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Deferred Gratification & Decisions Delayed

The Future Is Not In Our Hands

2025 started with a rush of activity as first-time buyers tried to avoid paying more tax and ended in stagnation as
potential buyers sat tight amidst fears of higher taxation. During the year, the market continued to recover in more
affordable parts of the country, driven by an increase in first-time buyers. However, London and the south of
England struggled as mortgage rates stayed stuck above 4%. The Government was busy, with multiple policy
announcements and new bills but red hats and Trump-esque slogans did not persuade the housebuilding sector
to increase delivery. Looking ahead and the prospects for the housing market (and the current government) in
2026 will be very dependent on what happens to interest rates — with signs they’re heading down.

Rush To Complete Fig 1: Monthly Residential Transactions
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The South Is Still Stagnating

National transactions might be stuck around 1.2million but there’s been a significant shift in who has been buying
and where over the last decade or so. The recovery from the financial crisis was originally focussed on London and
the south of England, with investors playing a major role. However, more recent years have seen a clear late-
market-cycle profile, with activity driven by first-time buyers and price rises in more affordable areas. That has
been especially true since mortgage rates started rising, as higher rates hit more expensive markets harder. That

pattern has continued through 2025, with prices still stagnating in London and the south of England.

Fig 3: Regional Variation in House Prices
Source: Calculated using ONS/HMLR house price index
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The geographical impact of higher mortgage
rates and subsequent recovery (or not) in
house prices has been as we expected prior
to when rates started rising. Expensive
markets were more dependent on higher
loan-to-income (LTI) mortgages prior to
2022 and the repayment affordability shock
from higher rates is greater for higher LTIs.
As a result, the more affordable markets in
the North of England and across the rest of
the UK have seen a stronger recovery in
house prices over the last year. However,
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Risk Versus Regulation
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latest London data in Fig 3 will probably be
revised upwards in coming months, but the
north-south divergence is likely to continue
while rates remain relatively elevated.

There’s always a balance between financial stability and access to homeownership. Since the financial crisis, that
balance has been heavily weighted towards financial stability at the cost of fewer people getting a mortgage. But
2025 saw a shift towards more risk: in January the FCA committed(PDF) to “support growth”; the government
committed to a new mortgage guarantee scheme in February; the FCA reminded lenders of the “flexibility” in its
stress test rule in March; the FCA consulted on simplifying mortgage rules in May and launched a “public
conversation” in June; the PRA changed the LTI flow limit in July; the FCA CEO suggested “OpenFinance and Al
will transform the mortgage market” in November; and the FCA published its priorities for the mortgage market in
December — it was a busy year and I've probably missed some announcements too!

Of all the announcements, it is likely that the reminder Fig 4: Average LTI & Share of High LTIs
about the flexibility in the stress test rule had the most Source:.' ONS. BoE
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Deferred Gratification

2025 was a busy year for housing policy. Planning reform was the focus — especially after Reed replaced Rayner
in September. But it was not the only area covered, with multiple announcements throughout the year, including
the Renters’ Rights Act receiving Royal Assent in October and culminating in the Planning & Infrastructure Bill
receiving Royal Assent and the consultation on changes to the National Planning Policy Framework in December.
There have been many positive changes to housing and planning policy under this Labour government but there’s
still a clear lack of any overarching strategy and objectives for housing beyond the misguided 1.5million target.
We’'re still waiting for the long-term housing strategy and there are disconnects between their various policy
approaches — both within and beyond housing. For example, while the increased funding and focus on social
rented homes in the Social and Affordable Homes Programme is welcome, the actual number of new homes it will
fund doesn’t meet the scale of their 1.5 million target.

The challenge for the current government is that
many of the potential positive outcomes from
their policies will only be realised at some point
in the future, probably beyond this parliament. 30,000 Homes

Fig 5: Housebuilding Permissions & Completions

Source: MHCLG, HBF, Glenigan - England
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Decisions Delayed

The housing market at the end of 2025 was overshadowed by speculation in the lead up to the Budget. There
were regular leaks and briefings about the potential contents of the Budget, with multiple different property tax
changes suggested. In the end, it was the early publication of the OBR report that got the most attention on the
day while the introduction of a new High Value Council Tax Surcharge was met by some relief by the industry. As
Resolution Foundation have pointed out, even after this surcharge: “High-value homeowners will still enjoy a
significantly lower effective tax rate on their housing wealth than most”. Unfortunately, the immediate damage
created by the speculation had already been done with a slowdown in housing market activity.

Fig 6: Hometrack Buyer Demand & New Supply The damage might not be on the same scale
Source: Hometrack house price index (4-week period for each month) as the —L‘J',ela ed endmg. Of_ the optlgn to pool
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The housing market will undoubtedly
-15% recover from this winter slowdown but it
highlights the political risks to the UK’s
housing market — especially as the next
highly uncertain election slowly approaches.
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The Future Is Not In Our Hands

The most important variable for the housing market and the government’s housebuilding targets in 2026 is
mortgage rates. The early signs are positive with Bank of England data released this week showing the average
quoted rate on two-year fixed-rate mortgages at 75% loan-to-value had fallen below 4% (3.97%) for the first
time since August 2022 (Fig 8). The competition amongst lenders and falling Bank Rate expectations is slowly
feeding through to actual new advances — though the average rate for both remortgages and purchase was 4.20%
in November, reflecting the lag and distribution of lending including a growing proportion at higher loan-to-values.

The outlook for house prices this year largely depends on how much further mortgage rates can fall and what
happens to borrowers’ mortgage repayment affordability. As we highlighted back in September, a fall in average
mortgage rates down to just 3.8% would allow average loan values in London and the South East to recover back
to 2022 levels. However, this would require repayments as proportion of income to stay at current stretched
levels rather than falling back to more normal levels of 18-20% of gross income. It would probably take mortgage
rates falling to around 3% for a more sustained recovery in the South of England and that currently looks unlikely
given Bank Rate expectations. Though if we did see rates fall that low, then we could easily be looking at double-
digit price growth in some markets. However, if rates fail to fall that far, then it suggests the continued stagnation
of more expensive markets — especially given the build up of homes available for sale in these areas - and
continued growth in more affordable locations. Beyond the housing market, the domestic economy still looks
fragile and the prospects for the global economy are very concerning, especially given events in the US. Once
again, we start a new year by saying everything is highly uncertain.

Fig 7: Interest & Mortgage Rates
Source: Bank of England
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Market At A Glance

Economy - UK 105
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