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« Everything Started Awesome
 Half-Time Reset
« 1.5 Million Or Bust

The housing market started 2024 with everything looking awesome — at least for estate agents and mortgage
lenders. Mortgage rates were on a downwards trajectory, house price falls were easing, and buyer demand was
up. However, the rate shock for those reaching the end of their fixed rate period was still severe and private
renters were increasingly stretched — with those that could find the deposit also stretching themselves with higher
mortgage repayments to become first time buyers. The Spring budget brought little relief and rates also started
creeping upwards. Despite the increase in rates, activity continued to recover and a General Election was called —
marking a half-time reset in both the year and decade. June saw the return of inflation back down to its 2% target
and interest rates continued their downwards trajectory. In July the new Labour majority government quickly
jumped on planning reform and other policy changes as they attempt to hit their 1.5 million new homes target.
After a wet summer, the autumn saw mortgage rates fall further and activity continue to rise — with a rush of
completions ahead of the Autumn Budget. Activity levels returned to their pre-pandemic levels and the housing
market recovery looked set to continue into 2025 — at least until interest rates started rising again.

Eslze;ytgg:tgejta\;;ﬁd Q\:’:::ﬁ:;e looking Fig 1: Interest & Mortgage Rates
" . Source: Bank of England
positive. Interest rate expectations — the s
two-year OIS Forward Curve in Fig 1 — had 6.5% Qudted Rate
fallen sharply in late 2023, continuing their 5.5% 2yr @75% LTV

downward trend started in mid 2023.

Mortgage rates had followed and both 4.5% Q“°tr doRate

available quoted mortgage rates and the o . ., Syr @75% LTV

actual, though lagged, rates on new £ New

advances continued to ease in the early & 2.5% |advances OIS Forward
months of 2024. As a result of the falling 2 Curve - 2yr
interest rates, the housing market continued S 1.5%

to recovery — with both house price falls 0.5%

easing and activity levels picking up.

Awesome news for anyone involved in the -0.5%

business of buying and selling homes though g § g g §
perhaps less so for those hoping for a big N I N « &
correction to reset house price affordability. 3 8 b 8 8

As interest rates fell, activity levels in the
market improved but, when rates started
rising again, the recovery in activity
80,000 0% continued. As Fig 2 shows, the trajectory of
mortgage approvals has closely followed the

Fig 2: Mortgage Approvals and Interest Rates

Source: BoE — Overnight Index Swap is projected forward 2 months

75,000 -1% - inverse of interest rate in recent years. Early
@ 70,000 % 2024 saw this relationship continue as
S 2% & listings companies reported both higher
3 65,000 2 levels of buyer demand and sales agreed.
5 60,000 -3% \E/ Some of the larger deposit-based mortgage
0 @ lenders also began to price their mortgages
g 55,000 4% < more aggressively in an attempt to capture
a v market share from their market-based
& 50,000 5 .
< competitors. However, as rates started to

. ~)
45,000 > rise again in Q2 2024, the recovery

continued. It is still not clear how much of

- 9 . . . . .
40,000 o o ~ I - < < o 6% this increase in activity represents a
S S S S S g o A sustained recovery or just the backlog in
S % S S %2 demand from the 300,000 fewer sales
z &L Z &L = &L = &L recorded during the preceding two years.



Market Commentary

Regional Variation

The recovery in both house prices and transactions was clear in the national data but, with mortgage rates still
elevated, there were clear regional differences in outcomes. As expected prior to the mortgage rate rises, the
market in the south of England was more exposed while borrowers in the north of England and rest of the UK
tended to borrow lower multiples of their incomes — the higher the loan-to-income ratio, the greater the effect of
higher rates. As a result, the impact of higher rates has hit potential and existing borrowers more in the south of
England, resulting in bigger falls in house prices, transactions, and housebuilding activity.

As Fig 3 shows, the initial house price falls in
late 2022 and early 2023 were broadly
similar across all regions in England

Fig 3: Regional Variation in House Prices
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Half-Time Reset

Housing policy had a feeling of stagnation during the first half of the year. There was a consultation on reforms to
social housing allocations — later dismissed as they would “not only fail to deliver any meaningful improvements
to how social housing is allocated but would likely result in a range of negative impacts” — along with yet more
brownfield first policies and a boost to funding for affordable housing. The Spring Budget brought some tax
changes but there was a growing sense of frustration from the housebuilding industry and an increasing
preference for a change in government. Rishi Sunak jumped earlier than expected a general election was called.
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https://www.gov.uk/government/consultations/consultation-on-reforms-to-social-housing-allocations/outcome/government-response-to-the-consultation-on-changes-to-social-housing-allocation-tests
https://www.gov.uk/government/news/build-on-brownfield-now-gove-tells-underperforming-councils
https://www.gov.uk/government/news/3-billion-affordable-housing-boost-to-deliver-20000-new-homes
https://www.gov.uk/government/publications/spring-budget-2024
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1.5 Million Or Bust

The Labour government set an English housing delivery target of 1.5 million net new homes over the course of the
parliament. Despite the widespread belief that this target is unachievable — including by this analyst — the Prime
Minister recommitted to this target in his December “missions” speech. Perhaps the biggest challenge with the
target is the starting point. Housing delivery has fallen in recent years, with new build completions down and the
latest weekly new build Energy Performance Certificate (EPCs) data — a leading indicator for net additions —
suggesting there were 217,209 new homes in 2024. A further challenge is that the biggest falls in delivery have
been in the regions that are most in need of new homes. For example, the number of new build EPCs in the South
East during 2024 was 34,800 - the lowest level since June 2016.

So far, the government’s plans to increase
housebuilding have focussed on planning
reforms. This is understandable as the
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First-Time Buyers & The Mortgage Market

The pressures facing prospective first-time buyers have been massive for decades. The cost of buying (i.e. the
deposit) has been the biggest barrier since the financial crisis but the rise in mortgage rates means that first time
buyers are now having to pay a much higher proportion of their income on repayments and their cost of owning is
now well above normal levels — for more on this check out my 2024 report for the BSA.

Despite the challenges facing prospective
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https://www.gov.uk/missions
https://www.bsa.org.uk/information/publications/research-and-reports/first-time-buyers
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Private Renters

One of the drivers for prospective first-time buyers to make the jump in 2024 — despite the affordability barriers —
is that the situation in the private rented sector is far worse. Rents have risen rapidly since the pandemic amidst a
lack of homes available to rent. While the story of landlords selling homes had been overstated — it was more
about consolidation with fewer landlords owning the same number of homes - the increase in rates has led to a
reduction in the size of the private rented sector but not by enough to fully account for the collapse in the number
of rental listings. Other factors including longer tenancies, a fall in the use of listing companies, and shifts to
short-term lets will also have played a part. Irrespective of the causes, it is clear that rents have risen rapidly.
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The Future Is Orange

The third quarter of 2024 saw mortgage rates continue to ease and activity levels return to normal pre-pandemic
levels — thanks in part to a rush to complete before the Autumn Budget. However, immediate fears about higher
taxes were misplaced beyond a small increase in the higher rates of Stamp Duty for additional dwellings (3% to
5%). The bigger concern since the Budget has been the rise in interest rates. Gilt yields and interest rate
expectations have increased, leading to an increase in mortgage rates. While beyond the scope of our expertise,
these rises appear to reflect both domestic and international concerns, with fears about the global inflationary
pressures of the second Donald Trump term and worries about the state of the UK economy, with the need for
more spending and tax rises in the future. Yet again, we start a new year by saying everything is uncertain.
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Market At A Glance
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