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1.0 Assessment of the Impact of the Pattern and Type of Job Growth on Households' Ability to Purchase Housing
1.1 This paper
This paper examines the impact of the pattern and type of job growth on households' ability to purchase housing.  It forms part of a series of papers (see below), that consider a number of supply and demand factors that influence a households' ability to purchase property and from this, the future effective demand for housing across the Yorkshire and Humber region. The various papers include:  

· An assessment of the impact of national financial and fiscal policy on households' ability to purchase housing; 

· An assessment of the capability and capacity of the house building industry to achieve the rates of delivery seen at the peak of the market and potentially higher rates; 

· An assessment of the impact of the pattern and type of job growth on households' ability to purchase housing; 

· The effect of the combination of the above circumstances on the demand for non market housing; and

· An assessment of when the region's housing build rate will return to the target in the approved RSS and the pattern of recovery.  

1.2 Context

There are a number of factors that influence households' ability to purchase housing on the open market. Some of these factors are set out in the conceptual framework below:
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As the framework above highlights, households' ability to purchase housing on the open market is primarily determined by: house prices, the cost of finance and household incomes. This paper will focus principally on the latter, as the other two factors are covered in the other assessments outlined above. Nevertheless, all demand factors will be included in the effective demand model developed for this study. 
Clearly, household incomes are closely associated with the overall number of jobs (employment rate and economic activity), as well as the type of employment (employment sector and occupation) that exist in the region. Consequently, this paper will set out a baseline profile of household income, as well as future projections in relation to the pattern and type of job growth as estimated through Yorkshire Forward’s Regional Econometric Model (REM).   
1.3 Household Income
As one of the key determinants of households' ability to purchase housing, this sub-section sets out the income profile of residents in the Yorkshire and Humber region. Income data at the local level is most readily available through the Annual Survey of Hours and Earnings (ASHE). Importantly, the ASHE data used in this analysis is based on the place of residence rather than the place of work. Residence-placed data is more appropriate for housing market studies. The ASHE provides the distribution of earnings as well as median and mean incomes.
The table below outlines the average (median and mean) annual earnings for all local authority areas in Yorkshire and Humber, as well as the bottom and top quartile of average annual earnings.

Table 1.1  Average Annual Earnings (resident analysis), 2009

	Area
	25th percentile
	75th percentile
	Median
	Mean

	Harrogate
	14,864
	34,091
	22,262
	29,202

	Hambleton
	n/a
	n/a
	19,877
	27,255

	Selby
	13,105
	34,817
	21,205
	27,062

	Ryedale
	n/a
	n/a
	17,025
	25,770

	York
	12,454
	31,569
	21,037
	25,388

	Leeds
	13,982
	30,891
	21,330
	24,825

	East Riding of Yorkshire
	11,661
	32,837
	21,450
	24,741

	Calderdale
	12,723
	31,364
	20,353
	24,189

	Sheffield
	12,645
	29,162
	20,523
	23,847

	Rotherham
	11,808
	28,693
	18,895
	22,957

	Kirklees
	12,007
	29,924
	19,021
	22,928

	North Lincolnshire
	12,467
	30,835
	18,915
	22,842

	Richmondshire
	n/a
	n/a
	n/a
	22,648

	Barnsley
	11,613
	29,710
	19,780
	22,305

	Bradford
	11,690
	27,926
	18,403
	22,269

	Doncaster
	11,923
	27,756
	18,713
	22,113

	North East Lincolnshire
	12,035
	28,998
	19,609
	21,968

	Craven
	n/a
	n/a
	17,512
	21,918

	Wakefield
	11,381
	27,641
	18,286
	21,425

	Scarborough
	10,070
	26,245
	16,954
	20,324

	Kingston upon Hull, City of
	10,658
	24,722
	16,570
	18,267

	Yorkshire and The Humber
	12,164
	29,714
	19,706
	23,384

	England
	13,234
	33,063
	21,685
	27,144

	United Kingdom
	13,081
	32,551
	21,320
	26,470


Source: Annual Survey of Hours and Earnings, 2009

The regional average earnings is significantly lower than the national average – 91% and 86% of the England median and mean earnings respectively. Notably, median earnings are closer to the national average than mean earnings, suggesting a more even distribution of earnings in Yorkshire and Humber.
At the local district level, four general bands can be distinguished from the most recent earnings data (2009):

· Harrogate and Hambleton are the only local authorities that have a higher than national (England) average (median) level of income; 
· East Riding of Yorkshire, Leeds, Selby, York, Sheffield, Calderdale and Ryedale have an above regional average level of income; 
· North East Lincolnshire, Kirklees, North Lincolnshire, Rotherham, Richmondshire, Doncaster, Bradford, Barnsley and Craven have average incomes below the regional average but within 80% of the national average; and 
· Wakefield, Scarborough and Kingston upon Hull have average incomes below 80% of the national average.
Whilst the above analysis provides a useful overview of the income profile of the local districts in the region, the residence-based ASHE data relates to the income of individuals. Household income is not directly available at the local authority level from any official data source. However, we have been provided with bespoke data from Yorkshire Forward
. The household income data for 2009 is presented in the table below.
Table 1.2  Average Household and Individual Income, 2009
	Local Authority
	Average Household Income
	Average Individual Income - Mean

