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“Our forecasts for the
housing market were
more optimistic than
many others a year
ago and it looks like
we called it right.

However, lower house
price falls over 2023
mean the adjustment
to higher mortgage
rates will run into
2024, unless
mortgage rates fall
more quickly than
currently expected”

Richard Donnell
Executive Director - Research
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House price Housing sales
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Executive summary
* House price inflation has slowed from 9.6% to -1.1% over the last year
* 4in 5 housing markets are registering small annual price falls

* Regulation of mortgage lending has built market resilience to higher
mortgage rates although household buying power remains lower

* Transactions have been hit hardest and will be 23% lower than 2022
* First-time buyers and cash buyers account for 2 in 3 sales in 2023
* Low price falls and 5% mortgage rates mean housing is still expensive

* We expect UK house prices to fall 2% over 2024 as rising incomes
steadily repair housing affordability

* 2024 is set for another year of 1m sales. This could be higher if
mortgage rates fall back towards 4% sooner than expected in 2024

Higher mortgage rates hit demand and sales
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Housing markets
registering year-on-
year price falls

1 Analysis of 378 local
authority level house price
indices

This month’s report focuses on the outlook for 2024 as the housing
market continues to adjust to higher mortgage rates. It’s not a quick
transition. House price falls have been modest over 2023, compared
to a 20% reduction in buying power. Mortgage rates Look set to
remain higher for longer into 2024, meaning income growth will be
the main factor to reset housing affordability and support sales. Our
2023 forecasts look spot on with 2 months to go - transactions of 1
million and house price falls of ‘up to 5%’.

House price falls extend across the country

Higher mortgage rates and the cost-of-living squeeze have hit buyer
demand. The first half of 2023 registered a rebound in demand as
mortgage rates fell towards 4%. A jump in borrowing costs over the
summer has reduced demand once again. It is a fifth lower on an
annual basis and 25% below the 5-year average for October. The
result has been a rapid slowdown in price growth from +9.2% a year
ago to -1.1% today. Other indices, based on mortgage lending, have
registered larger annual falls, while the ONS’ House Price Index was
at +0.2% in July.

Southern England has been at the forefront of price reductions to
date, but these are now spreading further afield. Our localised house
price indices! show that 4 in 5 housing markets are registering annual
price falls, up from less than 1in 20 just six months ago. The scale of
price falls is modest, limited to very low single digits. No markets are
registering annual price falls over 5%. We expect to start seeing some
markets register annual price falls over 5% in the coming months as
pricing continues to adjust in the face of weaker buying power.

The largest annual price falls at a larger, postal area level, are
recorded in Colchester (CO) where prices are 3.5% lower over the
year. This is followed by Canterbury, Luton and Brighton — all London
commuter areas. Prices in Halifax (HX) are 3.6% higher than a year
ago and 2.4% higher in the Motherwell (ML) postal area in Scotland.

4 in 5 housing markets registering annual house price falls
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-23%

Reduction in housing
sales over 2023 vs 2022

Why haven’t house prices fallen more?

House prices have defied predictions of much larger falls in 2023. The
economy continues to grow, albeit slowly, while unemployment
remains low and incomes are increasing. Lenders are supporting
customers to refinance, limiting the number of forced sellers.

Tougher mortgage affordability testing since 2015 has also built
resilience into the market. This stopped households using ultra-cheap
mortgage rates to take on unsustainable levels of debt. In the past
this would have pushed house prices much higher, making double-
digit price falls far more likely once demand fell.

While new mortgaged buyers may have been paying just 2% for their
mortgages, they still had to prove to their bank they could afford a 7%
rate. This means most mortgaged buyers can afford higher rates as
they remortgage. However, banks are currently stress testing new
borrowers at 8-9%, even though the borrower is paying 5%, which is
compounding the reduction in buying power and hitting sales.

UK residential transactions on track for 1 million in 2024
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Housing transactions have taken the hit

The market remains on track for a 23% drop in home moves over 2023
to 1 million. Many households are delaying moves or simply unable to
afford to buy at 5%+ mortgage rates. The decline in sales is broadly
uniform across regions and property types.

A recent survey of households by Zoopla found an increase in people
‘less eager to move’, citing uncertainty and expectations that prices
could fall further. However, half of respondents said that their moving
expectations had not changed, while 15% were more eager to move.

