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Economic outlook
The economy is showing better signs of growth. Consumer spending 
is finally rising as employment rises and real incomes are being 
squeezed less by inflation. Investment is being held back by general 
uncertainty and, for smaller firms, the availability of bank credit. But 
as the economy continues to pick up and the FLS bites more, this too 
should start to grow.

The stagnant economy has fired the coalition government with 
enthusiasm for pro-business policies after some ambivalence in its 
first two years. Policy has swung towards deregulating the labour 
market and agreeing infrastructure plans faster. Lower corporation 
tax has been announced and the 50p top rate cut back to 45p is a 
step in the right direction.

Meanwhile the eurozone crisis has been calmed in the short term by 
the ECB’s promise to buy the government bonds of Spain, Italy and 
others if their prices slump too far. In the longer term closer fiscal 
and banking union is inevitable. The eurozone crisis will simmer on 
but we think the euro will survive with all current members in it. 

The world economy is resuming its growth now that inflation has 
been beaten back in India, China and other major emerging market 
countries. Commodity prices have levelled off and fallen in some 
cases, including oil. Monetary policy is swinging back towards more 
stimulus in the emerging market countries, adding to the monetary 
ease prevalent in the developed world.

Against this background we expect UK growth to strengthen over 
the next few years. Interest rates should start to get back to normal 
levels next year and monetary conditions will tighten. But this will 
be a slow and gradual process.

Modest growth for housing
The housing market should resume some modest growth next year as 
mortgage conditions ease and growth in the economy strengthens. 
We think real house prices nationally should gradually return to the 
3% trend line. Regionally this will be led by London and the South 
East, but as in the past, the other regions will find that growth spills 
over to them and causes their markets to catch up over time.

Professor Patrick Minford CBE 
Cardiff Business School

FoREWoRD

House prices for the second and third quarters have come in rather 
below what we forecast in April. The second quarter showed some 
rise in prices, especially in London and the South East. But in the 
third prices everywhere fell back. It may well be that this was 
associated with the Olympics which seems to have caused a pause 
in house transactions. Whatever the swings in the figures, the basic 
picture is of a market that is barely moving.

Undoubtedly there has been a lot of uncertainty, with GDP figures 
estimated by the ONS showing substantial falls earlier in the year. 
The latest ONS figures are however stronger and these earlier 
figures have been revised upwards. Employment growth has also 
been stronger than GDP growth, casting further doubt on the figures. 
Growth is weak in our view but positive.

The main reason for this weakness is down to the banking system 
which has suffered from the heavy new regulation imposed by the 
FSA. The Bank of England has now acknowledged this problem and 
introduced the Funding for Lending Scheme (FLS) which cuts the cost 
of funds to the banks for lending to certain areas of the market. This 
may already be beginning to affect the mortgage market, judging 
from some increased competition in the supply of new mortgages. 

Patrick Minford CBE has been Professor of Economics, Cardiff Business School, Cardiff University since October 1997. Between 1967 and 1976 he held 
economic positions in the Ministry of Finance, Malawi; Directors’ staff, Courtaulds Limited; H M Treasury; H M Treasury’s Delegation to Washington, DC; 
Manchester University; and The National Institute for Economic and Social Research. From 1976-1997, Patrick Minford was professor of economics at 
Liverpool University. He was a member of Monopolies and Mergers Commission 1990-96 and one of the H M Treasury’s Panel of Forecasters  
(‘Six Wise Men’) 1993-1996. He is author of many books and articles on exchange rates, unemployment, housing and macroeconomics.
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UK oUtLooK
Activity in the UK housing market continues to remain sluggish, but 
since our summer report there have been some very early tentative 
signs of improving market conditions. With the latest RICS Housing 
Market Survey showing a rise in consumer demand, as surveyors 
reported a jump in new buyer enquiries during October. Employment 
statistics are also promising, with the latest November labour 
market statistics for the three month period to September 2012 
confirming another rise in the employment rate. As pointed out by 
Professor Minford in the foreword, the Funding for Lending Scheme 
is also beginning to show early encouraging signs, with increasing 
competition in the supply of new mortgages. Whilst it is far too early 
to suggest any sustained recovery is imminent, these indicators are 
certainly a breath of fresh air from the gloom that has engulfed the 
housing market in recent years. 

