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6 MARKET SIGNALS

6.1 The NPPF is clear that plans should take account of market signals, such as land prices and

housing affordability (Paragraphs 17 and 158). The PPG clarifies this setting out that:

"The housing need number suggested by household projections (the starting pOint) should
be adjusted to reflect appropriate market signals, as well as other market indicators of the
balance between the demand for and supply of dwellings. Prices or rents rising faster than
the national/local average may well indicate particular market undersupply relative to
demand."

6.2 The PPG sets out that studies should assess house prices and rents, land values, affordability,

rates of development as well as overcrowding, concealed and shared households. Appropriate

comparisons should be made (in terms of absolute levels and rates of change) with trends in the

HMA, similar areas and nationally. It sets out that:

"A worsening trend in any of these indicators will require upward adjustment to planned
housing numbers compared to ones based solely on household projections. "

6.3 In interrogating market signals we have sought to assess trends over the 2001-11 period, as this

is the period from which household formation trends in the 2011-based Household Projections •

are derived. We have also considered more recent trends and current performance, to assess

whether there is a case for adjusting levels of housing provision (relative to those shown in the

projections thus far).

6.4 We have sought to analyse the indicators identified in the PPG. In addition we consider other

key indicators including sales, and how the tenure pattern has changed over the last few years.

House Prices and Sales Volumes

6.5 Across Runnymede and Spelthorne, the average (mean) house price in 2013/14 was £342,652

whilst the median was £250,000. 10 Within the HMA, the highest prices can be found in

Runnymede at £382,188 (mean) and £259,OOO(median)with the equivalent figures in Spelthorne

£310,000 (mean) and £247,000 (median).

6.6 Figure 73 profiles house prices across the HMA from 1998 to 2007 (i.e. the pre-recession
""decade). This demonstrates that price growth in the local authorities has been broadly consistent

across the HMA. Over the decade, prices increased by around 150% - significant growth in real

terms.

10 Includes data up to June 2014
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Figure 73: Median House Price (1998·2007)
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6.7 Since 2007, trends in house prices have understandably been very different due to the economic

backdrop. Both local authorities posted notable price falls in late 2008/early 2009 at the onset of

the recession. We then see a rise in prices from early 2010. However over the five year period

shown, house prices have been relatively stable in nominal terms.

Source: DCLG Live Tables: Land Registry Data

6.8 Compared to the pre-recession levels (03 2007), the median house price in Runnymede and

Spelthorne in mid-2013 was around 3% and 11% higher respectively. Since 2009 however,

other parts of Surrey appear to have seen stronger price appreciation.
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Figure 74: Median House Price (2008-2013)
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Source: DCLG Live Tables: Land Registry Data

6.9 We have also analysed house prices achieved in the last 18 months (January 2013 to June

2014) in the HMA in more detail to gain an understanding of the latest dynamics for different

property types within the local housing market.

6.10 It is clear from Figure 75 that mean prices across the HMA are substantially above the regional

average across all property types with the exception of flats. House prices in Runnymede are

above those in Spelthorne where the prices vary by typology but are broadly below the South

East average.
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Figure 75: Mean and Median House Prices (Jan 2013· June 2014)

Median Detached Semi Terraced Flats All

Runnymede £440,000 £271,000 £239,950 £177,500 £258,726
Spelthorne £395,000 £270,000 £235,000 £178,500 £247,000

HMA £420,000 £270,000 £237,250 £178,000 £250,000

South East £387,000 £250,000 £210,000 £168,000 £245,000
Mean Detached Semi Terraced Flats All
Runnymede £685,120 £301,729 £286,983 £195,250 £369,156
Spelthorne £447,177 £300,392 £260,034 £188,528 £285,790

HMA £583,353 £301,002 £271,832 £191,556 £325,388

South East £489,120 £296,350 £244,951 £193,566 £309,634
Source: GLH Analysis: Land Registry Price Paid Data

6.11 In comparison to the wider South East, the mean price for flatted properties in the HMA is lower.

For other property types, house prices are above the regional average in both authorities.

