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Residential market
and economic
overview
A surprisingly strong end to the
year, as the economy continues
to grow following the EU
referendum result. The
residential market is stable
although overall transaction
levels remain subdued.
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Residential market overview

Economic backdrop
Economic indicators across the UK have
remained strong throughout the year,
particularly towards the end of 2016, despite
a tumultuous political climate. The latest
ONS data shows that GDP increased by
0.6% in the third quarter, slower than the
0.7% growth during Q2 but stronger than
consensus forecasts of 0.3%. Growth has
mainly been driven by a strong services
sector, and indeed the latest Services PMI
Index rose in December, beating market
expectations and achieving its highest values
since July 2015.
The labour market meanwhile has also
remained solid, with unemployment edging
down again in the three months to October,
to 4.8% from 5.2% a year earlier. The strong
employment rate of 74.4% continues to be
one of the highest levels since records
began, and equates to 31.76 million people
in work, 342,000 more than for a year earlier.
Earnings growth has also increased this year,
posting an average growth of 2.5% for total
pay, in nominal terms.
One noticeable impact of Brexit has been
the weakening of sterling against a basket
of currencies. As a result, import prices
have been pushed up, directly impacting

the rate of inflation in the economy, which
has been at historic lows for several
months. The Consumer Prices Index (CPI)
rose by 1.2% in the year to November 2016,
compared with a 0.9% rise in the year to
October. Although the rate was slightly lower,
it remained higher than the rates otherwise
seen since late 2014. However, the Bank of
England has indicated that higher inflation
driven by rising import costs won’t make it lift
rates – something that would directly impact
the property market.
Retail sales have posted robust readings
recently with volume sales (excluding fuel) in
the three months to November growing at
6.1% on the year. Available Christmas trading
data has been generally very positive but
online sales outperformed with stores
experiencing increased footfall but the
conversion to sales often being over the
internet. Sales volumes have been bolstered
by competitive pricing with store prices
generally falling. However, as real incomes
wane, spending will take a hit even if the
pricing is attractive. The Bank of England
agents’ survey also suggests there is
evidence that households have brought
forward big ticket item purchases to avoid
expected price increases.

National house price growth dipped slightly
this quarter, with an annual change of 4.5%
at the end of Q4; down from 5.4% last
quarter, and leading to an average UK house
price of £205,937. In terms of volume of
transactions, the latest Bank of England
figures for 2016 (to November) show a
negligible decrease in mortgage approvals
this year over last year of just 0.06% totalling
733,539; this is still above the long-term ten
year average (covering the same period) by
1.3% and is still some of the highest
approvals rates since pre-financial crisis
levels in 2007.
The RICS latest market survey report
(November 2016, released December 2016)
has indicated that buyer demand increased
again in November, for the third consecutive
month, while agreed sales also increased
moderately. On the supply side of the market
there was no increase for the ninth
consecutive month. This, together with a
moderate rise in demand means there has
been a further erosion of available stock for
sale. This feature is noted variously
throughout this report and is becoming a
dominant element of the current market.

According to the latest data from the Council
of Mortgage Lenders (CML), home-owner
borrowing was down again in October (latest
data), declining 8% month on month, and
13% over the same month one year ago. The
majority of the decline came from new
mortgages, with numbers in October down
11% over the same month one year ago,
while remortgages were up 5% over the
same period. Buy-to-let new mortgages were
down substantially in October, with 45%
fewer of these mortgages taken out than one
year earlier. Despite this, buy-to-let mortgage
figures on a year-to-date basis are down just
8% compared with 2015 figures, and are
actually up by 7% over two years ago.
Turning back to house price inflation, the
only region to show double digit growth this
quarter was East Anglia, where 10.1% annual
growth was posted, far and away the best
performing region, with the next highest
region being the Outer South East
(according to Nationwide data). Outer South
East saw house prices grow annually by
6.9%, followed by Outer Metropolitan area
with 6.8% and the East Midlands with 4.9%
growth. London was once again outside the
top regions for price growth, posting just
3.7% annual house price growth, marking
the first time London’s growth was lower than
national growth, since 2008.

