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1. Foreword

This report summarises an analysis of changes in house prices within the West
Midlands for the period January 2004 to September 2008. As such, the analysis
shows the beginnings of the downturn in the housing market, which began at the
peak of the market in quarter 3 of 2007.

Since September 2008, the downturn in house prices has continued and its
impacts have been more widely felt, although some commentators have
speculated during quarter 2009 that the market may be “bottoming out” and
stabilising.

It is the intention of the Regional Housing Executive to commission an update of
this analysis of house prices in the Region when sufficient data is available from
Land Registry. In the meantime, a separate analysis has been commissioned to
explore the effects of the “credit crunch” and subsequent economic downturn on
housing markets in the West Midlands. This and all of the research
commissioned by the Regional Housing Executive is made available on the West
Midlands Regional Assembly website at www.wmra.gov.uk.




2. Introduction

This document provides a detailed commentary and analysis of house prices
across the West Midlands, commissioned by the West Midlands Regional
Assembly. Wider economic trends and the implications of changes in house
prices are also discussed.

The house price data used for this analysis is from the Land Registry’s Price Paid
data set. This dataset includes a number of fields, which are listed below.

Price paid

Date of transfer

Full address of the property (including postcode, district, county)
Property type (Detached, semi-detached, terraced, flat/maisonette)
New build property or re-sale

Leasehold or freehold

The dataset has been obtained for every property sold in the West Midlands
between January 2004 and September 2008 inclusive. The dataset contains the
postcodes of all properties sold and can therefore be aggregated to any higher
geographical level.

The housing market has seen a considerable change recently, coupled with a
severe economic downturn within the UK. The collapse of the sub-prime market
causing a lack of credit flowing within the financial system is seen as a major
factor for the decrease in house prices seen recently and the UK entering
recession.

House prices and the number of houses being sold have been decreasing since
the beginning of 2008. The number of properties being sold is currently less than
half of levels seen in recent years.

A number of maps are included within the report that have been created using
spatial analysis of the house price data, with a detailed methodology presented in
Chapter 3.

The Land Registry Price Paid data in the report is presented at Housing Market
Area (HMA) level. These are sub-regional geographical areas defined by
household demand and preferences for housing. They reflect the key functional
linkages between places where people live and work.

The West Midlands Regional Housing Strategy (June 2005) divided the region
into four parts - North, South, West and Central, for the purpose of conducting
strategic housing market assessments and formulating housing policies. Due to
its size, significance and complexity the central zone was subsequently divided
into three sub-regions.



Table 1. West Midlands Housing Market Areas

HMA Local Authorities

Central 1. Birmingham, Lichfield, Solihull, Tamworth

Central 2: Coventry, North Warwickshire, Nuneaton & Bedworth,
Central Rughby

Central 3: Cannock Chase, Dudley, Sandwell, South Staffordshire,
Telford & Wrekin, Walsall, Wolverhampton

East Staffordshire, Newcastle-under-Lyme, Stafford, Staffordshire

North Moorlands, Stoke-on-Trent

South Bromsgrove, Malvern Hills, Redditch, Stratford-on-Avon, Warwick,
Worcester City, Wychavon, Wyre Forest

Bridgnorth, Herefordshire, North Shropshire, Oswestry, Shrewsbury &

West Atcham, South Shropshire®

Figure 1: West Midlands Housing Market Areas (HMAS)

© Crown copyright. Al rights reserved
VVorcestershire Courty Council 100015914
For reference purposes only

Mo further copies may be made

Source: Worcestershire County Council

! From 1% April 2009, the 5 District Councils in Shropshire together with Shropshire County
Council merged to make one new council called Shropshire Council.



3. Background

The last 15 years or so has seen a sustained period of house price inflation
across the whole of the UK, well above that of average incomes, resulting in
declining affordability.

Since July 2007, conditions in the housing market have changed dramatically.
The collapse of the sub-prime market in the United States (whereby high-risk
borrowers were lent money on variable and volatile rates of interest) resulted in a
loss of confidence in the banking sector globally, with financial institutions being
increasingly reluctant to lend money to each other due to uncertainty over
exposure to bad debts. The cost for banks to borrow from each other increased
markedly, reducing the flow of money between institutions, leaving banks unable
to raise funds to lend to customers.

This lack of liquidity in the market led to a reduction in the number and range of
mortgages, particularly for first-time buyers and households looking to
remortgage with high loan to value ratios.

The combination of tighter lending conditions and higher mortgage interest rates
meant that fewer people were able to secure affordable finance for house
purchases. Consequently, the demand for market housing has decreased
significantly and hence house prices have begun to fall.



4. Methodology of Geographical Analysis

The geographical analysis in this report is presented through a number of spatial
maps based on individual house price data, identifying areas across the West
Midlands where house price formation is similar.

The spatial mapping does contain any restrictions such as administrative
boundaries or geographical housing markets. The data cover the period January
2004 to September 2008. The Price Paid Dataset contains separate records for
each sale recorded by the Land Registry during the period. Data were obtained
for all property sales within postcode sectors in the West Midlands region, plus
those within a 10 kilometre buffer of the region in order to avoid 'edge' effects.

The figures presented are calculated from the Land Registry Price Paid Dataset,
which was purchased by the West Midlands Regional Assembly for use in this
project. The method employs a continuous approach that smoothes out variations
in house prices at a local level to produce a broader scale across the whole
region. The following description gives a step-by-step guide to how the maps
have been produced:

1) Raw house price data were loaded to a MS Access project and the
required subset of records was extracted (for example, all sales in a given
year).