Sales Volumes and Effective Demand

6.12 Sales volumes are an important indicator of effective demand for market housing. We have

benchmarked sales performance against long-term trends to assess relative demand. Figure 76

benchmarks annual sales across the local authorities and wider geographies over the 1998 to

2013 period. It uses an index where 1 is the average annual sales over the 1998-2007 decade

(prior to the credit crunch).

6.13 As Figure 76 indicates, sales volumes dropped significantly in 2008. There was some recovery

in late 2009 and 2010, but sales volumes between 2010-13 were relatively stable, at a level

between 30-50% down on pre-recession levels.
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-ENGLAND -Surrey -Runnymede -Spelthorne

Figure 76: Indexed Analysis of Sales Trends (1998 - 2012)

1.40

;

1.20

~
1>0

~ 1.00
><t
~g: 0.80
1"1,
CIO
g: 0.60
1"1
II
~
~ 0.40
~
.E

0.20

0.00

Source: DCLG Live Tables

Rental Trends

6.14 As of June 2014, median rents in Spelthorne (the median for all property types) were £1,067 per

month. These are significantly below the equivalent costs in Runnymede (£1,252) and Surrey

(£1,190).

6.15 Benchmarking median private rents against figures from 2011 shows that rental growth in

Runnymede (18%) has been above Surrey (9.5%) and the South East (7.0%) over the past few

years. Over the same period growth in Spelthorne was around 9.0%.
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Figure 77: Benchmarked Trend in Median Private Rental Values (2011.2014)
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Source: VOA Private Rental Data

Affordability of Market Housing

6.16 In line with the PPG, we have considered evidence of affordability by looking specifically at the

relationship between lower quartile house prices and incomes. This ratio provides an indication

of the affordability of entry-level market housing for younger households.

6.17 As a general observation, we can see that across all areas the affordability of property has

worsened quite markedly over the past 15 years; however affordability issues have been

continually more acute across Surrey than other parts of the UK.

6.18 The lower quartile affordability ratio peaked in Runnymede (12.4) in 2007. Since the 2007 peak,

the lower quartile affordability ratio in Runnymede temporarily decreased in the years following

the recession (2008 and 2009) but has since been increasing, suggesting problems with

affordability are on the rise again. In Spelthorne, the lower quartile price to income ratio stands at

9.3 in 2013.
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Figure 78: Lower Quartile Affordability Trend (1997-2013)
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6.19 We have also considered and compared this to the median price-earnings ratio to identify

whether affordability is an issue across the market or within a particular segment. In both

Boroughs the median ratio is below the lower quartile ratio, indicating that affordability of larger

properties is lower in comparative terms. There is a particularly noticeable difference between

the Median and Lower Quartile affordability ratio in Runnymede.

Source: DCLG Housing Market Live Tables

Figure 79: Comparison of Lower Quartile and Median Affordability (2013)

Lower Quartile Ratio Median Ratio
Enqland 6.45 6.72
Surrey 10.89 10.27
Runnymede 8.94 14.30
Spelthorne 9.27 I 11.37

Source: OCLGHousmgMarket LIve Tables. *Oata for South East IS2011 as no 2012 data ISavailable
estimate.For2013 is 8.45basedon countyand UAaverage.

6.20 Compared to the national average of 6.5, the lower quartile affordability ratio indir.:ates acute

affordability pressures in the HMA with a ratio of around 9 in both authorities. This suggests that

a significant proportion of households have insufficient income to afford market housing -

consistent with the analysis in Section 4.

Housing Supply Trends

6.21 Figure 80 shows recent net housing completions in the HMA. We have considered the period

since 2006/07 as this provides a meaninqful timeframe to analyse shortfalls/ oversupply.
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6.22 Since 2001, a total of 3,091 net new homes have been delivered across the two authorities

within the HMA, equivalent to around 386 per annum. In spatial terms, this has been relatively

evenly split across the two authorities with Runnymede delivering the most (54% of net

completions) and Spelthorne delivering 46%.

6.23 Looking at delivery trends, we can see that the number of net completions across the HMA has

been fairly consistent over the last eight years. Completions over the period since 2010/11 have

however been lower than the previous four years, consistent with wider market conditions/

demand.