	Hambleton
	£40,310
	£27,255

	Harrogate
	£39,084
	£29,202

	Selby
	£35,421
	£27,062

	Craven
	£34,932
	£21,918

	Calderdale
	£32,958
	£24,189

	York
	£32,942
	£25,388

	East Riding of Yorkshire
	£32,674
	£24,741

	Richmondshire
	£32,668
	£22,648

	Ryedale
	£31,867
	£25,770

	Leeds
	£31,739
	£24,825

	Kirklees
	£31,136
	£22,928

	Yorkshire and Humber
	£29,902
	£23,384

	Bradford
	£29,605
	£22,269

	Wakefield
	£29,501
	£21,425

	North Lincolnshire
	£28,790
	£22,842

	Sheffield
	£28,018
	£23,847

	Rotherham
	£27,017
	£22,957

	Doncaster
	£26,963
	£22,113

	Barnsley
	£26,771
	£22,305

	Scarborough
	£25,756
	£20,324

	North East Lincolnshire
	£25,655
	£21,968

	Yorkshire and Humber
	£29,902
	£23,384


Source: © Acxiom Ltd. Research Opinion Poll (2009) and Affordability (2009); Annual Survey of Hours and Earnings, 2009
The relative performance of the local authorities in Yorkshire and Humber in terms of household income largely mirrors that of average individual income, with Harrogate, Hambleton and Selby as the most affluent areas (as measured by both average household income and individual income). 

Nevertheless, there are also some striking differences. Notably, Craven, Richmondshire and Wakefield perform significantly better on the average household measure than the average individual income measure. By contrast, Sheffield, Rotherham, Ryedale, Leeds and Barnsley perform better on the average individual income measure, which may reflect relatively more single households.
Further information on household income is provided in the ONS Family Spending Survey (previously known as the Expenditure and Food Survey), albeit only at the national and regional level. According to the Family Spending Survey, the average household gross income in Yorkshire and the Humber is estimated at £29,895 (average 2006-2008), 14.1% lower than in the UK as a whole. This largely mirrors the estimate based on the data provided by Yorkshire Forward (£29,902).

Notably, the Family Spending Survey also provides household income estimates by age of household reference person, household composition and household tenure at the national level. The regional household estimates introduced below have been derived from the national data using the ratio of regional to UK average household income. As noted above, the regional household income is 14.1% lower than the national average, which suggests a ratio of regional to UK average household income of 0.86. 
On the basis of this ratio, we have derived the average household income by age of household reference person from the national data, assuming that the relationship between the regional and national averages remains constant across the different age groups.
Figure 1.1  Household Income by age of Household Reference Person in Yorkshire and the Humber


[image: image2]
Source: ECOTEC Analysis based on the Family Spending Survey 2008, ONS

In terms of the age of the household reference person, average household income appear to be peak between ages of 30 and 49 years, with average annual household income estimated at over £40,000, before decreasing continuously down to some £13,000 for household reference persons aged 75 and over. However, as people advance in life they are more likely to have built some equity and their ability to buy a home becomes less reliant on income. By contrast, households led by people under the age of 30, or in their early 30s, are more likely to be first-time buyers and thus more sensitive to income, house price and mortgage conditions. In Yorkshire and the Humber, households led by someone under the age of 30 are estimated to earn less than £27,000, on average.

Similarly, the table below provides regional household income estimates on the basis of household tenure. 

Table 1.3  Income by Household Tenure in Yorkshire and the Humber, 2008
	Type of Tenure
	Average Annual Household Income

	Owners
	£36,177

	of which mortgage holders
	£44,585

	Social rented
	£13,949

	Private rented
	£34,305


Source: ECOTEC Analysis based on the Family Spending Survey 2008, ONS

Perhaps unsurprisingly, home owners, on average, tend to have the highest level of annual household income (£36,200), whilst the income of households living in social housing is significantly lower (£13,900). Notably, the income of households, who rent their home privately, is also relatively high (£34,300).  
Among home owners, households that bought their homes with a mortgage tend to have the highest level of income (£44,600). 
The table below provides regional household income estimates on the basis of household composition. 