2) Postcode sectors were identified by extracting the first 4 or 5 characters of
the postcode field (e.g. B1 2 or WR15 3).

3) Average house prices were calculated for each postcode sector, and
exported as a dbase file.

4) In ESRI ArcMap 9.3, a vector polygon postcode sector layer was added to
a new project. The average house price dbase file was added to the
project and joined to the postcode sector layer.

5) Using the Neighbourhood Statistics function on the Spatial Analyst
toolbar, the layer created in 4) was converted to a raster layer consisting
of 100m (1ha) grid squares. Each postcode sector was, therefore,
represented by a several squares, all of which were assigned the average
house price value of the postcode sector in which they were located.

6) Using the Density function on the Spatial Analyst toolbar, the house price
raster grid was smoothed. This function moves from cell to cell, calculating
the average price for the squares within a 10km radius of the cell in
guestion.

7) The resulting smoothed average figures were classified into sensible
house price bands for ease of understanding. Areas where property prices
are similar can be identified, and comparisons can be made between
house price patterns for different time periods.



5. House Price Analysis

The following section contains analysis of average property prices since 2004 for
Housing Market Areas (HMAs) and differing time periods. All the data presented
is from the Land Registry Price Paid data set.

5.1 Current Average Prices

The average price of a property in the West Midlands for the first 9 months of
2008 stood at £172,256, compared to £220,180 in England & Wales. The South
and West HMAs have the highest average prices within the West Midlands,
significantly above the regional average and similar to that of the national
average. The North HMA exhibits the lowest prices, somewhat below the regional
and national averages.

Figure 2: Average House Prices, 10km, Jan — Sept 20 08
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Note: Data was obtained for a 10km buffer around the West Midlands but areas beyond the
West Midlands boundary may be subject to "edge" effects.
Source: Land Registry, 2009.



Figure 2 shows the spatial variation of house prices within and surrounding the
West Midlands region. The map clearly shows the areas of concentrated high
average house prices fall within the South and West HMAs, shown by the large
areas of dark blue.

The map is scaled appropriately to allow variation in regional house prices to be
visible and clear. For example, prices in the south east of the region, particularly
Stratford-on-Avon and Wychavon Districts, are much higher than both the
regional and national average. High prices can also be seen spreading into
Herefordshire, Malvern Hills and Warwick, all in the south of the region.

The lowest prices and those below regional and national averages are clearly
visible in Birmingham, the Black Country and across into Coventry, Nuneaton and
Bedworth, represented in light blue. To the north of the region, Stoke-on-Trent
also exhibits similarly low house prices.

Beyond the extent of the West Midlands region there are clear differences. To the
north and south, house prices are high in Cheshire and the Peak District, as well
as Gloucestershire and Oxfordshire. To the west, where the region borders
Wales, prices drop quite considerably, as is the case to an area east of the
region, which is mainly Leicestershire.

5.2 Property Type and Age

The variation of average price is noticeable in all areas of the West Midlands and
is strongly influenced by the type of property. Typically, on average, detached
properties command higher prices than semi-detached properties, which in turn
command higher prices than both terraced properties and flats or maisonettes.

In 2008, the average price of a detached property within the West Midlands is
almost double that of a semi-detached property. Terraced houses currently
command a small premium over flats and maisonettes.

Table 2: Average House Price by Property Type, West  Midlands, 2008 *

Property Type Average Price
Detached £293,324
Semi-Detached £158,645
Terraced £130,128
Flat/Maisonette £126,745

" Up to Quarter 3 (January — September)
Source: Land Registry, 2009.

New-build properties also command a small premium over re-sales. For the first 9
months of 2008, the average price of a new-build property stands at £175,835
compared to £171,913 for a re-sale. However, with the sales of new-build
properties declining sharply over recent months this price variation is changing
significantly (Graph 5).



Table 3 shows that new-build properties of all types have a higher average sale
price in 2008 than re-sale properties in the West Midlands. However, the
difference in this price is very different for the four property types. New-build
detached properties in 2008 sold for an average of 4.9% higher than re-sale
properties, compared to a difference of 32.6% for terraced properties.

Table 3: Average House Price by Property Type and A ge, West Midlands,
2008"

Property Type New-build Re-sale Difference
Detached £306,700 £292,455 4.9%
Semi-Detached £182,128 £157,749 15.5%
Terraced £169,874 £128,107 32.6%
Flat/Maisonette £142,054 £118,829 19.5%
West Mids Region £175,835 £171,913 2.3%

Up to Quarter 3 (January — September)
Source: Land Registry, 2009.
5.3 Average Price Time Series
Average house prices have risen sharply in recent years before peaking in the
autumn of 2007. In the West Midlands region, house prices rose on average by

117% between September 2000 and September 2007.

Table 4: Average House Prices by HMA, Jan 2004 — Se pt 2008

HMA 2004 2005 2006 2007 2008"

Central £141,025 | £147,820 | £157,115 | £163,092 | £160,468
North £116,959 | £127,756 | £135,257 | £141,687 | £142,528
South £197,977 | £203,921 | £214,238 | £227,102 | £225,832
West £181,421 | £190,604 | £204,225 | £215,464 | £217,193
West Mids Region | £150,543 | £157,856 | £167,992 | £174,577 | £172,256

Up to Quarter 3 (January — September)
Source: Land Registry, 2009.

