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House price rises continue
House prices in the UK rose an average 14 per cent

in the UK in 2002 (Compendium Table 46), in

response to continuing economic growth and a

further modest fall in interest rates. The rise in house

prices was matched by a rise in property transactions

to nearly 1.6 million (Compendium Table 39a).

This, however, remains well below the 2 million or

so a year rate experienced in the boom years of 1987

and 1988.

The substantial rise in house prices resulted in only

a very modest rise in average mortgage cost to

income ratios for first-time buyers in 2002, to just

under 18 per cent (Compendium Table 42a). The

changes in mortgage cost to income ratios varied

between regions, but only in London did they rise

over 20 per cent to just 20.1 per cent. Again these

ratios remain well below the levels experienced

during the last housing boom, and are indeed lower

now than they were in every year between 1997 and

2000, although they have bounced back a little from

the fall in 2001.

This relatively benign picture for mortgage cost to

income ratios has been achieved in part by an

increase in the level of deposits put down by first-

time buyers. The average deposit they put down in

the UK in 2002 was £23,356, or 22.6 per cent of

the average purchase price. In London the average

deposit was far higher at £40,140, or 23.6 per cent

of the average purchase price. The regional

variations of first-time buyer deposits are detailed

in Table 2.3.1.

As argued in last year’s Review the current

difficulties that households face in trying to enter

the housing market are not just a consequence of

rising house prices, but also the relatively cautious

response of lenders to the substantial fall in

interest rates over the last decade.

Table 2.3.1 Average first-time buyer deposits by region
£

Region 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002

Northern 4,683 4,984 5,819 5,716 6,065 3,193 3,320 3,631 6,811 8,319 9,742 8,319 9,719

North West 5,469 5,841 6,637 6,182 5,681 4,082 3,603 4,729 7,011 8,888 9,886 10,761 13,025

Yorkshire & Humberside 5,551 5,926 6,301 6,594 5,895 4,106 3,704 4,597 7,013 8,381 9,592 9,592 12,695

West Midlands 6,708 7,639 6,902 7,207 7,332 4,930 4,446 5,029 8,226 11,490 11,957 13,570 19,258

East Midlands 5,248 7,167 6,396 6,997 6,997 4,453 4,116 4,743 7,421 10,385 10,504 12,574 17,429

East Anglia 9,149 7,663 7,940 7,313 8,066 4,697 5,059 6,583 10,672 13,570 14,709 18,617 24,453

London 14,482 14,153 11,786 12,577 13,329 8,038 6,734 8,879 16,663 25,507 27,641 31,052 40,140

South East 10,798 10,172 9,650 10,741 9,795 5,825 5,599 7,547 13,582 17,959 22,219 26,762 34,983

South West 8,850 8,863 8,750 9,039 9,424 5,645 5,711 7,206 10,617 15,210 19,047 22,743 30,950

Scotland 4,886 5,922 5,777 6,643 5,749 3,678 3,872 4,052 8,129 11,421 9,638 11,221 11,586

Wales 5,197 5,603 6,023 6,065 6,161 4,192 4,208 4,465 7,431 8,958 9,493 11,124 14,650

Northern Ireland 4,651 4,338 6,128 7,078 5,025 3,891 4,120 5,080 9,981 11,483 11,810 12,509 14,867

United Kingdom 7,902 8,131 8,057 8,431 8,126 5,099 4,831 6,107 10,423 14,240 15,389 17,984 23,448

Source: Survey of Mortgage Lenders.
Note: Regions are standard regions; not government office regions.
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In 1992 average interest rates were 9.0 per cent, and

the average advance to income ratio for first-time

buyers was 2.16:1. In 2002 average interest rates

were 5.0 per cent, and the average advance to

income ratio for first-time buyers had risen to

2.53:1. Even taking account of the abolition of

MIRAS the impact of the higher ratio in 2002 is

effectively offset by lower interest rates. The higher

house price to income ratios do not in any way

mean that those households succeeding in newly

entering the market are more immediately stretched

than their counterparts in 1992. 

While lenders as a whole have relaxed their lending

criteria to a degree, very high advance to income

ratios are still the exception. Table 2.3.2 shows the

lower quartile, median and upper quartile advance

to income ratios for first-time buyers in 2002, for

each region and country in the UK. Even for

advances to single borrowers the ratio remained

below 4:1 even in the upper quartile cases in

London and the South of England. The median cases

had ratios ranging from 2.5:1 to 3.4:1. The table also

shows that the ratios were considerably lower in

cases where advances are to two joint borrowers.

Trouble ahead?
Despite the general lender caution, and the steady

level of mortgage repayment to income ratios for

first-time buyers, there are nonetheless still risks in

the home-owner market. Currently mortgage arrears

and repossession rates are at relatively low levels,

reflecting the benign economic circumstances

(Compendium Tables 51, 52 and 53).

