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ABSTRACT This paper reports the results of a study which used a set of individual
. mortgage records from a major building society to examine the distribution of negative
equity between different categories of borrowers in Britain by the third quarter of 1993.
- The major ﬁndzngs are: negative equity was disproportionately held by borrowers with

properties in the South East (although there are very significant micro-spatial varia-

tions); only in the northern regzons of Britain were people with mortgage advances of
more than 90% of purchase price unlikely to have negative equity; negative equity was

disproportionately held by those who purchased their property between 1988 and 1991;

negative equity is disproportionately held by those on lower incomes; negative equity is

disproportionately held by younger borrowers. In every region it is borrowers who were
under 25 at the time of purchase who held the largest proportions of negative equity in

1993. Negative equity is disproportionately held by those who purchased properties at

the lower end of the market (in every region it was 1988-91 borrowers whose property

was purchased for less than £40 000 who were most likely to have negative equity.

Negative equity was disproportionately held by borrowers whose occupations at the time

of purchase were in clerical or manual work. Some of the implications of these findings

are discussed.

Introduction

After cutting its forecast for houseprice inflation this year from five per
cent to three, the Halifax refused to say how long it might take for
negative equity to disappear. Mr Wrigglesworth plumped for 1997. But
when it comes to forecasting house prices, recent events have shown
that there are only two types of economist; those who don’t know and
those who don’t know they don’t know. (Cowle, 1994)

The collapse of the British housing market since the late 1980s has led to the
widespread emergence of a new phenomenon, negative equity, which mani-
fested itself on a mass scale for the first time in British housing history in 1991.
A household has negative equity when the market price of their property falls
below the value of the mortgage secured on that property. This novel develop-
ment has generated a growing literature which has concentrated on the macro-
economic dimensions of negative equity (Bank of England, 1992; Wrigglesworth,
1992; Woolwich Building Society, 1993; Earley, 1994a; Maclennan et al., 1994).
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