Table 1.4  Income by Household Composition in Yorkshire and the Humber

	Type of household
	Average Annual Household Income

	One adult
	

	One adult
	£14,883

	Of which: non-retired
	£19,592

	One adult with children
	

	One adult, one child
	£15,048

	One adult, two or more children
	£15,455

	Childless couples
	

	One man and one woman
	£33,344

	Of which: Non-retired 
	£40,667

	Two men or two women
	

	Two men or two women
	£30,230

	Two men or two women with children
	£19,395

	Couples with children
	

	One man one woman, one child
	£38,813

	One man one woman, two children
	£49,044

	One man one woman, three children
	£59,521


	Two adults, four or more children
	£35,078


Source: ECOTEC Analysis based on the Family Spending Survey 2008, ONS

The average level of income by household composition broadly reflects the number of adults (hence potential income earners) in the household: most two-adult household groups have an average income over £30,000, while the average income of one-adult households is below £20,000. The typical two-adult two-children families appear to be having the highest level of household income (£49,000), and thus able to buy a home, while single parents' average household income is only £14,900. 
1.4 Future Pattern and Type of Job Growth
The following section sets out future projections of employment by sector and occupation in order to estimate future income levels and determine any changes in households' ability to purchase housing in the future. 
The employment forecasts have been sourced from the Regional Econometric Model (REM) developed by Yorkshire Forward, drawing on the Experian Business Strategies' Integrated Regional Sectoral Model (IRSM) of the UK. The REM provides detailed year-by-year forecasts of output and employment by sector and occupation, at various spatial levels, and up to 2026, which corresponds to the timeline of the Regional Spatial Strategy (RSS). 
Importantly, such forecasts are indicative in nature and should be interpreted with caution, particularly in the current economic climate
. Given the inherent difficulties is predicting the future, the growth forecasts across Yorkshire and Humber are likely to reflect current differences in the structure of the local economies.
1.4.1 Spatial Pattern of Employment Growth

As illustrated in the figure below, the forecasts developed by Yorkshire Forward suggest that economic growth in Yorkshire and Humber will largely be aligned to the national growth rate. Indeed, Gross Value Added (GVA) at both the regional and national level is expected to grow at a rate of around 2% once the effects of the current downturn have faded. Employment is forecast to grow at a much slower pace, around 0.5%. This 4:1 ratio between output and employment growth can be considered quite pessimistic, as over the past decade the ratio was closer to 2:1. In other words, future output growth in the region is forecast to generate less employment than historically. Notably, employment is forecast to react less sharply to the recession than output, although it is expected to take longer to come back to positive growth. 

Figure 1.2  GVA and Employment Growth in Yorkshire and the Humber and the UK (2002-2026)
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Source: ECOTEC Analysis based on REM data, Yorkshire Forward. 
The effect of, what has been described as, the strongest national recession in over 50 years will be felt during a long period, as illustrated in the figure below. 
Figure 1.3  Number of Jobs in Yorkshire and the Humber (FTEs, index 100 in 2007)
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Source: ECOTEC’s elaboration on REM data, Yorkshire Forward. 

Indeed, it may take until 2020 for Yorkshire and the Humber to return to the level of employment it had prior to the downturn (in 2007), whereas this level could be reached by 2017 for the UK as a whole. However, the biggest contrasts are not to be observed between Yorkshire and the Humber and the UK but between the Yorkshire and Humber sub-regions: whereas North Yorkshire is forecast to return to pre-recession employment levels by 2013, Humberside may still be below 2007 employment levels by 2025. This is likely to reflect the structure of the economy in terms of employment sectors and the relative strength of these sectors in withstanding, and recovering from, the economic downturn. Notably, whilst West Yorkshire is forecast to experience a relatively significant fall in employment, it is also expected to experience a relatively fast recovery, largely led by Leeds, where over 30,000 new jobs are forecast to be created between 2010 and 2020.

By 2026, the Yorkshire and Humber region is forecast to employ some 2.36 million full-time employees, representing a growth of some 200,000 FTE jobs compared with 2010 levels, but only 85,000 more jobs than in 2007. According to the REM, over two-thirds of these 85,000 additional jobs will be found in the local authorities of Leeds (25,000), Harrogate (8,000), Bradford (15,000) and Wakefield (9,000), highlighting the growth potential of the Leeds City Region, particularly around the provision of business and financial services, which is forecast to experience 20% growth in employment between 2010 and 2026.
Five local authorities contribute negatively to the overall employment growth, all in Humberside and South Yorkshire: Kingston upon Hull (-8,000), North East Lancashire (-1,000), North Lincolnshire (-1,000), Barnsley (-2,000) and Sheffield (-3,000). Notably, these figures should not be interpreted as continuous employment decline over the next 15 years, but rather as the result of very significant job losses between 2008 and 2010 that have not been replaced by 2026. 
Given the above, it can be concluded that, according to the REM forecasts, housing demand is likely to be stronger in areas with good connections to North and West Yorkshire, while housing demand may be less buoyant in South Yorkshire and Humberside.
1.4.2 Type of Employment Growth 

With regards to the type of future job growth, the REM forecasts also provide some indications of the future occupational structure of the local and regional economies. The table below sets out the forecast occupational structure of the regional economy. 
Table 1.5  Occupational structure of Yorkshire and the Humber’s labour force, in 2007 and 2026 (forecast)