Within the West Midlands, average house prices have always been highest in the
South and West HMAs, markedly above the average for the region. The North
HMA exhibits the lowest prices, somewhat below the regional and national
averages. But the North HMA has seen the largest relative increase in house
prices between 2004 and 2008, 21.9%.

In the first three quarters of 2008, the West Midlands saw a small decrease in
average house prices. However, over the same time period, the North and West
HMAs have seen an increase in average house prices, although with the
downward trend in prices continuing in 2008, it is likely that all HMAs within the
West Midlands region will see a year-on-year decrease in average prices.



Graph 1: Quarterly Average House Prices by HMA, Jan 2004 — Sept 2008
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Source: Land Registry, 2009.

Comparing the third quarter of 2008 with the same quarter the in the previous
year, shows -2.0% decrease. In fact all of the HMAs have seen a decline in
average prices comparing Q3 year-on-year, with the largest decrease being the
North HMA at -3.1%, followed by the Central HMA (-2.7%), West HMA (-2.5%)
and finally the South HMA (-1.6%).

Average house prices have seen a seasonal dip in winter and continued to rise in
the following year. However, after Q3 2007, prices only increased slightly or
levelled out in the four HMAs. The Central and South HMAs have seen two
guarters of house price growth in 2008, as has the West Midlands overall.

The majority of Local Authorities have seen average house prices drop in 2008
but a number have also seen average house prices increase. There are a
number of reasons for this including the types of properties sold or major new
development for example. Rugby has seen the largest increase, 4.6% for the first
three quarters of 2008 compared to 2007. Conversely, Malvern Hills, which has
some of the highest house prices across the West Midlands region, has seen the
largest decrease of 8.6%.

The credit crunch began in July 2007 and so it is interesting to look at how
average house prices and the number of sales have changed since this point. In
the West Midlands at September 2008, the average house price was almost 7%
lower than in July 2007, clearly demonstrating the downturn in the housing
market. Sales over the same time period are down by two thirds.

The following two graphs present the change in average property price and the
number of sales between July 2007 and September 2008.




Graph 2 shows that average prices are decreasing across all four HMAs in the
West Midlands, but this isn't a uniform, with the average price going up and down
month on month.

Graph 2: Monthly Average Property Price by HMA, Wes t Midlands, Jul 2007
— Sept 2008
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Note: The data towards the end of the time period, i.e. September 2008, is
likely to be under-populated due to the way in which properties are registered
once a sale has taken place. It is not uncommon for there to be a lag before
information about transactions including sale date is registered by the Land
Registry.
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The number of houses sold normally decreases in the winter and then picks up
again in the spring of each year. However, after a sharp decline in the number of
sales across all four HMAs in the second half of 2007, sales then remained fairly
constant through the first half of 2008 before beginning to decline again from May
onwards (Graph 3).

Graph 3: Monthly Number of Sales by HMA, West Midla  nds, Jul 2007 — Sept
2008
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Source: Land Registry, 2009.

The following pages present the change in average house prices across the West
Midlands region using the methodology described in Chapter 3. A map for each
of the five years between 2004 and 2008 has been included.
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Figure 3: Average House Prices, 10km, 2004
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Source: Land Registry, 2009.

Figure 3 shows house prices vary significantly in different areas of the West
Midlands, although the geographical distance between variations is not always
that far, particular in large urban areas. Birmingham and the Black Country
typically have some of the lowest prices below £150,000, but are located close to
Solihull and Warwick, which have typically high house prices.

Stratford-on-Avon and Malvern Hills are shown as having the highest prices
across the region, followed by Herefordshire and Wychavon. All these districts
are located in the South of the region and are typical of prices that would also be
prominent in the South East and South West regions of England.
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Figure 4: Average House Prices, 10km, 2005
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Source: Land Registry, 2009.

The lowest band of under £150,000 has contracted from the previous year in the
two areas it is prominent, Birmingham and the Black Country and Stoke-on-Trent.
As house prices increased between 2004 and 2005, the spatial map has changed
with areas of higher prices expanding, particularly into Herefordshire and
Wychavon. Furthermore, the £225,000 - £250,000 banding has spread to connect
previously isolated areas.

The relative price difference between areas is still the same as the previous year

with lowest prices located in the most urban areas of the region and the highest
prices located in the south close to the bordering regions.
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Figure 5: Average House Prices, 10km, 2006

Source: Land Registry, 2009.

Figure 5 continues to show an increase in average house prices across the whole
West Midlands region. Again there is a contraction in the price bands below the
regional average and expansion in the bands above the regional average.
Namely the South and West HMAs contain prices above £200,000, with some
districts in these sub-regions having areas with prices even higher.

Variation in house prices is not restricted to administrative boundaries but is
significantly different in major urban areas and other areas. The influence from
the south east has grown with prices much higher than the regional average
(E172,256), which is shown across all districts in the South HMA.

An interesting pocket of higher than average house prices has begun to appear
on the border of East Staffordshire and Lichfield.
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Figure 6: Average House Prices, 10km, 2007

Source: Land Registry, 2009.

In 2007, house prices reached their peak and therefore Figure 6 shows the
largest spread of high house prices, well above regional and national averages.
The only area shown with prices below £150,000 is Sandwell, but this is heavily
influenced by low prices of areas within 10km.

The average house price for the West Midlands in 2007 was £174,577%, but the
spatial map above shows large areas in the West Midlands exhibiting prices
above this level. Both the two highest price bands have spread further since 2006
as prices kept up their sustained growth through the first three quarters of the
year.

2 Table 4
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Figure 7: Average House Prices, 10km, 2008 *

! Up to Quarter 3 (January — September)
Source: Land Registry, 2009.