Looking to next year, we expect the usual seasonal rebound in
demand next spring as pent-up demand returns to the market.
However, the current pipeline of sales is lower than this time last year.
General elections also tend to create a pause in activity which is why
we expect another year with Tm home moves in 2024. We may see
more sales if mortgage rates fall back towards 4% more quickly.
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32%

Cash buyer share of
sales in 2023

Cash buyers’ share of sales on track to exceed 30%

Higher mortgage rates have hit the number of moves by mortgage-
reliant borrowers. The number of cash sales is holding steady. First-
time buyers (FTB) look set to be the largest buyer group in 2023,
closely followed by cash buyers. Over the last 5 years, cash buyers
have accounted for 1in 5 sales, rising to 1in 3 sales in 2023.

FTB’s share of sales is down on recent years but still holding up as the
rapid growth in rents continues to support demand. In markets with
cheaper house prices, FTBs’ mortgage repayments are lower than
rental costs - even at 5.5% mortgage rates.

Mix of home buyers by type
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Appetite to move home remains

It's clear from our recent consumer survey that there are parts of the
population that remain keen to move. However, they have been biding
their time in 2023 and waiting for the outlook to become clearer —in
particular, the likely trajectory for mortgage rates and house prices.

The risk of a major collapse in prices is becoming less of a concern,
meaning home buying decisions hinge more on the financial ability
and willingness of people to move when mortgage rates are in the 4-
5% range. It's unclear how many people are hoping and/or waiting for
mortgage rates to get even lower again. At the same time, household
finances have been under pressure from rising living costs and
inflation eroding any growth in incomes. This is now reversing at last
and real income growth is important to support demand.

We expect cash buyers to remain a larger buyer group in 2024, along
with FTBs as rents continue to rise at a rapid pace. Higher mortgage
rates tend to impact upsizers more than most, as they buy bigger
homes and require larger mortgages. Upsizers need to become more
flexible about what they want to buy and where — households tend to
be fixed on where they want to buy next when there are other areas
that may meet their needs. If we see more upsizers in the market in
2024, this would support overall sales volumes.
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2%

UK house price
inflation over 2024

2 We take a long-run ONS
series for the average
household disposable
income for all households in
all tenures. We assume a
fixed proportion of income
(25%) is spent on mortgage
repayments over time. Using
the prevailing mortgage rate
over time, we can calculate
the amount of mortgage
that is affordable assuming
a 25-year loan. The average
LTV is used to estimate the
affordable house price for
the average UK household.
This figure is compared to
the actual price of homes to
get a measure of
over/undervaluation.

How can housing affordability improve?

While the likelihood of a double-digit price drop remains low, housing
affordability needs to improve to bring more buyers back into the
market and support sales volumes. Households also need to feel more
confident in the economic outlook. UK house prices have fallen less
than we expected over 2023. Together with 5% mortgage rates, it
means UK housing remains relatively expensive at the end of 2023.

The chart below plots our measure for how much house prices are
over- and undervalued over time2. It’'s a conservative assessment and
is calculated on our estimate of what an average UK household could
afford to spend on a typical home compared to actual prices. It shows
periods of overvaluation in the late 1980s and again in the run-up to
the global financial crisis in 2007, after which house prices fell over the
subsequent recessions.

Zoopla's measure of UK house price under/overvaluation
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mortgage rate and 2% house price decline

UK house prices to fall 2% over 2024

The jump in mortgage rates over the last 18 months has been the
primary driver of the current overvaluation in home values. House
prices need to fall further, and incomes increase, or mortgage rates
need to fall further to reset affordability and support demand or sales.

In our projections, we assume mortgage rates will fall to 4.5% by the
end of 2024 and remain at that level into 2025. Our expectation is that
UK house prices will fall by an average of 2% over 2024. The number of
homes for sale is at a 5-year high, meaning sellers will need to price
competitively if they are serious about selling. This is likely to keep
pricing under pressure.

Faster growth in household incomes in 2024 will support affordability
but leave housing slightly overvalued at the end of 2024. Households
taking longer mortgage terms would remove this overvaluation. The
outlook really hinges on the trajectory for mortgage rates and how
lenders assess affordability over 2024. The Bank of England is
projecting inflation to fall to its target in H1 2025 so mortgage rates
falling faster in 2024 would support sales and pricing.
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Scope for a rebound in activity as affordability improves

The housing market is adjusting to higher borrowing costs through
lower sales rather than a big decline in house prices. Asset prices
around the world are also adjusting to higher borrowing costs. There is
an active debate in financial circles about the long-run outlook for
borrowing costs, which sets the outlook for UK mortgage rates. Most
agree we aren’t returning to the years of very cheap borrowing as
central banks sunset policies that created cheap money to support
economies after the global financial crisis and during the pandemic.