	 
	2007
	2026

	Managers and Senior Officials
	15.0%
	16.6%

	Professional Occupations
	11.5%
	11.6%

	Associate Professional and Technical Occupations
	12.9%
	14.0%

	Administrative and Secretarial Occupations
	11.8%
	10.6%

	Skilled Trades Occupations
	11.2%
	10.1%

	Personal Service Occupations
	7.1%
	7.4%

	Sales and Customer Service Occupations
	8.0%
	9.3%

	Process, Plant and Machine Operatives
	9.2%
	7.9%

	Elementary Occupations
	13.3%
	12.6%


Source: ECOTEC Analysis based on REM data (Yorkshire Forward)
Future employment is forecast to be increasingly concentrated among managers, professional and associate professional and technical occupations (42% in 2026 compared with 39% in 2007). Notably, the proportion of sales and customer service occupations is also set to increase, reflecting greater demand for consumer services by the increasing share of highly skilled workers. By contrast, the share of the labour force working in unskilled occupations (process and elementary occupations) and skilled trades occupations is expected to decrease. 
Notably, the increasing proportion of skilled workers is likely to provide a larger share of households with relatively high incomes, which in turn may affect housing demand.

1.4.3 Link between Job Creation and Household Formation

There is no established one-to-one relationship between job creation and household formation. Indeed, the likelihood of the individual benefiting from the new job to establish a household will be influenced by a number of factors, including, most notably, the income associated with the job. As such, the number of jobs and type of jobs will be important in determining the pressure on effective demand. 

Based on recent research of the Leeds City Region housing market, household formation rates have been estimated for various occupational groups
. The research shows that:

· Workers in traditional mainly male-dominated and full-time occupations such as Managers, Skilled Trade Occupations and Machine Operatives the highest headship rate (representing the likelihood of the worker being the sole breadwinner).

· Occupations associated with younger, part-time and mainly female employment such as Administrative, Personal Services (health and social care) and Sales activities are less likely to be head of households. 

Table 1.6  Headship Rates by Occupational Groups for Yorkshire and Humber, 2004

	Occupation
	Headship Rate
	Employment Change (2007-2026)

	Managers and Senior Officials
	0.68
	+64,720
	+16.4%

	Professional Occupations
	0.60
	+19,462
	+6.4%

	Associate Professional and Technical
	0.54
	+49,792
	+14.7%

	Administrative and Secretarial
	0.29
	-15,426
	-5.0%

	Skilled Trades
	0.78
	-13,100
	-4.5%

	Personal Services
	0.28
	+18,128
	+9.7%

	Sales and Customer Service
	0.27
	+48,274
	+23.1%

	Process, Plant and Machine Operatives
	0.79
	-26,121
	-10.8%

	Elementary Occupations
	0.45
	369
	+0.1%

	Total
	0.53
	146,097
	+5.6%


Source: Housing and Economic Growth in the Leeds City Region, 2006, CURS, University of Birmingham
The implications of these headship rates is that different occupational groups have significantly different propensities to be head of households and consequently the types of occupations created will have fundamental implications for rates of housing demand. In particular, areas that are forecast to generate high rates of residence-based employment in occupations with higher rates of household formation are likely to experience higher rates of household formation demand (whether this housing demand is effective clearly depends on mortgage conditions as well as supply conditions).

Notably, the share, and number (relative to 2007), of jobs in the occupations with the highest headship ratios is forecast to decline by 2026. Interestingly, the strongest relative employment growth is expected in the sales and customer services, which is the occupational group with the lowest headship ratio.  

1.5 Households' Ability to Purchase Housing
Whilst the future pattern and type of employment growth will be important for future housing demand, as shown above, it is ultimately household income, together with house prices and mortgage conditions, that will determine the future ability of households' to purchase housing.

1.5.1 Housing Affordability

Housing affordability refers to the ability of households to purchase a home at market prices. It thus depends simultaneously on two variables: house prices and income. Indeed, house prices do not say anything about their affordability, unless they are assessed against household income.  

A common measure of housing affordability is the ratio of median or lower quartile house price to median or lower quartile earnings
. This indicator is plotted in the graph below for the years 1997 to 2008.

Figure 1.4  House price to earning ratios in Yorkshire and the Humber and in the UK, 1997-2008
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Source: CLG data based on ASHE (ONS) and HM Land Registry
In 2008, the median house price in Yorkshire and the Humber was 5.7 times the median annual earnings, and the lower quartile house price
 over 6 times the lower quartile earnings. Taking into account local earnings, housing is slightly more affordable in Yorkshire and the Humber than in the rest of England; however, affordability ratios have followed the same evolution in the region and in England over the period studied, as illustrated in the figure above. 

The decrease in house prices since the market peaked in 2007 has translated into a slight improvement in the house price to earnings ratio, but if this ratio were to return to long-term average, prices would have to go down a lot further (unless earnings increase radically, which is a less likely outcome in the coming years, given the pressure on firms and public administrations to keep costs down)
. 

At the local level, a striking feature of house prices within the region is the great variability in house prices: houses in the more affluent areas (such as Harrogate) cost more than twice the price of houses in the more deprived areas (such as Kingston upon Hull), whether based on lower quartile and median houses prices. Although the ranking of local authorities by house prices broadly follows the ranking by earnings, the distribution of earnings is much less dispersed (median earnings in Harrogate are only 80% higher than in Kingston upon Hull), which in turns means that the local differences in house prices are not compensated by difference in earnings. Hence the great variability in affordability measured by the house price to earnings ratio
, as it can be observed in the table below. 

