
UK Holidays are Becoming Sub-Prime 

 

Like many people, I’ve been watching the credit crisis in the US unfold with a kind of car-

crash fascination. You know that you shouldn’t look and that it will have a devastating impact 

on many people’s lives but you just can’t help staring at it in wonder. 

 

The original wisdom was that the unravelling of the sub-prime market would have little 

impact on tourism to the UK. The theory being that the subprime market was generated by 

selling loans to poor first time buyers. Predominantly, these people don’t have passports and 

don’t take overseas trips. Therefore, if they defaulted on their loans, this would have no 

impact as the higher socio-economic groups that comprise the 20% of Americans that have 

passports and undertake overseas travel would continue to travel. 

 

The other perceived wisdom was that the American housing market had been booming for 

the best part of a decade. Therefore, even if it fell back 10%, or even 20%, the amount of 

equity that property owners would have accumulated over this period would mean that the 

correction should have little impact on those in the higher socio-economic groups. 

 

However, as the crisis has grown, so the socio-economic groups impacted by it has 

widened.  

 

To show you how, here’s two interesting statistics that help explain why the pain in now gone 

well beyond what was originally being classified as sub-prime. The first is that the availability 

of easy, cheap loans in the US has meant that the average deposit on a house, which was 

about 18% in the 1970s, has decreased to the stage where, in 2005/6, almost 50% of all 

mortgages in the USA were lent with no deposit.  

 

This means that the equity buffer that people used to have in their homes has been eroded 

to the extent that a very small decrease in property values will leave people in negative 

equity. 

 

The second interesting statistic is that, in 2007, property prices in the USA fell by 7%. In the 

first two months of this year they fell another 3%. It has been calculated that if property 

prices in the USA fall a further 5%, almost a third of all property owners in America will be in 

negative equity. That’s a very real and a very frightening prospect.  

 

The fall in property values means that, suddenly, the hitherto “safe” mortgages to average 

middle-class American families, and the financial instruments that these mortgages were 

bundled into, also become “subprime”. This situation was nicely summarised by Kevin 

Logan of New York investment banker Dresdner Kleinwort, who was quoted as saying, 

"We're all sub-prime now".  

 

Faced with the prospect of growing numbers of subprime mortgages and not being able to 

readily identify them, you can understand why the banks aren’t particularly keen to lend to 

each other. You can also see why the Federal Reserve is stopping at nothing to inject 

liquidity back into the system. 

 



And the relevancy of this to tourism? Well, there is nothing like the prospect of negative 

equity, coupled with a currency that is falling through the floor, to make middle-class 

Americans think twice about taking that overseas holiday.  

 

Evidence of the impact came through in UKinbound’s business barometer for January. 

Unfortunately the barometer doesn’t breakdown arrivals and bookings by individual overseas 

markets but, nevertheless, it showed that total arrivals into the UK were down almost 4% 

and that forward bookings were down 2.6% despite the strengthening of the euro against the 

pound which made travelling to the UK cheaper for the main European markets. This 

indicates that the downturn in visitors and bookings from the USA must be significant. And 

as the USA retains the UK’s biggest single source market contributing almost £3bn to the UK 

economy, this has considerable implications for the UK tourism industry. 

 

And importantly for the UK’s domestic tourism industry, where the American economy goes, 

the UK’s economy usually follows. 

 

 

 

 

 