Mortgage rates of 4-5% remain low by historic standards albeit higher
than in recent years. Assuming mortgage rates remain at this level, we
see UK house price falls remaining in the low single digits for the next 1
to 2 years, below projections for growth in household incomes. This will
result in the house price-to-income ratio falling back to levels not seen
for a decade. This would certainly set the housing market up for a
rebound in activity as consumers become more confident to make
large purchase decisions. We expect a rebound in activity in the first
half of 2024 as people who have delayed moves while mortgage rates
have spiked higher decide to return to the market.

Mortgage rates & house price to income ratio
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House Price Index — Country, region and city summary

Note: The Zoopla house price index is a repeat sales-based price index, using sold prices, mortgage
valuations and data for agreed sales. The index uses more input data than any other and is
designed to accurately track the change in pricing for UK housing.

September 2023 Index

(Published October 2023) ) Annual % change
: City in house price

Source: Zoopla House Price Index

1 Edinburgh 1.2%

Region/City ﬁ"::::fpf;‘;"ge 2 Glasgow 0.9%
3 Belfast 0.9%

4 Newcastle 0.7%

5 Leeds 01%

6 Birmingham 01%
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Northern Ireland 11% A\ v

i North East -01% v/ United Kingdom -11%

North West -0.2% vV
% Yorkshire and Humber -01% Vv

East Midlands -0.9% Vv
West Midlands -0.4% v 9 ?
9 East of England -2.4%

Wales -0.2% v @ 9 v
London -2.0% vV
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Zoopla House Price

Average %YoY  %YoY Monthly Annual

Index, Cltg summary, price Sept-23 Sept-22 trend trend
September 2023 ) )

United Kingdom £264,900 -1.1% 9.2%  ——————
Source: Zoopla House 20 City Composite ~ £306,200  -1.0%  7.7% -
Price Index. Sparklines .
show Last 12 months Edinburgh £267,100 1.2% 5.4% m_mm—
trend in annual and Belfast £169,000 09%  7.8%
monthly growth rates - Glasgow £145000  0.9% 6.3% =
red bars are a negative Newcastle £152,500  0.7%  7.6% = == -
value - each series has Manchester £222,800  01% 10.7% =
Its own axis settings Liverpool £156,600  01%  9.6% -emm=
providing a more

Birmingham £208,000 0.1% 10.4% = wum —

granular view on price

T PITTITRPReTr !

development. Leeds £208,800 0.1% 10.1% e ——
Sheffield £171,800 -01%  10.5% ~ -
Cardiff £254,000 -02%  9.7% ~—wr" -
Nottingham £202,700 -0.4% 12.0% ——m— =
Bristol £342,200 -11%  10.3% —mmm
Oxford £447,300 -1.3% 6.4% —ww——t——
Leicester £227,500 -14%  10.8% Tmmmm T
Portsmouth £281,900 -1.7% 9.9% T -
Aberdeen £145,000 -1.9% -1.9% —w———
Southampton £256,600 -2.0% 85% ~— —mmw———
London £540,800 -2.0% 5.0% ———wr—"— —
Cambridge £472,200 -2.3% 7.2% -y -
Bournemouth £336,000 -2.6% 10.2% -mw=— —
Source: Zoopla House Price Index. Sparklines show last 12 months trend in annual
and monthly growth rates - red bars are a negative value — each series has its own
axis settings providing a more granular view on price development.

Contacts If you have any questions about our research please do get in touch

Richard Donnell Theo Brewer

Director of Research & Insight Director of Innovation

richard.donnell@zoopla.co.uk theo.brewer@hometrack.com
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The information and data in this report was correct at the time of publishing and high standards
are employed to ensure its accuracy. However, no reliance should be placed on the information
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contained in this report and Zoopla Ltd and its group companies make no representation or

=oobla warranty of any kind regarding the content of this article and accept no responsibility or liability

for any decisions made by the reader based on the information and/or data shown here.
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