.

Reviewing the Housing and Economy Model

Modelling in the real world . . .

In framing the model, we have taken an approaclchvielies on modelling a continuation of
past trends and existing patterns in terms of idigion, tenure and housing type. Data
limitations mean at present we have little othevich. In taking forward projections which
fundamentally reinforce the status quo, it is upgaing that economic demand requirements
do not meet those of the RSS planned supply, pé&atig when RSS is deliberately trying to
re-focus development patterns to enable the regeoerof urban and rural areas, protect the
countryside and meet evident need. However, ingdstnit does provide a useful input to the
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embryonic Strategy for the West Midlands — thesethe patterns that are likely to emerge
without intervention.

Overall, this report, its findings and analysis @Wdobe viewed and considered as providing
the economic demand input into the housing debate.have provided projections, not
predictions in an area of policy which is dominatedpeople’s preferences — preferences
which are not always logical and cannot easily togepted through an economic model.

Thinking about developing the model

This report sets out the findings from a secondafuine model, following its first iteration in
2007. We consider the model provides a useful @mallenging addition to the housing
figures debate. It has its constraints, and uliyamodelling people’s preferences will never
be a perfect science. That being said, going fadwee would want to offer the following
recommendations to ensure subsequent works moeesltective knowledge forward:

. Data asymmetries and gaps- work will be required to address some of thesgap
up-to-date information, which are a significant staint to the model. There is a
legitimate exposure in that the model is very gveeliant on Census 2001, causing
difficulties as we move further away from the Cendate. This is a relevant issue of
wider applicability than just this model. For exdmghere is no consistent, publicly
available, secondary data on current or projectedsing tenure patterns at the
national, regional or local authority levels onvigato work data making planning for
housing extremely difficult.

. Understanding and improving alignment between ttopgsedimpact Investment
Locations and the Strategy for the West Midlands will be eiaé Whilst still at the
proposal stage, the move to Impact Investment lLaasit(lILs) could represent a
potentially huge uplift in housing development. Aathough the Growth Point
interventions are included within the RSS Panalrfg, it is unclear to what degree
other proposals are taken into account in modehimgsing supply.

. Further work is required to understand future business discontinuitiesand how
these may influence the future development of eympénmt and housing location.
Changing business processes and more flexible gemaents for the location of
workers could lead to less travel to work journbys over longer distances or reduce
these altogether although home working will nevempletely replace the face to
face communication which is essential for succeghinv knowledge industries.
Technological developments and the impact of vagryavels of commitment to the
low/zero carbon agenda, along with increasing fuaes, are all likely to be key
within this area.

. It is essential that more work is undertaken to ewsthnd thelikely spatially
differentiated impact that will result from improve d performance in the region’s
clusters to achieving a greater GVA growth ratetlf@ region. More fundamentally,
work could be usefully done to better identify tasectors where real future growth
is likely to come from. Within the model, the pmrhance of clusters within the
baseline scenario is projected to have differeatigbimpacts as different locations
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will have specific advantages for different indietr However, there is no
intelligence available to inform how these spafrabacts may differ if cluster
performance is improved, which is a significantrstmming.

. Further consideration of how the regional housing fier compares with that of

other regionsshould be undertaken to ensure that proposeds@rttons enhance the
West Midlands’ competitiveness in terms of attragtivorkers, particularly those in
higher order occupations in knowledge industries velne essential to long-term
economic prosperity. At present, the model consitlee West Midlands region as a
‘closed system’, and with any future applicationtioé model it may be useful to
include a benchmarking element with the performawnfcether regions’ economies
and housing markets. Such benchmarking would iserethe model's wider
applicability and enable policy makers to underdtaather than asset, the degree to
which the region’s housing offer genuinely providesith a competitive edge.
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