Figure 80: Net Completions (2001/02 to 2012113)

2006/07 2007/08 2008/09 2009/10 2010/11 2011/12 2012/13 2013/14
_ Runnymede Completions _ Spelthorne Completions -Joint Target

Source: Council completions data - extracted from Annual Monitoring Reports.

6.24 In line with Guidance, it is particularly important to analyse the historic rate of development

relative to planned supply. Figure 81 sets out and compares recent delivery to planned supply

across each of the two authorities within the HMA.

Figure 81: Historic supply targets

Targets Planned supply Actual delivery Overl
(2006/7-13/14) (2006/7-13/14) undersupply

Runnymede I 161 1,347 1,670 +323

Spelthorne T 166 I 1,328 1,421 +93

Total I ___E_7J 2,675 3,091 +416

NB: Post 2006 figures from South East Plan.
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6.25 Whilst there has been some difference in the performance of individual authorities over the past

eight years, overall delivery across the HMA has been successful with the number of known

dwellings delivered slightly exceeding planned supply for the known period (by 416 dwellings

(16%)). The demographic projections set out have a base date of2013.

6.26 It should however be remembered that housing targets in both authorities against which supply

is measured have been influenced by supply-side factors, such as land availability and Green

Belt, and do not necessarily reflect housing need.

Tenure Changes

6.27 Comparing data from the 2001 and 2011 Census shows that there have been some changes in

the tenure profile over the decade. Looking at individual tenures across the HMA the Private

Rented Sector has grown by around 62% in size. The highest increase in PRS was in

Spelthorne at 68% which was slightly below the South East and England as a whole. There was

also significant growth in Runnymede at 57%.

6.28 The growth in this tenure is largely driven by households who would traditionally buy, being _

unable to do so because of increased mortgage restrictions as well as decreasing affordability.

There may also have been increased supply as homeowners choose to rent their property rather

than sell during a time of perceived low prices.

Figure 82: Change in Tenure Profile (%), 2001 - 2011

100%

80%

60%

40%

20%

0%

-40%
Rent from.

RP
PRS Living

Rent free
Owns Owns with Shared Rented

outright mortgage Ownership from LA

_ South East - England _ Runnymede _ Spelthorne

Source: Census 2001 & 2011

GL Heam
T:ILDFIWorking Parlies\3S. 1 June 201 5IFinal Draft SHMA (22.05.1 5).docx

Page 109 of 185

t
. f



6.29 Across the HMA the shared ownership sector has grown by 13% over the past decade, albeit

from a relatively low starting point. Growth in shared ownership in the HMA has been below the

level of growth seen across the South East (52%).

6.30 There was a modest growth in households in social rental properties across the HMA although

this is driven by growth in renting from Registered Providers, rather than local authorities. Indeed

renting from the Council in Runnymede has decreased by 2%. There is no Local Authority stock

available to rent in Spelthorne.

6.31 We have also considered absolute changes in tenure across the two authorities in the HMA.

Again (as Figure 83 shows) this demonstrates the large growth in the number of private rental

properties in both of the authorities. In all cases, growth in the private rental sector represents

the majority of overall stock growth over the past decade (although clearly this is not all new

build and results from existing properties transferring into the sector).

Figure 83: Change in Tenure Profile (absolute stock changes), 2001 - 2011
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6.32 Furthermore, whilst there has been a notable growth in shared ownership properties in

percentage terms, actual gains have been relatively small (70 in Spelthorne and 40 in

Runnymede). Also interesting is the quite significant absolute fall in owner occupation with a

mortgage. This provides a stark illustration of the inability of people to access mortgage products.
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Overcrowding

6.33 We have examined how overcrowding has changed over the 2001 - 2011 time period. Growth

in overcrowded homes may reflect market stress and the inability for existing households to form.

6.34 Changes in overcrowding between 2001-11 can be measured using the Census 'occupancy

rating.' This considers the relationship between the number of people in a household and

number of rooms in the home. It is a relatively simplistic measure which doesn't fully account for

household structures.