Table 1.7  House prices to earnings ratios in Yorkshire and the Humber’s local authorities, 2009
	 
	Lower quartile price to lower quartile earning ratio
	Lower quartile house price
	Median price to median earning ratio
	Median house price

	Harrogate
	8.82
	155,362
	8.06
	210,000

	Richmondshire
	8.01
	144,500
	8.16
	190,000

	Hambleton
	7.67
	142,000
	7.44
	179,000

	Ryedale
	7.56
	145,000
	7.58
	185,000

	York UA
	7.42
	138,488
	6.50
	170,000

	Craven
	7.22
	122,125
	6.64
	170,750

	Scarborough
	6.72
	110,000
	6.19
	142,500

	East Riding of Yorkshire UA
	6.00
	112,500
	5.58
	142,000

	Kirklees
	5.43
	96,000
	5.21
	129,950

	Wakefield
	5.37
	90,000
	5.07
	118,000

	Selby
	5.33
	120,000
	5.67
	166,750

	Sheffield
	5.27
	96,125
	5.02
	130,000

	Leeds
	5.19
	105,000
	5.14
	142,000

	North Lincolnshire UA
	4.94
	95,000
	4.72
	120,000

	Rotherham
	4.90
	85,000
	4.77
	115,000

	Bradford
	4.85
	85,000
	5.21
	118,000

	Doncaster
	4.76
	80,000
	4.50
	110,000

	Calderdale
	4.74
	84,150
	4.63
	114,750

	North East Lincolnshire UA
	4.41
	77,250
	4.65
	105,000

	Barnsley
	4.15
	80,000
	4.18
	106,500

	Kingston upon Hull, City of UA
	3.53
	64,238
	3.43
	87,000

	Yorkshire and Humber
	5.17
	96,950
	5.21
	134,000

	England
	6.28
	125,000
	6.27
	175,000


 Source: CLG data based on ASHE (ONS) and HM Land Registry
The official measure of affordability, as given by the Department for Communities and Local Government, is that 'a household can be considered able to afford to buy a home if it costs 3.5 times the gross household income for a single earner or 2.9 times the gross household income for dual-income households'
. According to the household income data presented above (regional average of £29,902 in 2009), this would indicate an “affordable average house price” of between £87,000 to £105,000, much below the actual average house price in the region, which was above £134,000 in 2009. 

1.5.2 Housing Affordability and Effective Demand
Whilst the above analysis would tend to suggest that the housing market in Yorkshire and Humber is faced with significant affordability issues (as measured by the house price to earnings ratio), the housing market, in some areas at least, was relatively buoyant up until the end of 2007. This can largely be explained by the fact that the ability to purchase a home is not only dependent upon house prices and incomes but is also sensitive to mortgage conditions. Indeed, households are likely to make the decision of buying or not buying on the actual cost of mortgage payments and on their ability to pay the initial deposit required. 
The National Housing and Planning Advice Unit (NHPAU)
 recently developed new indicators to provide a fuller picture of the affordability and accessibility of housing, including:

· Deposit – deposit required as a proportion of household income after tax and national insurance contributions;

· Mortgage costs – mortgage costs as a proportion of household income after tax and national insurance contributions;

Notably, these measures deal with two issues that the ratio of median or lower quartile house price to median or lower quartile earnings does not account for: getting on the housing ladder in the first place (deposit) and affording the ongoing costs of owning a house (mortgage costs).
Based on a number of assumptions in relation to household income and entry level house prices (first time buyers are most affected by deteriorating affordability), the NHPAU provides estimates on the deposit and mortgage costs measures for the Yorkshire and Humber region (see table below).
Table 1.8  Deposit and Mortgage Costs as a % of household income
	
	Deposit as a % of household income
	Mortgage costs as a % of take home household income

	 
	Yorkshire and Humber
	England
	Yorkshire and Humber
	England

	2000
	13.0%
	16.0%
	9.0%
	11.0%

	2001
	12.0%
	16.0%
	8.0%
	11.0%

	2002
	12.0%
	17.0%
	7.0%
	10.0%

	2003
	14.0%
	22.0%
	8.0%
	12.0%

	2004
	23.0%
	33.0%
	11.0%
	16.0%

	2005
	23.0%
	29.0%
	14.0%
	18.0%

	2006
	26.0%
	31.0%
	16.0%
	19.0%

	2007
	27.0%
	32.0%
	18.0%
	21.0%

	2008
	30.0%
	35.0%
	18.0%
	21.0%

	2009
	54.0%
	64.0%
	13.0%
	15.0%


Source: NHPAU

As shown in the table above the minimum deposit required has increased gradually over the last decade. Notably, this increase was amplified during 2009 as lenders reduced the loan to value ratios at which they were prepared to lend. 
There has also been an increase in the mortgage costs for households since the turn of the century as house prices have grown faster than earnings. More recently there has, however, been an improvement in this measure in the region due to falling house prices.
1.6 Anticipating the Future – Effective Demand