Regional house prices and growth
+3.7%

London

£473,073

Outer Metropolitan

£357,331

South East

£268,656

South West

£228,611

East Anglia

£218,544

UK

£205,937

West Midlands

£173,777

East Midlands

£169,341

North West

£151,463

+3.7%

Yorks and Humberside

£149,124

+4.0%

Wales

£146,049

Scotland

£142,895

Northern Ireland

£129,385

+0.7%

North

£124,284

+0.1%

+6.8%
+6.9%
+4.4%
+10.1%
+4.5%
+4.1%
+4.9%

+2.4%
+2.2%
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How are key
land markets
performing;
the view from
our agents
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London
The housing market across Greater London
has performed slightly better during the
fourth quarter, but this is on the back of a
dismal performance in Q3. Prices in the
outlying boroughs have been steady to
improving although the more prime, higher
end markets have remained static. We have
seen the sub-£600,000 capital value new
build market attracting the most attention,
with sales in excess of £2 million proving the
trickiest at the moment. Those in the
mid-range are continuing to see some uplift
and more movement, mainly due to Help to
Buy. Prices towards £1,000psf and over are
stymied, as they lie outside the Help to Buy
threshold, while also falling into higher stamp
duty rates. Flats have been performing
slightly better than houses this quarter, and
the lending backdrop is tightening up a bit,
with the feeling that with inflation on the
horizon, fixing into a relatively long term deal
is a good play right now.
The land market this quarter has been more
active than the previous two quarters
although again, this is off the back of
particularly underwhelming mid-year activity.
Most house builders are having to increase
their margins to reflect slower sales rates,
increased build costs and general market
uncertainty and land prices have been falling
as a result. Anecdotal evidence indicates a
15-20% drop in zone 1 & 2 locations, with
outer lying area land prices holding their

ground. Buyers this quarter have been more
confident of driving a good deal as it’s clearly
a buyer’s market. There are a few examples
of consented land now being agreed at
values considerably lower than initial quoting
prices while on the flip side we have seen
strong performance in the unconditional land
market, with well-financed organisations
showing good appetite for land without
planning.
Buyers are showing slightly less confidence
recently, due to the GLA’s stance on
increasing affordable housing and the wider
UK economic uncertainty surrounding the EU
referendum decision. We are also beginning
to see housebuilders spreading their risk into
lower value price points, as price growth in
the higher end of the market has all but
ended. There has been anecdotal evidence
that PRS appetite is strong, however
concrete evidence is lacking, and deals are
light. City centre and Underground station
locations remain the most popular and active
areas for housebuilders.
The falling pound has meant there have been
some new developer entrants into the market
looking to take advantage of this currency
play as well as any distressed sales. There
have also been one or two new entrants
looking at the PRS land market. The outer
zones between 2-4 are particularly popular at
the moment, below the £700 psf level.
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South East
There was significant activity in the housing
market in Q4 following the EU referendum
Lost ground during Q3 has since been made
up, and market sentiment in the South East
land market into 2017 is strong. Prior to the
referendum, buyers were seen to be holding
back, possibly nervous about the outcome.
Once the result was clear, the market picked
up fairly quickly. First time buyers have still
been very active this quarter, once again
buoyed by Help to Buy and record low
interest rates. However, following the 3% rise
in stamp duty last year, there has conversely
been a significant drop in activity from
second home buyers.
Although we expect house prices during
2017 to level out before picking up again
in 2018, this is largely as a result of the
unusually strong house price growth during
2015-2016 and is felt to be a natural
correction. Help to Buy is expected to
continue to boost housebuilder sales, and
indeed has been instrumental for

South West
housebuilders across the country; 40%
of Taylor Wimpey’s sales in 2016 came
from first time buyers who can access
Help to Buy. Whilst the government has
recently ended the mortgage guarantee
part of Help to Buy, the equity loan aspect
will remain in place until 2020. We are aware
of a number of landowners looking to bring
their sites forward in order that house
purchasers may take advantage of the
scheme before it expires.
Land prices during the fourth quarter
remained fairly stable in the South East,
although we have seen housebuilders
become more cautious in terms of build
costs and the impact these could have on
land values. Sentiment this quarter is
largely the same, with housebuilders
still buying but slightly more risk averse
on certain sites, and landowners looking
for more assurance that land will sell.
The formal triggering of Article 50 and
Brexit may cause some uncertainty and

indecision again this year, but underlying
supply and demand imbalances should see
land continue to trade well in the South East.
2017 will also be a year when a number of
local authorities are reviewing their green belt
as a means of accelerating the supply of
housing land. This is currently taking place in
high value areas such as Chiltern, South
Bucks and Elmbridge.
We have seen more recent mergers between
Registered Provider’s taking place, placing
them in more competitive positions,
growing their strategic partnerships and
land purchases. Circle Housing and
Affinity Sutton have merged to create
Clarion Housing Group, now the UK’s
largest housing association, with the private
element known as Latimer Homes. Clarion
is set to expand nationally, with Latimer
Housing showing some recent interest
in some South East sites.