The final year in the five year series shows the trend of the previous four years
beginning to reverse. In the urban areas there is a re-emergence of the lowest
price band and in certain areas in the south of the region, the areas of highest
house prices have begun to recede slightly. Although comparing year-on-year
does not give a complete comparison, it shows the likely trend that would be seen
if the data for 2008 was complete.

16



5.4 Property Type and Age Time Series

Table 5: Average Annual Property Price by HMA and P
2004 — Sept 2008

roperty Type, Jan

HMA .'?;‘;'Ze”y 2004 2005 2006 2007 2008
Detached | £237,648 | £256,329 | £269,811 | £284,630 | £284,650
central Semi £132,675 | £141,464 | £148,931 | £155,792 | £154,095
Terraced | £108,306 | £116,657 | £123,681 | £129.427 | £128,283
Flat £115,208 | £122,599 | £126,667 | £128,747 | £123,130
Detached | £197,310 | £218,089 | £225,849 | £237,886 | £243,320
North Semi £106,518 | £118,398 | £125,827 | £132,346 | £132,005
Terraced | £74,370 | £85,922 | £93.407 | £99.586 | £99.557
Flat £100,620 | £109,404 | £110,914 | £112,593 | £116,958
Detached | £293,581 | £304,469 | £319,714 | £340,776 | £337,213
South Semi £171,634 | £181,037 | £189,950 | £200,210 | £198,109
Terraced | £148,477 | £152,833 | £162,577 | £172,765 | £168,960
Flat £131,722 | £141,363 | £144,563 | £146,273 | £141,303
Detached | £252,871 | £268,810 | £282,767 | £300,057 | £302,996
West Semi £149,237 | £159,178 | £171,474 | £181,291 | £178,539
Terraced | £126,930 | £139,226 | £151,011 | £158,996 | £157,564
Flat £112,566 | £117,784 | £128,742 | £133,210 | £146,834
Detached | £246,070 | £263,796 | £277,150 | £292,874 | £293,324
West Mids  |Semi £136,089 | £145,438 | £153,537 | £160,470 | £158,645
Region Terraced | £109,183 | £117,714 | £126,079 | £131,781 | £130,1 28
Flat £117,382 | £125,112 | £129,105 | £130,919 | £126,745

Up to Quarter 3 (January — September)

Source: Land Registry, 2009.

The annual property prices in 2008 have generally reduced slightly from 2007 for
all but detached properties across the different Housing Market Areas. The South
HMA is the only sub-region to see a fall in detached property prices in 2008
compared to the previous year. Looking at the region as a whole, detached
properties are the only type not to see a decrease in 2008.

Comparing Q3 2008 to a year earlier, flats and maisonettes have experienced the
largest fall in average price, down 6.0%. Terraced properties have seen a
decrease of 4.6%, semi-detached properties 3.3% and detached properties 2.1%
when comparing quarter averages year-on-year.

Flats and maisonettes in the Central HMA have seen the largest fall across the
West Midlands at 15.4%. Flats or maisonettes in the West HMA were the only
property type to see an increase in average sale price between Q3 2007 and Q3
2008, at 25.0%. However, this is likely to an anomaly and caused by a number of
sales for a new luxury development within this particular quarter. Furthermore,
the number of sales of flats/maisonettes has declined more than all other property
types since July 2007.

17



Graph 4a and 4b shows the variation in quarterly average property price and
number of sales by property type for the West Midlands.

Graph

4a: Quarterly Average Property Price by Prope rty Type, West

Midlands, Jan 2004 — Sept 2008
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Graph 4b: Quarterly Number of Sales by Property Typ e, West Midlands, Jan
2004 — Sept 2008
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The average property price for all four types of property began to level out
towards the end of 2007 and has now started to decrease. The number of sales
for each type of property also started to decrease towards the end of 2007
coinciding with the peak average property prices for each type.

Flats, semi-detached and terraced properties have a very similar profile over the
time frame. Graph 4a shows the average price of detached properties is subject
to more variation than other property types, and the average price for this
property type is markedly higher.

Graph 5: Quarterly Average Property Price by New Bu ild/Re-sales, West
Midlands, Jan 2004 — Sept 2008
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Source: Land Registry, 2009.

The average sale price of new build properties has historically been higher than
re-sale properties. However, over the last five years this gap has closed and in
Q3 2008, the average price of re-sales was higher than new build properties.

Across the West Midlands region as a whole the average annual prices of new
build properties have historically been above those of re-sales although the gap
has been closing in recent years. However, in the South and West HMAs the
average prices of re-sale properties in 2008 were above those of new builds as
the number of new housing completions in these two rural sub-regions has really
slowed down. The Central and North HMAs are much more urban and therefore
completions of new build properties are much higher, although still enduring a
significant decline from peak sales.
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Table 6. Average Annual Property Price by HMA and N

Jan 2004 — Sept 2008

ew Build/Re-sales,

HMA _Fr’)r/%réerw 2004 2005 2006 2007 2008
central Re-Sales | £137,510 | £144,592 | £154,797 | £161,851 | £159,305
New build | £170,514 | £169,963 | £176,281 | £176,630 | £171,020
North Re-Sales | £111,426 | £123,152 | £132,462 | £140,207 | £140,001
New build | £163,698 | £163,945 | £160,109 | £158,119 | £168,072
South Re-Sales | £195,985 | £203,621 | £214,100 | £227,084 | £226,227
New build | £212,248 | £205,971 | £215,481 | £227,418 | £217,299
West Re-Sales | £180,972 | £189,233 | £203,093 | £215,322 | £218,801
New build | £186,042 | £201,070 | £215,232 | £218,166 | £196,966
West Mids _ |Re-Sales | £147,162 | £155,028 | £166,172 | £173,989 | £171,913
Region New build | £178,591 | £177,768 | £183,618 | £181,706 | £175,835

Up to Quarter 3 (January — September)

Source: Land Registry, 2009.