In this section, we present a series of alternative future scenarios in terms of prospective effective demand for housing in the Yorkshire and Humber region.
In developing the scenarios, we have drawn upon a range of documentary evidence, together with consultations with stakeholders, to define key drivers and determine underlying scenario logics. The results of this process have then been further tested and refined with the steering group.   
Given that events are uncertain, it is important to view the scenarios as indicative of things that could happen, based on a range of available evidence, rather than a clear projection of what will happen. In other words, it is not the purpose of the scenarios to predict an actual future. Rather, it is about the use of best evidence and knowledge of trends to outline possible futures. 
Each of the alternative future scenarios are summarised below:
· 'Steady Recovery' – this scenario is based on a range of available evidence relating to the housing market and the economy, including, most notably, housing market projections presented in a recent study for Yorkshire Forward and the Yorkshire and Humber Assembly
; and economic projections from Yorkshire Forward's Regional Econometric Model
.

· 'Rapid Recovery' – this represents a scenario whereby conditions surrounding the housing market and the economy recovers more quickly than forecast in the 'Steady Recovery' scenario.

· 'Continued Decline' - this represents a scenario whereby conditions surrounding the housing market and the economy deteriorate further, compared with the 'Steady Recovery' scenario, before the recovery starts.

The effective demand model developed to assist with the assessment of future effective demand simultaneously takes into account house prices, household income and mortgage conditions (loan to value ratio and interest rates). The model also enables the user to choose which variables to be included in a specific simulation. This option allows for the running of multiple simulations with different combinations of variables included, and in doing so isolates the direct impact of individual variables. 
A limitation of the model is that it focuses on new forming households, including, most notably, first-time buyers. However, given that new forming households tend to be the ones that face the most significant affordability issues, this should not limit the model's usefulness.
The sub-sections below sets out headline estimates of future effective demand across the three scenarios outlined above. Further information about the model and the specific assumptions that underpin it are presented in the accompanying Annex.
1.6.1 Steady Recovery

Under this scenario the housing market and economy in Yorkshire and Humber will experience a steady recovery from the global financial crisis. 
The chart below sets out the estimated future effective demand for housing in Yorkshire and Humber under the 'Steady Recovery' scenario.

Figure 1.5  Steady Recovery – Effective Demand for Housing in Yorkshire and Humber (number of households)

	
[image: image6]


Source: ECOTEC Analysis, 2010

The chart illustrates that:

· Effective demand for housing in Yorkshire and Humber is estimated to increase steadily from 2009, peaking in 2014 (20,600 households).
· From 2014 onwards, effective demand for housing is estimated to remain fairly constant around 17,600-20,600 households. The slight downward trend from 2014 reflects demographic and migration trends, as well as trends in household income and house prices (with house prices growing at a faster rate than household income during some years).

· The difference between the underlying demand and effective demand is indicative of the demand for non-market housing and private renting.   
The table below sets out the estimated future effective demand for housing at the sub-regional level (City Regions).
Table 1.9   'Steady Recovery' – Effective Demand for Housing in Yorkshire and Humber City Regions (% of underlying demand)

	
	2009
	2010
	2015
	2020
	2026

	York and North Yorkshire Functional Sub-Region
	10%
	10%
	40%
	40%
	40%

	Leeds City Region
	20%
	25%
	60%
	60%
	60%

	Sheffield City Region
	20%
	25%
	60%
	50%
	60%

	Sheffield City Region (including East Midlands districts)
	20%
	25%
	60%
	50%
	60%

	Hull and Humber Ports City Region
	25%
	25%
	60%
	50%
	60%


Source: ECOTEC Analysis, 2010

The tables shows that:
· Effective demand for housing is estimated to be relatively stronger in the Hull and Humber Ports City Region, Leeds City Region and Sheffield City Region than in the York and North Yorkshire City Region. 
· To a considerable extent, this may reflect historic trends, with the York and North Yorkshire City Region historically being less affordable, particularly for first-time buyers.

· Similar to the Yorkshire and Humber region as a whole, it is estimated that the effective demand for housing in the various sub-regions will return to more 'normal' levels by 2015.
1.6.2 Rapid Recovery

This scenario is predicated on a more rapid recovery of the housing market and the economy than forecast in the 'Steady Recovery' scenario.

The chart below sets out the estimated future effective demand for housing in Yorkshire and Humber under the 'Rapid Recovery' scenario.
Figure 1.6  'Rapid Recovery' – Effective Demand for Housing in Yorkshire and Humber (number of households)
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Source: ECOTEC Analysis, 2010

The chart illustrates that:

· Effective demand for housing in Yorkshire and Humber is estimated to increase rapidly from 7,600 households in 2009 to 19,700 in 2011. 

· From 2011 onwards, effective demand for housing is estimated to remain fairly constant around 17,600-20,800 households. Similar to the 'Steady Recovery' scenario, the slight downward trend from 2012 largely reflects demographic and migration trends, as well as trends household income and house prices.

The table below sets out the estimated future effective demand for housing at the sub-regional level (City Regions). 

