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Board Paper for 21st July 2008
Effects of the Credit Crunch
1.0 Purpose of the report
1.1
To provide the Board with further detail on the Credit Crunch with particular reference to what the effects are on the programme, what further effects there may be and how the risk is currently being managed and will be managed in the future.
2.0
Background
2.1
In light of the current situation and the potential impact on NewHeartlands, it was decided that at the annual risk review the risk sub-group would focus on two of the high level strategic risks, one of which was the “Credit Crunch”.

2.2
The recommendations of the sub-group included a more detailed report being presented to the Board on the impact for NewHeartlands of the Credit Crunch and what actions have been undertaken and/or will need to be undertaken to minimise the detrimental effects on the programme.

2.3
The credit crunch has hit the headlines in the past 12 months with news of falling house prices, an overall slow down in new housing developments and problems for first time buyers obtaining mortgages. The speed that the housing market has deteriorated has taken many people by surprise and indications are that there is unlikely to be an improvement in the market until 2010 although some predictions are that the situation may take 5 to 6 years to improve.
2.4
It could be argued that some correction in house prices would be good for Britain. The growth in the housing market was considered by many to be unsustainable and the apparent year on year growth in values was attracting investors and making housing less and less affordable to buy for many households. A reduction in values would make properties more affordable for many people.
2.5
House purchasers are likely to face more stringent requirements before they are granted a mortgage.  Lenders are requiring larger deposits and introductory interest rates are not as attractive as they were a year ago.  First time buyers have been squeezed out by the crisis with the number of loans lower than any time since monthly records began in 2002.

2.6
During May 2008 the approval of mortgages fell to a record low with loan approvals for people buying a new property falling by 28% to just 42,000, which is 64% fewer than in May last year and the lowest level since the Bank of England figures began in 1993.  Mortgage lenders have also announced that the availability of mortgages is expected to fall further in the next three months. 
2.7
Coupled with limited access to finance, there is also reducing confidence in the market, with purchasers worried that they are buying near the top of a fall and wanting to see where the current situation goes in the next few months.  Extensive media coverage, with market commentators saying that there could be falls of up to 20% in average house price sales, over the next 12 months, has unsurprisingly undermined confidence.

2.8
Repossessions are set to rise in the UK this year. The Council of Mortgage Lenders (CML) are forecasting that 45,000 households (some predictions have been as high as 53,000) will lose their homes this year compared to 27,000 last year but this is still not as many as the 75,000 households who lost their homes in 1991.

2.9
The number of new homes started in May plummeted by 52% compared with the same period last year.   The NHBC revealed that the number of starts was only 9,589 compared to 20,019 with completions falling from 15,283 to 12,921.
2.10
A number of national house builders have recently announced cuts to their workforces. This includes Persimmon cutting 1,100 jobs since January, Redrow and Bovis are axing 40% of their workforces and Taylor Wimpey and Barratt Developments together revealed around 2,000 job losses.
2.11
The Local Government Association is predicting that by 2010 there will be 5 million people on the waiting list for social housing, an increase of 1 million from when figures were published last year.

2.12
However, the Government is still focussed on achieving growth for housing with a target of 3 million homes to be built by 2020.

3.0
Direct Impact of the Credit Crunch to date on NewHeartlands
3.1
Each of the Local Authorities have provided information on what impact the credit crunch has had to date on their programmes, what the further impacts of the credit crunch could be, what actions have been taken to date to minimise the impact and what actions will need to be taken if there is no improvement in the economic climate.

3.2
There are a number of impacts identified by the Local Authorities, these include:
· There is still reasonable interest in new homes from potential buyers but this interest is failing to materialise into sales because of the inability to secure decent mortgage offers – this is also having an impact on the shared ownership market;

· Interest in housing sites being offered for sale by the Councils has declined at the same time land values have reduced dramatically;
· A collapse in the market for apartments for sale;

· A review of design and layout for further phases with the possibility of taking out apartments and houses without in-curtilage parking;
· Developers are slowing down and in some cases halting building. In addition some sites are being deferred until the market becomes more viable;

· Whilst there are sound planning reasons for the retention of 3 storey properties these are not popular on the current market. There may be opportunities for discussion with RSLs to take up these properties, alternatively planning applications may be submitted to make amendments;
· To date job losses have been largely office based and professional staff in developer partner organisations. However, as sites slow down, to match demand, it is anticipated that the numbers of directly and indirectly employed construction workforce will decline.
4.0
Longer term impacts of the Credit Crunch on NewHeartlands 
4.1
There are a number of longer term impacts that the credit crunch may have on the programme. These include:
· Private sector developers may need gap funding to assist with their developments;

·  A decline in employment and training opportunities and an increase in unemployment;
· Possible increase in the numbers of empty properties in the short to medium term, if mortgage repossessions increase and there are no purchasers for them;
· Possible increase in demand for shared equity as it may be the only realistic option for some buyers to get on the property ladder;

· Increased demand for equity loan products. Changing the perception of equity share products to secure home ownership for decanted residents and for first time buyers needs to be taken on board by the teams to secure take up of this option, which is readily available from the Housing Corporation and NewHeartlands;

· Environmental maintenance costs will increase if sites are mothballed;

· Living Through Change costs will increase;

· Land values will be further reduced and this will lead to a reduction in capital receipts;
· Potential negative equity for homeowners who have bought their homes in the last 2-3 years and in some cases homes may be repossessed;

· Some sites will not be viable for development without a revision to the business case.
5.0
The Wider Consequences of the Credit Crunch on NewHeartlands
5.1
The programme may need to be looked at and reprofiled in terms of what can actually be achieved. Although there is an opportunity now to purchase properties and land earmarked for redevelopment at a lower value, other outputs may not be achieved principally new build completions.
5.2
Any non-achievement of outputs could be detrimental to funding allocations in 2009/2010 and 2010/2011 with the potential to gain or lose 10%. There would also be a reduction in the amount of private sector matched funding brought into the programme.