Figure 84: Change in Tenure Profile (absolute stock changes). 2001 - 2011

(e.!'L:lUI'.l"'I.III[.

~ mm ~ - .-
Runnymede 1,918 2,710 41%
Spelthorne 2,493 3,553 43%
Surrey 23,620 30,783 30%
South East 195,392 265,974 36%
England 1,457,512 1,928,596 32%
Source: Census 2001 & 2011

6.35 Across the HMA the number of overcrowded households, using this measure, increased by

around 42% between 2001-11. This is above the equivalent trends in the wider area

6.36 It should be noted that some overcrowding may not be seen as problematic to the householders

for example some households, particularly BME groups, typically live in multi-generational

households which are inherently overcrowded. Other groups such as students also see this type

of accommodation as a lifestyle choice rather than being overcrowded.

Houses in Multiple Occupation

6.37 Our final market signal Indicator is the extent to which the use of Houses in Multiple Occupation

(HMOs) have increased over the 2001 - 2011 time period. This again reflects market stress.

6.38 Houses in Multiple Occupation are dwellings which contain non-related (and non-cohabiting)

people living together that are neither all students nor all pensioners. In effect these are shared

flats or houses.
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Figure 85: Change in Tenure Profile (absolute stock changes), 2001 - 2011

mm- .fIiir1I ~I . ..
Runnymede 1337 1426 7%
Spelthorne 1527 1850 21%
Surrey 16,281 18,573 14%
South East 120,055 150,647 25%
England 749,666 995,677 33%
Source: Census 2001 & 2011

6.39 Across the HMA, HMOs have increased by 14% which is in line with Surrey but below the other

wider comparators. However this figure masks a large disparity between the two local authorities.

HMOs in Spelthorne have grown by as much as 21% between 2001-11; whereas in Runnymede

they have only grown by 7%.

Summary and Implications

6.40 House prices across the HMA are above the South East level. In Runnymede prices are slightly

above those in Spelthorne for almost all property types.

6.41 The evidence clearly indicates strong growth in prices and deterioration in affordability over the

2001-11 decade. Relating this back to the demographic analysis, this appears to have

contributed to reducing the ability of younger households to get on the housing ladder.

6.42 Affordability pressures in the market are severe, with lower quartile house price over 9 times the

annual income of young households. Whilst these levels are similar to 2007 they are significantly

worse than levels a decade prior to this. The SHMA also demonstrates a strong need for

affordable housing reflecting households' inability to afford market housing costs.

6.43 There has also been a significant shift towards the Private Rented Sector as households can

either no longer afford to obtain or service a mortgage. We have also seen significant growth in

the number of households which are overcrowded and Homes in Multiple Occupation. This gives

a clear indication that market conditions are curtailing the ability for households to form properly.
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KEY MESSAGES - MARKET SIGNALS

• The SHMA evidence indicates that affordability pressures in the HMA are significant. House
prices are above the South East average. Entry level house prices are 9 or more times the
typical earnings of younger households compared to a ratio of 6.4 nationally. Over the
2001-11 decade, housing costs increased relative to earnings; whilst household formation
and home ownership both fell.

• In circumstances such as these where indicators point towards a supply-demand imbalance
and worsening affordability, the PPG sets out that the identified housing need should be
adjusted upwards to support an improvement in affordability.

• GL Hearn recognise that price dynamics are influenced by the supply-demand balance at a
regional level and that supply would most likely need to increase across the greater South
East to have a positive impact on improving affordability. However this could not be
achieved unless planned supply is increased through the planning process in a range of
areas.

Market Signals Uplift

6.44 Overall the analysis of market signals clearly points to higher affordability pressures in the two ..

local authorities than in other parts of the country. The demographic analysis indicates that

levels of household formation, particularly for younger households have fallen. There has been a

fall in household formation of households in their 20s and 30s in both authorities between 2001

and 2011.