The risks are not so much about the impact of rising

interest rates, given that repayment to income ratios

have not risen in the same way as in the late 1980s.

That said there may be risks hidden in the very high

levels of deposits, in cases where these have been

based on disguised forms of additional borrowing,

rather than being based on savings or gifts from

parents etc. 

Nonetheless the greater risks are the exposure of

home-owners in the event of an economic

downturn. While the ‘year 1’ mortgage repayment to

income ratios have remained steady over the last

decade, the decline in inflation means that those

ratios will only slowly be eroded by increases in

earnings over the life of the mortgage. This extends

the period over which home-buyers are at risk in the

event of a change of circumstances, whether in the

form of unemployment, sickness, loss of earnings or

relationship breakdown. 

The low inflation environment also means that in

the event of a recession house prices will fall in cash

as well as real terms, just as they did in the early

1990s. House price falls act as a barrier to

households voluntarily trading down or out of the

market as their own response to such adverse

changes of circumstance. While there has been a

modest increase in the take-up of mortgage

Table 2.3.2 Distribution of advance to income ratios for first-time buyers by region in 2002

Single borrower Two borrowers
Region Lower Upper Lower Upper

Quartile Median Quartile Quartile Median Quartile

North East 1.96 2.60 3.05 1.69 2.14 2.60

North West 2.16 2.68 3.13 1.78 2.23 2.67

Yorkshire & The Humber 2.09 2.61 3.06 1.77 2.24 2.71

West Midlands 2.33 2.86 3.30 1.98 2.44 2.89

East Midlands 2.38 2.89 3.34 1.93 2.40 2.88

East 2.68 3.17 3.60 2.22 2.70 3.07

London 2.86 3.35 3.80 2.37 2.77 3.15

South East 2.71 3.28 3.75 2.31 2.75 3.17

South West 2.69 3.22 3.68 2.25 2.73 3.15

Scotland 1.90 2.46 2.94 1.61 2.03 2.49

Wales 2.17 2.71 3.14 1.81 2.30 2.73

Northern Ireland 2.32 2.89 3.37 1.93 2.38 2.79

Source: Survey of Mortgage Lenders.
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protection payment insurance policies, and the sale

of ‘flexible mortgages’, these do not completely cover

the gap in the ‘safety net’ created by the 1995

restrictions deferring for nine months the help with

mortgage costs provided to unemployed home-

buyers. Nor, despite some useful initiatives, is there

any sign that the market is likely to make any further

significant progress towards the level of security for

home-owners that would avoid a sharp resurgence in

repossession levels in the event of a recession. 

Mortgage costs for existing buyers
The above mortgage cost calculations relate to first-

time buyers and new advances to former owners in

their first year of purchase. In contrast, the regional

figures in Compendium Table 49, derived from the

Family Expenditure Survey, reflect the mortgage costs

of all home-buyers with an outstanding mortgage.

These show national average mortgage payments in

2001 at just over £86 per week; equivalent to just 14

per cent of the average disposable income of home-

buying households. 

However, while those FES figures include both

mortgage interest and capital repayments, they do

not include either home-buyers’ expenditure on

repair costs, or payments on endowment policies

taken out to redeem mortgage interest only

mortgage policies at the end of their term. For all

home-owners weekly average repair and related

expenditures are just over £10 per week. 

For home-buyers with endowment policies the

average repayments on the endowment element only

is now some £21.50 per week (Compendium Table

44a), and when this is taken into account the

average mortgage cost for all home-buyers rises to

some £97.50 per week, or 16 per cent of the average

disposable income of home-buying households.

Figures for average home-owner mortgage costs,

including endowment payments, are set out in

Compendium Table 50.

The latest figures suggest that the reported sharp

decline in the numbers of households with

endowment policies in Scotland, Wales and

Northern Ireland in 2000/01 was overstated. The

numbers for 2001/02 are lower than those for

1999/2000, but above those for 2000/01. The same

trend cannot be seen in the figures for England. The

figures have been checked by ONS, and the most

likely explanation lies in the relatively small sample

sizes in the Family Expenditure Survey for Scotland,

Wales and Northern Ireland.

Buy to let
The continuing growth in the market for ‘buy to let’

mortgages can be seen in Compendium Table 55.

Some 130,000 new buy to let mortgages were

advanced in 2002, and there are now over 500,000

buy to let mortgages outstanding; a fourfold increase

in just three years. Despite that activity there are no

signs of any significant growth in the overall size of

the private rented sector (Compendium Table 54).

This suggests that this is more a case of mortgage

lenders increasing their market share in the

financing of new investment in private renting, than

a major change in the total market.
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