5.3
There may pressure to reduce the quality standards of developments due to the current financial climate. This will be resisted to ensure that high quality schemes continue to be delivered across the Pathfinder.
5.4
A potential consequence could be that the aspirations and the promises made to the communities are not met. In order to mitigate this, NewHeartlands will continue to ensure that residents are engaged in the regeneration process and are kept informed of the latest news and developments.
5.5
Overall, there may be a negative effect on the confidence and reputation of the programme.  
6.0
Mitigation Measures
6.1
There are a number of actions and measures being undertaken by the Government, the Local Authorities and NewHeartlands in order to try and minimise the impact of the credit crunch.
6.2
Recent Government action includes an announcement by Housing Minister Caroline Flint of a number of measures on 2nd July to respond to the impact of the credit crunch and to maintain the delivery of affordable housing. The measures include:

· A further £270m is being allocated through the Housing Corporation to deliver an additional 3,800 homes for social rent and 1,500 shared ownership homes over the next three years;

· A new national clearing house is being set up where house builders can approach the Housing Corporation with robust proposals to sell their unsold stock for affordable housing;

· Increasing flexibility around when providers can bid for funding from the Government’s £8.4bn affordable housing programme;

· Increased flexibility so that the Housing Corporation will now have the option to offer more of the payment to housing associations and other developers delivering affordable and social housing at the start of schemes, helping to improve providers’ cash flow, encourage new starts and stimulate wider market activity;

· The Government is announcing the sixth round of the Housing Private Finance Initiative. Councils will be able to bid for a share of up to £1.87bn to build new homes or refurbish existing houses and estates.

6.3
These measures are the first part of a wider package of action the Government will be announcing this month to increase confidence and help ensure stability and fairness in the housing market.

6.4
Actions taken by the Local Authorities include:

· Working with developer partners and RSLs to review the design and layout of forward schemes to improve marketability and looking at ways to see out the difficult decisions and keep sales moving without compromising the long term housing strategy;
· Accepting a slower but realistic rate of build from developers;

· Sites are being mothballed as it may not be appropriate for them to be developed at the moment and any oversupply may adversely affect sales on schemes already underway;
· Possible increase in RSL acquisitions and new build is being considered;
· Researching through the Local Strategic Housing Partnership how housing providers across the area can minimise the impact;

· Proposing innovative solutions such as working with English Partnerships to create a Joint Venture in Anfield Breckfield.

· Liverpool City Council has just announced that it is looking into the possibility of offering mortgages from the Council, which would most likely be available for homebuyers looking to buy in HMR areas. 
6.5
Actions that NewHeartlands has started to and will be undertaking include:

· Information sharing and learning between the three Local Authorities as well as with the developer partners and RSLs across Merseyside to see how they are managing the situation.  
· Discussions will be taking place with other Pathfinders and other Local Authorities at a sub-regional and regional level in order to try and ascertain how they are managing the situation.

· Manchester Salford Pathfinder (MSP) is asking each of the Pathfinders to submit background and details of work done so far on the Credit Crunch with a view to submitting an interim report to the next Pathfinders Directors meeting.

· Holding further discussions with CLG and HaCA regarding the national and local implications of the Credit Crunch and the impact on our ability to deliver our targets over the next 2-3 years. 
· Professor Michael Parkinson – Director of the European Institute for Urban Affairs at John Moores University has been commissioned by Local Government Minister John Healy to carry out a study of the consequences of the global credit crunch on regeneration.  The research will include how projects, business models and long term strategies could be influenced by international economic conditions.  Regeneration specialists, local government, RDA and third sector specialists will all be asked for their views as well as developers, investors and market analysts. As part of this process Pauline Davis is meeting with Professor Michael Parkinson on 23rd July.
6.6
A number of national housing agencies are also carrying work into the Credit Crunch, this includes:
· The Housing Corporation has asked partners and Local Authorities about how the current market conditions are impacting on their scheme in order to gain a general impression of what is happening in the region.

· English Partnerships is carrying out research nationally into the Credit Crunch. There will be an update on this in the July housing market bulletin, which is due out in about two weeks time.
· The National Housing Federation is looking at ways in the housing association sector can intervene in the market with the current conditions to ensure that households at risk of repossession are protected and social housing continues to be delivered in sufficient numbers. For further information please go to www.housing.org.uk. 
7.0
Recommendations

7.1
The Board notes the report.
7.2
NewHeartlands will continue to address Central Governments and national housing agencies responses to the credit crunch and adapt our strategy positively to relevant development.
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Summary of Report:


Describes the impact that the credit crunch has had on the NewHeartlands programme to date, what the wider implications are on the programme, the actions that have been taken to date to mitigate the impact as well as looking at further actions that could be taken.





Links to Corporate Objectives:


The credit crunch could potentially impact on all of the Corporate Objectives.





Links to Risk Management Framework:


The impact of the credit crunch has already identified as a high priority strategic risk.





Financial Implications:


There may be an impact on future years funding allocations within the current programme if the impact of the credit crunch results in targets not being met.





Equality and Diversity Implications:





None directly 
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