Activity during the fourth quarter across the
South West was slightly subdued compared
with previous quarters but overall activity
has increased compared to Q4 2015.
Meaningful house price inflation over the last
15 months has sought to deliver more sites
as developers have been able to counteract
build cost inflation and reverse the viability
issues faced during 2014/2015. However,
this in turn has brought a rising expectation
from local planning authorities on the
delivery of affordable housing, with increased
contributions sought, as they come under
pressure not only to deliver new homes but
to recoup the shortfall of affordable housing
that has been delivered in previous years.
First-time-buyers, up sizers and downsizers
remain the most active buyers in the market,
as the cost of renting in many cases is more
expensive than homeownership; investors
remain to be an important buyer group but
are less aggressive due to diminishing rental

returns, regardless of rising rental values.
Help to Buy remains a key tool for house
builders to generate sales from first time
buyers as average house prices rise. It is still
the case that national house builders are
producing greater volumes of houses than
flats, leaving this sector of the market to be
delivered by property companies and
regional developers with PRS operators
targeting higher density schemes in city
centre locations.
The volume of sites being delivered is slowly
increasing with delays in the planning
process holding up the delivery of units.
Regardless of government policies to
stream line the process, austerity has
reduced the capacity of planning
departments to resource and process
applications which further compounds
the supply/demand imbalance that exists
across the wider market.

Limited supply and strong demand is further
creating a cycle of inflation. Whilst viability
of schemes has improved the challenge to
deliver open market housing alongside an
increased volume of affordable housing
continues to plague the housing sector.
This is set to continue into 2017 and
beyond until volumes increase and the
market finds equilibrium.
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Midlands
Sentiment during the fourth quarter and
moving into 2017 is strong and indeed better
than even during Q3, with new enquiries
being very high. Although we are not
expecting to see rampant house price
inflation, there is a robust feel across the
Midlands marketplace. The Midlands
continues to perform well, in particular the
West Midlands markets and the city centre
apartment markets of Birmingham,
Nottingham, Derby and Leicester in
particular. The weaker parts of the East
Midlands have endured a long recovery from
the credit crunch but are also showing signs
of growth, evidenced by the opening of new
regional offices by volume housebuilders
and larger private builders.

North
Buyer profiles across the Midlands covers
the complete range, with first-time buyers,
second steppers, family movers, retirees,
amateur buy-to-let investors and overseas
bulk investors all active. Since the second
quarter of 2016, we have started to see
institutional investors coming into
Birmingham city centre, taking their first
steps into the build-to-rent market in
the city centre.
Land prices remain buoyant, particularly for
prime city centre sites, with evidence of
unconditional deals during the fourth quarter.
The suburban land new-build market is also
very strong, particularly in aspirational
Birmingham postcodes. Larger brownfield,
edge of city centre sites in secondary

postcodes are also in strong demand from
the high-volume housebuilders. The fourth
quarter has been very good in the land
market, with EU referendum fears now
all but dissipated. The general consensus
remains that regional city centres are
under-valued in terms of revenue levels and
with a lack of physical stock to sell there is
still pent up demand.
The private rented sector remains one of the
most active areas of delivery, particularly in
the city centre apartments sector. The
institutional build-to-rent sector is now well
established in Birmingham, and there are
four projects committed and being built,
with a total of 1,600 of these units within
Birmingham’s CBD alone.

The housing market in Q4 was similar to
Q3 and indeed the rest of 2016. There
remains a strong reliance on Help to Buy
in the suburban land market and this is
reflected in the types of sites that are being
targeted by the developers. The market has
been strong at the prime end, and South
Manchester continues to see high demand
and strong pricing, but the middle market
remains slower. The majority of purchases
are house rather than apartments but
this is principally a function of lack of
supply of ‘for sale’ apartment product.
City Centre apartment schemes are almost
exclusively being sold as a block to PRS
investor’s or sold abroad to small private
investors, while the local market is not being
tested. We are beginning to see a small
scale return of apartment elements to
some suburban schemes from the PLC’s,
although this remains limited in nature and
location specific.