Table 1.10   'Rapid Recovery' – Effective Demand for Housing in Yorkshire and Humber City Regions (% of underlying demand)

	
	2009
	2010
	2015
	2020
	2026

	York and North Yorkshire Functional Sub-Region
	10%
	25%
	40%
	40%
	50%

	Leeds City Region
	20%
	30%
	60%
	60%
	60%

	Sheffield City Region
	20%
	30%
	60%
	60%
	60%

	Sheffield City Region (including East Midlands districts)
	20%
	40%
	60%
	60%
	60%

	Hull and Humber Ports City Region
	25%
	40%
	60%
	60%
	60%


Source: ECOTEC Analysis, 2010

The tables shows that:
· Effective demand for housing is estimated to 'recover' particularly quickly in the Hull and Humber Ports City Region and the Sheffield City Region (including East Midlands districts) under this scenario. 

· Effective demand is estimated to be weakest in the York and North Yorkshire City Region. Again, this may largely reflect historic trends, with the York and North Yorkshire City Region historically being less affordable, particularly for first-time buyers.

· Similar to the Yorkshire and Humber region as a whole, it is estimated that the effective demand for housing in the various sub-regions will return to more 'normal' levels by 2011-12.
1.6.3 Continued Decline
This scenario is predicated on a much slower recovery of the housing market and the economy than forecast in the 'Steady Recovery' scenario.

The chart below sets out the estimated future effective demand for housing in Yorkshire and Humber under the 'Continued Decline' scenario.

Figure 1.7  'Continued Decline' – Effective Demand for Housing in Yorkshire and Humber (number of households)
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Source: ECOTEC Analysis, 2010

The chart illustrates that:

· Effective demand for housing in Yorkshire and Humber is estimated to increase slowly from 2009, peaking in 2017 (20,300 households). 

· From 2017 onwards, effective demand for housing is estimated to remain fairly constant around 17,600-20,300 households. Again, the slight downward trend from 2017 reflects demographic and migration trends, as well as trends in household income and house prices.

The table below sets out the estimated future effective demand for housing at the sub-regional level (City Regions). 

Table 1.11   'Continued Decline' – Effective Demand for Housing in Yorkshire and Humber City Regions (% of underlying demand)

	
	2009
	2010
	2015
	2020
	2026

	York and North Yorkshire Functional Sub-Region
	10%
	10%
	30%
	40%
	40%

	Leeds City Region
	20%
	25%
	50%
	60%
	60%

	Sheffield City Region
	20%
	25%
	50%
	50%
	50%

	Sheffield City Region (including East Midlands districts)
	20%
	25%
	50%
	50%
	50%

	Hull and Humber Ports City Region
	25%
	30%
	50%
	50%
	50%


Source: ECOTEC Analysis, 2010

The tables shows that:
· Effective demand for housing is estimated to 'recover' more quickly in the Hull and Humber Ports City Region, but over the long-term 'recovery' will be strongest in the Leeds City Region.
· By 2026, effective demand is estimated to account for 50-60% of underlying demand in all City Regions, apart from the York and North Yorkshire City Region (40%). 

· To a considerable extent, this may reflect historic trends, with the York and North Yorkshire City Region historically being less affordable, particularly for first-time buyers.

· Similar to the Yorkshire and Humber region as a whole, it is estimated that the effective demand for housing in the various sub-regions will return to more 'normal' levels by 2017.
In summary, the above analysis highlight that the medium to longer-term effective demand for housing does not appear to differ greatly across the various scenarios. Rather, it is the timing of the 'recovery' that appears to vary (ranging from 2011 to 2017). 
Among the City Regions, the 'recovery' is estimated to be fairly consistent, with exception of the York and North Yorkshire City Region, which consistently underperform against the other City Regions. To a considerable extent, this may reflect historic trends, with the York and North Yorkshire City Region historically being less affordable, particularly for first-time buyers.  

Annex One: Effective Demand Model

Modelling Inputs and Assumptions

The principal data inputs and modelling assumptions that have been used for the purpose of estimating future effective demand for housing are summarised below.  Specifically, data inputs relate to household formation, household income, income distribution and mortgage conditions.
Scenario 1 - Steady Recovery (Yorkshire and Humber Region)

	Variables
	Sources
	Assumptions
	Comments

	Household projection
	Experian

	Average annual household growth of 1.3% (2009-2026)


	Projections are almost two years old and thus may not reflect the full extent of the economic recession.  

	Lower Quartile House Prices
	Experian1
	Average annual growth of 1.8% (2009-2026)
	Projections are almost two years old and thus may not reflect the full extent of the economic recession.

	Household Income
	Household income estimates have been sourced from Acxiom/ Yorkshire Forward

The Annual Survey of Hours and Earnings has been used as a proxy for the distribution of household income 

Yorkshire Forward's REM projections in relation to GVA have been used to estimate the future growth in income

	Average annual growth of 2.2% (2009-2026)

Average tax rate of 30% to convert gross income to net income. This is a common assumption used for impact assessment.
	Income from savings and investment has been excluded on the basis that this will be needed to pay the deposit. According to the Family Expenditure Survey, income from savings and investment accounted for 11% of household income. 
The distribution of household income has been based on individual incomes (Annual Survey of Hours and Earnings) and thus may overestimate/ underestimate household income at top and bottom percentiles.
Household income projections implicitly reflect changes in the type and pattern of job growth. 