New build properties have seen a decline in average price just like current
housing stock with prices beginning to fall in Q3 2007. Semi-detached properties
have seen the largest fall in percentage terms from their peak, a total of 23.3%,
compared to 12.4% for both newly built detached properties and flats or
maisonettes and 12.1% for terraced properties.

Graph 6: Quarterly Average Property Price of New Build Prope

West Midlands, Jan 2004 — Sept 2008
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Sales of new build properties in the West Midlands have seen a smaller decline
than re-sales. Between Q3 2007 and Q3 2008, sales of new build properties have
decreased by 58% compared to 67% for re-sales. The number of newly built
properties sold in Q3 2008 is around a third of that in Q2 2008, with just 629 new
properties sold in the whole of the West Midlands.
Graph 7: Quarterly Number of Sales by New Build/Re-  sales, West Midlands,
Jan 2004 — Sept 2008
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Source: Land Registry, 2009.

Sales of new build properties by quarter are very volatile, peaking in Q2 and Q4
and lowest in Q1 and Q3. A reason for this volatility could be that a number of
properties in large-scale developments are sold in a relatively short time-frame,
particularly in the housing market boom, and therefore the spikes are a reflection
of a number of new developments being completed and sold. Historically,
property sales are lower in the winter and higher in the summer.

Graph 7 shows that both re-sales and sales of new build properties have begun

to decrease from Q3 2007 onwards, since the credit crunch hit the UK housing
market.
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6. Economic Conditions

The number of property sales peaked in 2006 and has since been declining,
although in 2007 this decline was relatively small (5.4%). However, 2008 has
seen a sharp decline in sales. In the first 9 months of 2008, there were 42,145
sales in the West Midlands, just over half the number of completed sales in the
same period in 2007, 82,868.

Table 7: Annual Number of Sales by HMA, Jan 2004 —  Sept 2008

HMA 2004 2005 2006 2007 2008"
Central 64,866 57,085 68,866 66,662 26,543
North 15,474 13,423 15,887 15,346 5,933
South 17,975 15,544 19,328 17,101 6,343
West 9,212 7,966 10,358 9,100 3,326
West Mids Region 107,527 94,018 114,439 108,209 42,145

Up to Quarter 3 (January — September)
Source: Land Registry, 2009.

The reduction in sales is fairly even across all the sub-regional housing market
areas, ranging from a decrease of 47.9% in the Central HMA to 52.5% in the
West HMA (comparing the first three quarters of both 2007 with 2008).

Graph 8: Quarterly Number of Sales by HMA, Jan 2004  — Sept 2008
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Graph 8 exhibits a similar pattern for each HMA with seasonal declines seen in
quarters 1 and 4 of each year. But since Q3 2007, it is clearly visible that the
number of property sales begins to decline across all HMAs. Comparing Q3 2007
to Q3 2008, the fall in sales across each HMA has been consistent (between 65%
and 69%).

The number of loans for house purchase in the West Midlands has decreased
significantly from 21,500 in Q3 2007 to 9,700 for the same period in 2008. This

reflects the tighter credit conditions in the UK.

Table 8: All Loans for House Purchase, West Midland s, Jan 2007— Dec 2008
Value of Percent Income LilEEI(EE
Quarter Number Loans Advan_ce £ Income £ Advance | Multiple Payments as
of Loans (median) | (median) . L % of Income
(Em) (median) | (median) .
(median)
Q1 2007 18,800 2,329 110,000 35,600 82 3.13 16.8
Q2 2007 20,900 2,657 112,500 36,442 82 3.15 17.6
Q3 2007 21,500 2,788 113,050 36,943 81 3.14 18.2
Q4 2007 17,900 2,320 113,216 36,900 82 3.15 18.8
Q1 2008 11,200 1,402 110,000 35,709 80 3.12 18.4
Q2 2008 11,700 1,455 110,500 36,564 80 3.08 17.8
Q3 2008 9,700 1,184 106,850 37,000 76 2.97 17.8
Q4 2008 8,300 985 100,040 36,196 75 2.89 15.9

Source: CML/BankSearch Regulated Mortgage Survey

Both the median advance and the percentage advance (loan-to-value ratio) have
fallen over the last two quarters of 2008. However, incomes have remained fairly
consistent over the time period and therefore this has resulted in a reduction in
the median income multiple. Interest payments as a percentage of income has
also reduced towards the end of 2008 as the Bank of England began to cut
interest rates.
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Graph 9: Number of Loans and Median Mortgage Advanc
Jul 2007 — Jan 2009
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The number of loans to first-time buyers in the West Midlands fell from 7,600 in

Q3 2007 to 3,800 in Q3 2008, a reduction of 50%.