The land market across the north during the
fourth quarter has been one of increasing
confidence in the market from the majority of
developers. We are seeing a greater number
of deals transacted on the back of the outline
permission than we were immediately in the
wake of the EU referendum. All the major
PLC developers have increased their unit
number completion requirement for 2017 in
comparison to 2016. Pertinently some large
developers, notably Taylor Wimpey and
Barratt have worked through a significant
percentage of their strategic land bank and
are under pressure to secure pipeline sites
for the short and medium term. Land pricing
is continuing to slowly nudge up, due largely
to competitive tension and the majority of
purchasers looking for very similar sites. Off
market deals are sought after to avoid this
pricing issue and they are in evidence, but
generally the majority of informed land
owners are looking to test the wide market.

In 2017 we are expecting to see a continued
drive towards, and focus on, suburban PRS
opportunities. We expect this to be focused
in two principle areas: high density
development in edge of City Centre and
easily commutable locations, and also as a
mechanism to facilitate and accelerate the
delivery of large, strategic development sites.
In the North West we have already seen the
emergence of this market through principally
Sigma Capital and their delivery partner,
Countryside. Increasingly we are seeing
Registered Providers and some Local
Authorities looking to move into market PRS,
indicative of which is Your Housing Groups
recent funding agreement with China
National Building Material Company. We
anticipate increasing competition between
these parties and the PLC house builders as
they look to acquire sites to appeal to very
similar target demographics.
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Scotland
The level of land supply in Scotland has
improved with good sites on the market and
more coming through which should go some
way to meeting current demand from house
builders. Up until now land prices and house
sales prices have continued to move
generally in a positive direction; however this
may have been partly driven by the lack of
supply and with a number of large releases
this pressure may ease.
On the market, there are large sites in or
around each of the key market areas looking
to commence development soon.
There are large sites across Scotland which
have come through 5-7 year development
plan cycles, a number of which have now
been adopted or are in advanced stages
where development can now be applied for
and thereafter commence once all of the
technical approvals are in place.
Coupled with the stage of the development
plan cycle, the Scottish Government is
making funds available for key infrastructure
via its ‘Housing Infrastructure Fund’ to help
pump prime the larger housing projects.
There is a fund of £50m available in 2016/17
for new infrastructure related to the delivery
of housing and affordable housing. This,
together with the increase in land now being
accepted as developable through the
planning system, should increase supply
significantly. This may, in turn, have an
impact on house prices and land prices; if
indeed supply can match or exceed demand.

Planning Application fees are set to rise in
Scotland with the new planning application
fee rising from circa £20,500 (current
maximum housing application fee) to up to
£125,000 for major applications, or £62,500
for Planning Permission in Principle. It is
hoped that the increased cost will be met
with a greater number of staff being made
available in Local Authorities to assist in
delivering the increased housing number
sought by the government.
Overall, the housing market in Scotland
continues to perform steadily and positively.
During the fourth quarter, prices in Aberdeen
have been on the decrease however there is
some confidence that prices may well be
nearing the bottom of the cycle. In Edinburgh
and Glasgow new house sales prices
continue to grow at +/- 5% in good locations.
Secondary locations continue to see little
price increase and builders, having been
through difficult years, tend not to push
prices in such locations, favouring a steady
sales rate instead.
Help to Buy is now more clearly focussed on
people in need with a reducing scale of
property prices that qualify for the subsidy.
Over the next 3 years price thresholds will be
reducing, moving from up to £230,000 until
31st March 2017, to £200,000 until 31st
March 2018 and then up to £175,000 for
properties purchased in the year to 31st
March 2019.
The land market during Q4 continues on a
positive note, however there does seem to
be a slight nervousness through economic
predictions into 2017. Overall land prices are
continuing to grow steadily, however this
may be linked to limited new supply and
good demand. There is very little land