	Loan To Value Ratio
	NHPAU
	75% in 2009 - returning gradually to 90% by 2016 and then held constant at 90% from 2016 onwards 
	

	Interest Rate
	NHPAU
	4.5% in 2009 - rising 0.25 percentage points every quarter from 2010 reaching 6.25% from Q1 2012
	

	Payback period
	n/a
	General assumption that the payback period is 25 years
	

	Effective Demand Condition 1
	n/a
	Mortgage costs as a % of annual net household income must not be higher than 50%
	This should be interpreted as the maximum and not the average share of household income.

	Effective Demand Condition 2
	n/a
	Deposit as a % of annual net household income must not be higher than 100% 
	This represents a somewhat arbitrary assumption, but has been included to counter the relatively lower mortgage costs resulting from a lower LTV.


Scenario 2 - Rapid Recovery (Yorkshire and Humber Region)

	Variables
	Assumptions

	Household projection
	Average annual household growth of 1.3% (2009-2026)



	Lower Quartile House Prices
	Average annual growth of 2.3% (2009-2026)

	Household Income
	Average annual growth of 3.0% (2009-2026)

Average tax rate of 30% to convert gross income to net income. 

	Loan To Value Ratio
	75% in 2009 - returning gradually to 90% by 2012 and then held constant at 90% from 2012 onwards 

	Interest Rate
	4.5% in 2009 – rising to 6.25% by 2011

	Payback period
	General assumption that the payback period is 25 years

	Effective Demand Condition 1
	Mortgage costs as a % of annual net household income must not be higher than 50%

	Effective Demand Condition 2
	Deposit as a % of annual net household income must not be higher than 100% 


Scenario 3 – Continued Decline (Yorkshire and Humber Region)

	Variables
	Assumptions

	Household projection
	Average annual household growth of 1.3% (2009-2026)



	Lower Quartile House Prices
	Average annual growth of 1.3% (2009-2026)

	Household Income
	Average annual growth of 1.5% (2009-2026)

Average tax rate of 30% to convert gross income to net income. 

	Loan To Value Ratio
	75% in 2009 - returning gradually to 90% by 2020 and then held constant at 90% from 2020 onwards 

	Interest Rate
	4.5% in 2009 - rising 0.25 percentage points every quarter from 2011 reaching 6.25% from Q1 2013

	Payback period
	General assumption that the payback period is 25 years

	Effective Demand Condition 1
	Mortgage costs as a % of annual net household income must not be higher than 50%

	Effective Demand Condition 2
	Deposit as a % of annual net household income must not be higher than 100% 
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� Acxiom Ltd. Research Opinion Poll (2009) and Affordability (2009)


� We used a 2006-2008 average here because the 2008 figure for this group was unusually high compared to other groups and other years. 


� Reflecting the indicative nature of the regional forecasts, the data from the REM is rounded to the nearest 1,000 (as a minimum). 


� Housing and Economic Growth in the Leeds City Region, 2006, CURS, University of Birmingham


� Based on the Annual Survey of Hours and Earnings, workplace based and for full-time employees only.


� Lower quartile: this represents the average price of the 25% least expensive houses. 


� We recognise that previous research (see for example, Testing the advice on the range of housing supply provided by the NHPAU, April 2009, Yorkshire Forward and the Yorkshire and Humber Assembly) has forecast income to increase significantly up until 2026 (on average 4.1% per annum between 2008-2026, compared with average annual house price growth of 1.5%). However, as events have unfolded over the last year or so, this assumption appears to be an increasingly unlikely outcome. 


� It should be noted that the earnings data used to calculate the ratio does not cover the self-employed nor does it cover employees not paid during the reference period. More importantly, the earnings statistics used are workplace based full-time individual earnings.


� Strategic Housing Market Assessments: Practical Guidance, CLG, 2007. It is important to note that this definition is given in order to assess one household’s ability to afford to buy a home, and the house price estimate that is given here is purely indicative of what affordable prices could look like. 


� Housing Affordability: a fuller picture, 2010, NHPAU


� Testing the advice on the range of housing supply provided by the NHPAU, April 2009, Yorkshire Forward and the Yorkshire and Humber Assembly


� We understand that Yorkshire Forward is currently updating the REM forecasts. These forecasts were, however, not available for this study. As such, the scenarios reflect forecasts that may not reflect the full extent of the economic recession.


� Testing the advice on the range of housing supply provided by the National Housing and Planning Advice, April 2009, Yorkshire Forward and the Yorkshire and Humber Assembly


� We understand that Yorkshire Forward is currently updating the REM forecasts. These forecasts were, however, not available for this study. As such, the scenarios reflect forecasts that may not reflect the full extent of the economic recession.
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