Table 9: First-time Buyer Lending and Affordability
2007— Dec 2008

, West Midlands, Jan

Numb Value of | Advance | Percent | Income p 1B e
Quarter fllj_m €| Loans £ 3 ncocrir]e Advance | Multiple (yay:cnlents as
ofLoans | “ry | (median) £ (Med1aN)| e dian) | (median) °(%egf;nn;e
Q1 2007 7,100 760 102,000 | 30,600 90 3.29 18.1
Q2 2007 7,700 838 105,000 | 31,206 90 3.32 19.2
Q3 2007 7,600 845 106,250 | 31,632 90 3.32 19.8
Q4 2007 6,800 755 107,000 | 31,984 90 3.32 20.5
Q1 2008 4,500 481 102,499 | 30,703 90 3.31 20.0
Q2 2008 4,800 518 104,500 | 31,679 89 3.27 19.2
Q3 2008 3,800 396 99,200 31,280 85 3.17 19.4
Q4 2008 3,400 330 93,600 30,200 84 3.08 18.1

Source: CML/BankSearch Regulated Mortgage Survey

The number of loans fell even further to 3,400 in the fourth quarter of 2008. The
median age of first-time buyers is unchanged over the last 2 years at 28 but both
the median advance and the percentage advance (loan-to-value ratio) have
begun to fall since Q2 2008, in line with all loans for house purchase. Incomes
have remained stable, but as the advance has reduced, so has the income
multiple, now standing at just over three. Similarly with all loans, interest
payments as a percentage of income has also reduced towards the end of 2008
as the Bank of England began to cut interest rates.
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This fall in demand has had several effects; especially for house builders who
have found it increasingly difficult to sell recently completed dwellings. As a
result, many have reduced the number of properties they are building. In Q3
2008, the number of dwelling starts in the West Midlands was 66% below the
equivalent level in Q3 2007 (1,500, compared to 4,450)°. The impact of this has
been widespread redundancies in this sector. Many private development sites
have either been mothballed or work has not started as builders struggle in the
current financial climate, which has made it harder for people to raise the
mortgage finance they need to buy a new home.

At the same time house prices in the West Midlands have fallen; using data for
September 2008, prices in the West Midlands fell by 8.1% during the previous 12
months to an average price of £141,734. Prices have fallen even further since
September 2008 and at January 2009, annual house price inflation for the West
Midlands stood at -14.3%, compared to -15.1% for England and Wales.

The Strategic Authorities within the West Midlands that have seen the largest falls

in house prices are Wolverhampton (-15.1%), Warwickshire (-13.2%) and
Birmingham (-12.4%)".

Graph 10 presents the change in annual house price inflation between January
2004 and January 2009.°

Graph 10: Annual House Price Inflation, Jan 2004 —  Jan 2009
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Source: Land Registry, 2009.

3 Communities and Local Government, 2009.
http://www.communities.gov.uk/documents/housing/xIs/141200.xls

* Annual Change as of January 2009. Source: Land Registry, 2009.

® A table of the data presented in Graph 10 can be found in Appendix 1.
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The number of households experiencing difficulties with their mortgages has
increased. In the UK, the number of households more than three months in
arrears in the second half of 2008 was 91,600 (72%) higher than in the second
half of 2007 at 219,100, representing 1.88% of all mortgages. The number of
repossessions has also increased from 13,100 in the second half of 2007 to
21,500 in the equivalent period in 2008, an increase of 8,400 (64%)°.

The effects of the downturn in the housing market are now being felt in the wider
economy, with GDP falling by 0.6% in Q3 2008 and 1.5% in Q4 2008, following a
period of zero growth in Q2 2008.” Therefore, the UK has now technically entered
into a recession. Massive losses on the stock market, falls in consumer spending
and rising unemployment have also been witnessed over the past few months.

However, actions have been taken to stabilise the banks and ensure that funds
are available for lending. The Bank of England Base Rate has reduced to just
0.5% in March 2009 from 5.0% in September 2008.°

A number of measures and a detailed stimulus package designed to reduce the
impact of a recession were announced in the pre-budget report. This included an
agreement with lenders to wait three months after borrowers fall into arrears
before initiating repossession proceedings, an extension to support borrowers
through the Mortgage Interest Scheme and additional funding for social homes.®

Libor'® is key to the calculation of mortgage costs as it represents the rate at
which banks lend money to each other. In recent months, since the start of the
credit crunch, the gap between the Libor and base rate has grown wider due to
concern about exposure to bad debts. If the rate is high, this generally means that
the interest rate charged on new home loans is more likely to be high. Some
variable or tracker mortgages are linked to Libor rather than Bank rate.

® Council of Mortgage Lenders Arrears and Possession Statistics, 2009.

" Office for National Statistics GDP Growth.
http://www.statistics.gov.uk/cci/nugget.asp?id=192

8 Bank of England, 2009.

® Communities for Local Government. http://www.communities.gov.uk/news/housing/950571
1 The London Interbank Offered Rate
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Graph 11: Libor and Bank of England Base Rate, Jan 2004 — Mar 2009

8.0

7.0

6.0

40 "'_'

3.0

2.0

1.0 —|

0.0

< b e) N © © © O > ~ N~ M~ 0 o

3333388833883 66565588838 3

cC = 5 B S = 5 B S o= 5 BB SO 5 BB oSO 5 B OC

@ o > [8) < o > [8) < o 3 [8) @ o 3 [8) @ o > [8) <

» < 2?7 0 5 < 72 05 < 0O €™ 0 <« ™ 0 n
------ Libor (3-month) Base Rate

Source: Bank of England, 2009.

Graph 11 clearly shows the gap widening from July 2007 onwards, at the start of
the credit crunch. However, in recent months following severe cuts in interest
rates by the Bank of England, the Libor has decreased sharply. As this rate is
now much lower, it would suggest that mortgage providers can provide much
better deals and coupled with lower house prices, affordability has improved
significantly.