6.45 It would therefore be appropriate to consider an adjustment to the overall assessment of housing

need to improve affordability over time in line with the approach outlined in the Practice

Guidance. The PPG sets out that:

"In areas where an upward adjustment [to the assessment of housing need] is required, plan
makers should set this adjustment at a level that is reasonable. The more Significant the
affordability constraints (as reflected in rising prices and rents, and worsening affordability
ratio) and the stronger other indicators of high demand (e.g. the differential between land
prices), the larger the improvement in affordability needed and, therefore, the larger the
additional supply response should be.n

6.46 The Guidance does not however set out how such an adjustment should be quantified. It simply

sets out that it should be 'reasonable.'

6.47 National research undertaken for the RTPI by Neil McDonald and Peter Williams at Cambridge

University indicates a particular effect of the decline in affordability between 2001 and 2011 and

the economic recession has been young adults living within a parental home for longer or living
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in shared accommodation rather than separate accommodation. The impact of this, their

research shows, has been most significant for the 25-34 age group.

6.48 A detailed interrogation of demographic dynamics in Runnymede and Spelthorne indicates that

in demographic terms, the deterioration in affordability of market housing and the economic

recession over the 2001-11 decade is likely to have influenced - at least in part - a decline in

household formation rates in younger people, particularly amongst those aged between 25 and

34. This age group was identified earlier as showing some degree of suppression when

balancing past trends and the future projection.

6.49 When we consider age-specific data it is notable that those aged 25-34 have lower headship

rates than was expected in the 2008-based projections and that the rates have dropped

considerably from 2001 to 2011. We have therefore run a sensitivity analysis which considers

and seeks to quantify the implication of returning the household formation rates of this age group

back to 2001 levels by 2033.

6.50 This sensitivity in effect seeks to consider a scenario in which affordability and access to housing ..

for younger households improves, and quantifies what level of housing provision might be

associated with this, all other factors being equal. It models the implications of returning

household formation rates over the period to 2033 back to levels seen in 2001 (i.e. before the

rate started to significantly decrease). If achieved, the effect would be to reduce the proportions

of shared households and persons within this age group living with parents. We term this

sensitivity analysis the 'market signals uplift.'

6.51 In reality, other factors such as real growth in disposable income (allowing people to save), the

availability of and access to mortgage finance, interest rates and economic confidence will all

influence trends in household formation. There is a complex set of factors at play, and it is

difficult to predict how these factors might interact in the future and the impact on household

formation rates (in the absence of any supply-side constraints). Furthermore part of the changes

in household formation rates for this age group may have been due to international migration.

6.52 The sensitivity analysis indicates that, all other things being equal, an uplift of around 57 homes

per annum across the HMA would support an improvement in affordability and household

formation rates amongst younger households. The analysis is based on a projection linked to the

2012-based SNPP; similar analysis using other projections (e.g. the jobs-led projections) would

be expected to show a similar proportionate increase.
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Figure 86: Projected household growth 2013-33 - 2012-based SNPP and 2012-based
headship rates - with market signals uplift

'V~~~~~$:rffi~*~~ec~~~~~~iSpefinorne ~&~~';fHMA~:r(~"f:f~1i .~_..t~ ~..-_~_ ::£:!. _~~~~__t"I~~_ ~ ;; ____:'f!t~~l,.< ..~~··i~t:'t>·F~,
Households 2013 33,566 40,325 73,891
Households 2033 42,321 50,801 93,122
Change in households 8,755 10,475 19,231
Per annum 438 524 962
Dwellings (per annum) 459 543 1,002
From SNPP model 434 511 945
Potential uplift 25 32 57
% uplift 6% 6% 6%

6.53 Whilst this increase (57 dwellings) looks to be fairly modest (6%) it needs to be remembered that

this uplift is from the 2012-based CLG projections, which are far more positive than the previous

(2011-based) version. Using the same population data, and the 2011-based rates an estimated

need for housing of 866 dwellings per annum is derived; the figure in the table above (1,002

dwellings per annum) is therefore some 16% higher than would be derived using older (and

arguably more constrained) household formation rates.

6.54 It could also be argued that this uplift would in turn help to deliver more affordable homes across

the HMA. Thus this would help meet some of the affordable housing need explored in the

previous chapter.
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