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Debt and the regions summary report
Report Abstract

It is already clear that the effects of changing socioeconomic conditions are not being felt evenly across the UK. Large parts of the country seem to be comparatively unscathed but certain regions and local communities are badly affected. This report: 

· compares levels of total, secured, and unsecured debt in different regions of the UK;
· identifies the number of households within each region that are overindebted and in arrears; and 
· compares key economic conditions in the regions of the UK to gauge how vulnerable households are to deteriorating economic circumstances.
Key findings
· The highest levels of total debt can be found in the London and South East regions. This is linked to the level of property prices in the regions. 
· 8% of households in Great Britain – nearly 1.6 million households - are spending more than 50% of their incomes on total debt repayments. Nearly 1 in 10 of households in the London region are spending more than 50% of incomes on debt repayments.
· Analysis of the CCCS database shows that clients from the London region have the highest secured debt to income (DTI) ratio equal to more than 12 times earnings, followed by clients from the South East (DTI 10.1), East Anglia (DTI 9.1), the South West (9.3), and Northern Ireland (DTI 8.2). Northern Ireland clients have very high secured debts compared to regions with similar economic profiles which is likely to be a reflection of the huge growth in property prices in the run up to the financial crisis/ recession in 2007/08.
· Developments in regional property markets have had a huge impact on levels of secured debts in those regions. In 1995, the average UK house price to earnings ratio (HPER) was 2.2 times earnings. The UK HPER rose to a peak of 5.4 in 2007, falling to 4.4 by 3rd quarter 2011. This is still well above the UK long term average HPER of 2.7. Property prices in London and the South East have traditionally been expensive even allowing for higher earnings. For example, the HPER for London in 1995 was 2.6 times, rising sharply to more than 7 times earnings by the end of Q3 2007 falling back to 6.3 times by the end of Q3 2011.  While HPERs in each of the regions remain above their long term averages, London stands out. Although the HPER is down from a peak of 7.2, the current HPER of 6.3 compares to the long term average of 3.7. 

· But, the region which has seen the most dramatic reversals in fortune is Northern Ireland. In 1995, the HPER in Northern Ireland was 1.9 times – the lowest of the UK regions. By the end of Q3 2007, the huge growth in house prices in Northern Ireland meant that the average HPER had risen to 8.1 times – the highest of the UK regions and 50% greater than the UK average. But, the HPER fell to 3.6 times by end Q3 2011 – a fall of 56% from the peak. Even now, the current HPER is some 28% above the long term average. This implies that there are comparatively large numbers of recent buyers who may be sitting on large legacies of mortgage debt.     
· New analysis from the Financial Services Authority (FSA) demonstrates the vulnerability of homeowners in different regions. The FSA looked at mortgage payment problems, repossessions, negative equity, and mortgage ‘prisoners’ (homeowners who cannot move due to negative equity). Northern regions including Yorkshire and Humberside, the North West, the North East, the West Midlands, and Wales have higher than average proportions of mortgages in difficulty. However, the region with by far the largest proportion of mortgages with payment problems is Northern Ireland. Overall, mortgage borrowers in Northern Ireland, northern regions of England have been particularly badly affected by adverse mortgage market trends. Moreover, these regions are more exposed to deteriorating economic and financial conditions.
· Nearly 1 in 11 (8.9%) of households across the UK are spending more than 25% of household incomes on meeting unsecured debt repayments. The London region tops the league table for the highest proportion and number of households devoting more than 25% of incomes on unsecured debt repayments – more than 1 in 10 London households. The next 3 spots are filled by northern regions of England – the North East at 10.1%, North West at 9.5%, and Yorks & Humber at 9.1% of households
. 
· Across the UK, on average, CCCS clients had unsecured debts worth around 31% more than their incomes – a debt-to-income (DTI) ratio of 1.31. In every one of the regions covered, unsecured debts were worth more than incomes. In 4 regions, London, the South East, East Anglia, and the South West, clients had unsecured debts were worth 40% more than incomes. Scotland and Northern Ireland had the lowest debt-to-income ratios – both at 1.2 times incomes.While the difference between a DTI of 1.4 and 1.2 may not seem like much of a gap, it actually means that clients in the regions with the highest DTIs have debts as a proportion of their incomes 18% more than those in the regions with lowest DTIs.
· 10.5% of GB households (2.1 million households) are in arrears on any debt, with 14% (2.8 million households) reporting that debt is a heavy burden. Nearly 14% of households in London reported being in arrears on any form of debt, with over 18% of London households reporting any debt is a heavy burden. Scotland scored the lowest on both counts with fewest households reporting arrears and debt is a burden.
· The number of clients counselled by CCCS more than doubled between 2005 and 2010 – by 113%.  Wales and Scotland saw the largest increase at over 150% increase in clients counselled, followed by Yorkshire and the North West at 145%, and the West Midlands at 135%. Northern Ireland at 73% and The South East at 77% saw the smallest increases over the period.  However, Northern Ireland saw the fastest growth in clients counselled over the past 3 years at more than 80% growth suggesting that debt problems may be accelerating there.
· The number of households who say they are struggling with debts or struggling to make it until payday appears to have grown considerably. The regions with the highest number reporting debt worries are North East, London, and the North West. Some 45% of households now report that they struggle to make it to payday up from 20% in 2010. The regions that stand out as having the highest proportion of households who say they are struggling are the North West, the North East, the West Midlands and South East.
· Analysis of CCCS clients’ financial position shows that in most of the regions analysed, clients had only £10-14 left over at the end of the month so they are very vulnerable to even a small deterioration in financial circumstances.  However, the London region again stands out as having large numbers of vulnerable households. The median surplus for London clients is £3 – this is just 0.29% of incomes. In other words, more or less half of clients from the London region have nothing left at the end of the month. Similarly, London region has the largest deficits- the 1st quartile deficit is -£144. This means that ¼ of London clients were living with a shortfall in their incomes of nearly £150 per month.

· Savings provide households with the capacity to withstand detrimental changes to financial circumstances. Just under half of UK households have some form of bank or building society account, with 40% having an individual savings account (ISA)
. By far the region with the highest proportion of households with no savings is Northern Ireland, followed by Inner London, West Midlands, the North East, and North West. The regions with the lowest proportion of households with no savings are the South East, South West, and East England. The low levels of savings in Northern Ireland could prove a problem in the event of a continued economic downturn in the region. Northern Ireland has by far the greatest proportion of mortgages with payment problems. The savings data suggest that many homeowners in Northern Ireland may not have any cushion to fall back on to meet mortgage payments in the event of getting into financial difficulties.

· The various deficit reduction measures and continued economic slowdown are affecting the UK regions to different degrees. On average UK households rely on benefits for just over 16% of their total household income. However, households in Northern Ireland, West Midlands, North East, North West, Yorkshire and Humberside, and Wales derive 20% or more of their total households incomes from welfare benefits and will be vulnerable to reductions in the availability and level of welfare benefits. The regions that are forecast to be hit worst by deficit reduction measures are Northern Ireland, Wales, The North East, Scotland and the North West. However, again within the London region and South East there are large areas extremely vulnerable to adverse economic conditions.
� Equivalent data on Northern Ireland is not available for this data series.


� Once accounts such as National Savings and Investment are included, around half of households have some form of liquid savings.