However, whilst affordability has improved by the measure of lower quartile (LQ)
house prices to LQ earnings, access to finance has become considerably more
difficult to obtain, with mortgage providers very reluctant to lend, applying a low-
risk strategy, coupled with limited funds being available. Most lenders are
requiring significantly higher deposits in terms of the loan-to-value percentage
they are prepared to offer.

Currently, around two thirds of mortgage products on the market require a 25%
deposit. The number of products available at a 90% loan-to-value ratio (i.e.
requiring a 10% dePosit) is extremely limited preventing first-time buyers enter
the housing market.™*

In addition the number of mortgage products has declined significantly and the
deals on offer for new purchases do not necessarily reflect the significant drop in
interest rates. The latest cut in interest rates could also result in savings rates
falling so low that people have no apparent incentive to save, and therefore could
restrict lending even further.

The Bank of England has taken further steps to try and increase lending to home
purchasers and businesses in the form of a quantitative easing scheme, which
plans to inject a total of £125bn of new money into the banking system as it seeks

' Moneyfacts.co.uk
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new ways to influence the economy after cutting interest rates to an all time low
of 0.5%." The extra money, made by the central bank buying government and
corporate bonds, is supposed to push down the longer-term cost of borrowing,
make it easier for businesses and individuals to get credit and eventually boost
consumer spending.

Furthermore, the Treasury has launched a taxpayer-backed scheme to insure
banks' riskiest assets against further losses. The scheme aims to clean up banks'
balance sheets and to encourage them to lend more freely and hence kick-start
the economy again. The scheme will be available to British retail banks with more
than £25bn in eligible assets and will run for a minimum of five years.*?

It is unclear how all the measures taken by the Bank of England and the
Government will improve the availability of finance over the coming year.
Currently lenders are being extremely cautious, with fixed mortgage rates
remaining high although the Bank of England Base rate has been cut
dramatically. However, those with tracker mortgages or mortgages based on the
lender's Standard Variable Rate (SVR) have seen large reductions in monthly
interest payments.

Graph 12: Mortgage Rates by Type of Mortgage, UK, J  ul 2007 — Jan 2009
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Graph 12 shows mortgage rates have begun to fall as the Bank of England Base
rate has been cut, but not as quickly.

12 Bank of England, 2009. http://www.bankofengland.co.uk/publications/news/2009/019.htm
BHm Treasury, 2009. http://www.hm-treasury.gov.uk/press 19 09.htm
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The changes to the Bank of England Base rate are helping those already with
tracker mortgages™ but not necessarily new buyers looking for a new mortgage.
Particularly affected are first-time buyers who typically have small deposits, but
who are needed in order to stimulate the housing market. They tend to buy at the
bottom of the housing ladder into smaller and cheaper accommodation, allowing
people to move up the ladder into larger accommodation as families expand.

Mortgage rates are still particularly high with trackers commanding a large margin
above the Bank of England Base rate, a big change around from just last summer
when it was possible to obtain a tracker mortgage half a percent below base.

The Bank of England has been able to make dramatic cuts in Interest rates as
inflation has decreased sharply since its peak of 5.2% in September 2008.
Inflation is likely to fall below the 2% target by the second half of 2009, reflecting

diminishing contributions from retail energy and food prices and the impact of the
temporary reduction in Value Added Tax.

Graph 13: Inflation, Jan 2005 — Jan 2009
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Inflation®® has decreased sharply from its peak in September 2008 towards the
government's 2% target, with the risk of it falling below this target level. The Bank
of England has used different aspects of monetary policy to dampen the effects of
the recession and improve lending within the financial system. It is unlikely that

there will be a return to the lending conditions seen in the first half of 2007 for a
considerable period of time.

“n January 2009, it is estimated that 51% of mortgage holders have either a tracker,

discounted, capped or SVR mortgage (CML/BankSearch Regulated Mortgage Survey)
' Consumer Prices Index (CPI)
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The UK entering into a recession is reflected by an increasing number of job
losses, with unemployment now standing at almost 2 million people®®. Job losses
in the house-building sector will have reduced the capacity to build new
properties, which will take some time to increase when the market begins to
recover. This period will provide challenges in terms of meeting required house
building levels and securing affordable housing through Section 106 agreements,
but may also provide opportunities to expand the social/intermediate housing
stock by purchasing unsold properties.

The number of homes being built has fallen to the lowest level since records
began in 1980 and threatens to undermine government plans to build 2 million
new homes by 2016. Seasonally adjusted housing starts in the West Midlands fell
to 1,120 in the three months to December 2008, 29 per cent fewer than the
previous quarter, and 66 per cent below the year before®’.

Graph 14: Housing Starts and Completions, West Midl  ands, Jan 2004 — Dec
2008
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Graph 14 clearly shows a small decline in completions but a much larger decline
in housing starts, as private development sites were mothballed or not started in
2008.

16 1.97million between October and December 2008, Labour Force Survey, Office for National
Statistics, 2009.
e Department for Communities and Local Government, 2009.
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7. Conclusions

House prices began to fall towards the end of 2007 and have steadily declined to
levels seen in 2004, around a 15% decrease in prices seen in the middle of 2007.
The West Midlands region has seen higher house price falls in some areas than
others, particularly urban areas where supply is much greater. The number of
property sales in the region for the first three quarters of 2008 was half the
number seen in the same period in 2007.