around the Edinburgh market area that can
be purchased below £900,000 per net
developable acre prior to any site abnormal
costs. Land prices have been falling in
Aberdeen linked to the oil industry
slowdown; however recent activity and
interest in the new release of land at
Countesswells shows that the house builders
still believe this is a good location for house
building, perhaps at a steadier rate and price
rather than the red-hot climate experienced
up until 2014.
We are seeing a re-emergence of some of
the smaller builders with Richmond Homes
working in the Borders at Innerleithen and
Cardrona on affordable housing projects
but looking to secure new private sites.
GS Brown is bringing forward and intending
to build 20 homes within the first phase
of a new project at Oudenarde, Bridge of
Earn just outside Perth.
The most exciting new project in Edinburgh
for many years has commenced at
Edinburgh St James. The project includes
the redevelopment of the prime but very tired
St James centre with John Lewis remaining
in-situ through the development process.
The project, scheduled to complete in 2020
is projecting sales rates well ahead of the
best levels currently being achieved in the
city centre. The residential units will sit
alongside a W Hotel and a boutique cinema.
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Residential outlook
With a squeeze on existing stock
set to continue into 2017 and
existing levels of demand not
dissipating, price growth will
continue, although at a much
slower rate than what we have
experienced over the previous
24–36 months.
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We anticipate house price growth of 2%
across the UK in 2017. This is slightly lower
than the 4.5% recorded in 2016. This will
mainly be driven by slower growth across the
South East and London including prime
central London where we forecast 0.5%
growth through the year, following a decline
of 1.3% in 2016. It is our view that while
recent stamp duty increases (in both 2014
and again in 2016) have caused a large
portion of the deceleration in prime central
London growth and transactions, that this
impact will eventually be negated and growth
and transactions will pick up again from 2018
onwards. We expect that a large share of
transactional activity and house price
inflation in London next year will occur in the
outer boroughs and outside prime locations.

Looking Ahead
The Bank’s base rate is low at 0.25% and
likely to stay flat for some time as the
Monetary Policy Committee look through
above-target inflation over the next year
to 18 months – unless they witness undue
wage increases translating into stronger
demand. However, higher inflation
expectations have fed through to long rates.
Also, the looser fiscal stance in the UK’s
Autumn Statement means that monetary
policy can be less expansionary. This will
push long term interest rates up.

Overall the outlook for the UK Economy
following the EU referendum remains broadly
positive. We expect 2017 to be a year of
moderate GDP growth at around 1.5%, with
reduced consumption, lower investment, and
improving export performance against
weaker imports. Recently published
independent consensus forecasts, by HM
Treasury, suggests 1.2% GDP growth for
2017, revised up from previous forecasts of
1.1%. The IMF has also very recently revised
its 2017 UK GDP expectations, to 1.5% up
from a previous estimate of 1.1%.
Unemployment levels are anticipated to edge
up to 5.4% by the end of the year, and
inflation is also expected to rise to 2.8%,
presumably largely attributed to higher
import costs and rising prices off the back of
the weakening Sterling.
During the Chancellor’s latest Autumn
Statement in November, four new house
building funds were announced, totaling £10
billion in an effort to increase housebuilding
rates (the ‘Accelerated Construction’
scheme, a new Home Building Fund, a
Housing Infrastructure Fund, and new money
for social housing). Combined, these are
expected to increase housebuilding by circa
155,000 per annum across the UK, although
money and delivery will be back-loaded to
2018-2020.

House Price Growth
2017 (%)

2018 (%)

2019 (%)

2020 (%)

2021 (%)

Total 2017–2021 (%)

London

2.0

3.0

4.5

4.0

4.0

18.7

Prime Central London

0.5

1.5

2.5

4.0

4.0

13.1

South East

2.5

3.5

4.5

4.5

4.0

20.5

South West

3.0

3.5

4.0

3.5

3.0

18.2

East Anglia

3.5

4.0

4.5

4.0

3.5

21.1

East Midlands

2.5

3.0

3.5

3.0

2.0

14.8

West Midlands

2.0

2.5

3.0

3.0

2.0

13.1

Wales

0.5

2.0

2.1

2.0

2.0

8.9

North East

0.5

1.5

2.0

1.5

1.5

7.2

North West

1.0

1.5

2.5

3.0

2.5

10.9

Yorkshire and Humberside

1.5

2.0

2.5

3.5

3.0

13.1

Scotland

1.5

2.5

2.0

1.0

1.0

8.3

UK

2.0

2.5

3.5

3.0

3.0

14.8

Note 2017-21 is cumulative growth

8%
Scotland

7%
North East

For the first time in many years, the
Government has signaled a shift in policy
away from a focus on home ownership. For
example, the housing minister has indicated
that affordable rental homes may now be
included in their targets for starter homes.
These announcements taken together imply
a new push from the Government on housing
supply of all types.

13%
11%

Yorkshire &
Humberside

North West

15%
13%
9%

Mainstream house price growth
2017–2020
Our house price forecasts are based on the
Nationwide house price index (excluding
Prime Central London which is based on the
Land Registry house price index). As a result
they reflect the whole market and new
developments may outperform.

East Midlands

West Midlands

21%

Wales

East Anglia

20%
18%
South West

South East

19%
London
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