Sales of new build properties in the West Midlands have seen a smaller decline
than re-sales. Between Q3 2007 and Q3 2008, sales of new build properties have
decreased by 58% compared to 67% for re-sales. The number of newly built
properties sold in Q3 2008 is around a third of that in Q2 2008, with just 629 new
properties sold in the whole of the West Midlands.

The variation of average price is noticeable in all areas of the West Midlands and
is strongly influenced by the type of property. Typically, detached properties
command much higher prices than semi-detached properties, which in turn
command higher prices than both terraced properties and flats or maisonettes.

The Central HMA has seen the largest fall in average house prices across
region, down 1.6% on 2007 levels. Sales have decreased by 47.9% when
comparing the first three quarters of 2007 and 2008. New-build properties
maintain a premium over re-sales although the gap has continued to narrow into
2008. Flats and maisonettes in the Central HMA have seen the largest fall
across the West Midlands (-15.4%).

The North HMA has seen a small rise in average house prices in 2008 (0.6%).
The number of sales has fallen considerably in line with both regional and
national trends. The North HMA exhibits the lowest prices, somewhat below the
regional and national averages. But also it has seen the largest relative increase
in house prices between 2004 and 2008, 21.9%.

The South HMA has the highest average prices across the region, influenced by
the south east. The South HMA saw two quarters of house price growth in 2008,
although overall average prices are marginally lower than in 2007. This HMA is
the only sub-region to see a fall in the average price of detached properties.

In the West HMA average prices are slightly lower than the South HMA but much
higher than the regional average. The West HMA experienced a small rise in the
average house price in the first three quarters of 2008 compared to 2007, of
around £1,700 or 0.8%. However, this HMA saw a 52.5% decrease in the
number of sales when comparing the first three quarters of 2007 with 2008. This
is the largest decrease across the region. In the West HMA, average prices of re-
sales were higher than new-build properties in 2008.

Across the West Midlands, falls in house prices can be seen across different
property types and for both new build and re-sale properties. A combination of a
number of factors has caused the decline in house prices seen over the last 18
months, including:
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House prices becoming unaffordable for first-time b uyers — after a
sustained period of house price growth, house prices have become
increasingly out of reach of first-time buyers and therefore cutting of a
supply of new buyers looking to buy housing predominantly at the bottom
of the housing ladder has caused the market to stagnate.

Collapse of the sub-prime mortgage market  — high-risk borrowers that
have been lent too much money by opportunistic financial institutions with
loosened lending criteria, who could not keep up mortgage payments,
leading to large numbers of repossessions, particularly in the United
States (with knock-on effects on global economic conditions), but also in
the UK.

Reduced availability of credit - banks becoming less willing to lend to
each other due to concerns about exposure to bad loans. The “Credit
Crunch” has led to fewer mortgages being available and tighter lending
criteria being imposed, causing problems for first-time buyers and those
looking to re-mortgage. Events such as the nationalisation of Northern
Rock and part-nationalisation of other major banks have also created
uncertainty about economic conditions and damaged consumer
confidence.

Rising cost of living — particularly in terms of fuel and food costs,
consequently households have less residual income. However, mortgage
costs have reduced significantly for those households with tracker or SVR
mortgages.

Rising Unemployment — with many companies across different sectors
feeling the strain of the UK recession, particularly the residential
construction industry, many jobs have been lost, which in turn has an
impact on the housing market.

Many economic commentators had thought that properties were over-valued
across the UK and that a 'price correction' was due.

Fewer properties have been coming onto the market as many sellers have
chosen to rent their properties to tenants, rather than try to sell them in a
depressed market. However, as confidence returns and supply increases, along
with improved financial conditions, house prices could begin to bottom out and
begin to increase again.

It is clear that despite current circumstances there is an underlying shortage of
housing in the UK as a whole and home ownership remains the ambition of
many.

In the short-term housing affordability is expected to improve but first-time buyers
will need access to realistic products to enable them to enter the housing market.
Inevitably lending will not return to the loan-to-value ratios seen at the top of the
market in 2007 but will need to reach a level that ensures there are enough first-
time buyers to help increase activity within the market.
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8. Appendices

Appendix 1

The table below shows both monthly and annual house price inflation for the
West Midlands compared to England and Wales since July 2007.

Table AP1: House Price Inflation, West Midlands, Ju |1 2007 — Jan 2009

West Midlands England & Wales
Month Monthly Annual Monthly Annual
Change Change Change Change
Jul 07 0.2 6.1 1.0 9.4
Aug 07 0.5 5.8 0.5 9.6
Sep 07 0.3 5.8 0.3 9.0
Oct 07 0.6 6.1 0.4 8.6
Nov 07 0.2 5.3 0.2 7.8
Dec 07 -1.5 3.4 -0.4 6.7
Jan 08 0.4 3.3 0.6 6.1
Feb 08 1.3 3.5 -0.3 5.0
Mar 08 -2.4 0.8 -0.9 3.2
Apr 08 0.3 0.3 0.1 2.4
May 08 -0.4 -0.9 -0.6 1.3
Jun 08 -2.2 -2.6 -1.8 -1.0
Jul 08 -1.5 -4.3 -0.8 -2.7
Aug 08 -0.8 -5.6 -2.4 -5.6
Sep 08 -2.3 -8.1 -2.6 -8.4
Oct 08 -0.6 -9.1 -1.5 -10.0
Nov 08 2.1 -11.2 2.1 -12.1
Dec 08 -3.8 -13.3 -2.5 -13.9
Jan 09 -0.8 -14.3 -0.8 -15.1

Source: Land Registry, 2009.

33