One area of ongoing conflict is house price movement. The October 
figures published by Nationwide show UK house prices rose 0.6%, 
which offset the 0.4% price fall recorded in September. This compared 
to the less upbeat Halifax house price index which reported a 0.7% 
decrease in UK house prices in October. There is an argument that the 
Nationwide data is more representative of the South and the Halifax 
the North and this may explain some of the differences. Interestingly 
the less volatile quarterly data shows greater convergence between 
the two data providers, with the Nationwide and Halifax (seasonally 
adjusted) data series respectively showing house prices falling by 
1.7% and 1% between Q4 2011 and Q3 2012.

After months of subdued activity the Q3 housing building statistics 
showed a pick in activity levels, with new starts edging up to 27,420, 
which was a 17% increase on Q2. This rise follows on from three 
consecutive quarters of low activity, when new starts averaged just 
over 23,500 per quarter. Whilst this improvement is good news, it 
must be remembered that the recent growth is from a low base. 
Questions have been raised as to whether this trend will continue into 
Q4, with consumer demand likely to remain weak in the short-term, 
as tough credit conditions, low consumer confidence and income 
fears continue to deter consumers from making big purchases. 

In the private rental market there has been a pick-up in buy-to-let 
activity levels, with the latest data from the Council of Mortgage 
lenders showing that in the first nine months of 2012, the value of 
buy-to-let mortgages totalled £11.8bn, which was 19% higher than 
the equivalent period a year earlier. This rise in activity reflects the 
strength of tenant demand in the private rented market, particularly 
from would-be first time buyers who are unable to secure funding to 
purchase a property. With the availability of rental property limited 
in many markets, rental levels are being pushed up, although some 
have questioned how long tenants can continue to absorb these 
rising rental costs given the squeeze on real incomes. Landlords 
buying now also need to take a longer term view on their investment, 
with falling UK house prices forecast for this year and negligible 
growth forecast for 2013. It will not be until 2015 that landlords will 
see a significant return on their investment, with UK house prices 
forecast to rise almost 9%.

Weak house price growth forecast for the short term
At a regional level, London and the South East remain resilient and 
are the only markets where we are forecasting positive house price 
growth this year. England’s seven remaining regions are forecast 
to see contracting house prices in 2012, with five expected to see 

2002

Housebuilding starts in England to Q3 2012
(No. of starts – all dwellings)

200,000

150,000

100,000

50,000

0

Source: National StatisticsQ1

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

Q2 Q3 Q4

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

UK house price growth 2000-2016
(House Price Index 2000 = 100)

260

240

220

200

180

160

140

120

100

Source: BNP Paribas Real EstateUK

20162015



I5I

greater falls than those experienced in 2011. London again continues 
to outperform other UK regional markets, with house prices forecast 
to grow 2.7% this year, which is on a par with the 2011 rate. In the 
South East house prices are forecast to rise 0.8% this year, just ahead 
of the 0.7% growth achieved in 2011.

Overall we are forecasting a second year of decline, with UK house 
prices expected to fall by -1.1% this year, compared to -0.2% last year. 
The worsening performance in 2012 reflects: a further toughening 
of housing market conditions; very weak confidence levels and a 
general lack of consumer appetite to make big purchases. A situation 
not helped by the on going eurozone crisis.

With very tentative signs of some improvement in the housing market, 
our forecast for 2013 is more up beat than 2012, with UK house prices 
forecast to grow 0.9%. Whilst this increase won’t offset the fall in 
values experienced in 2011 and 2012, prices will certainly be moving 
in the right direction. Beyond 2014 we are expecting the UK growth 
rate to accelerate, with UK house prices forecast to rise 8.8% in 2015. 

Weaker growth forecast for the North
The gap between house prices in the North and South of the country 
shows no sign of closing over the next five years. In fact it looks set 
to widen, with weaker house price growth forecast in the country’s 
northern regions. This trend is evident in the following chart, which 
sets average annual price changes in the last five years against our 
forecasts for the coming five years. The clustering to the bottom left 
shows that the largest price falls have been in the north, with all 
northern regions underperforming the UK average of -0.2% p.a. 

Going forward, whilst positive growth is forecast across every region 
over the next five years, ultimately northern regions will remain the 
underdog, with price rise forecasts in all northern regions falling below 
the UK average of 4.5% p.a. Sandwiched between the North and South, 
the best performing regions will be the West and East Midlands, where 
healthy house price growth of around 4.0% p.a. is forecast. Yorkshire 
and the North East are expected to see more moderate growth, with 
prices forecast to rise between 3% and 3.5% p.a. The North West will 
see more muted but still healthy growth of 2.6% p.a. 

In the South, unsurprisingly the historically robust London market 
will continue to remain the country’s top performing region, with 
house prices forecast to grow by 7.1% p.a. This reflects the capital’s 
attractiveness, not only to UK buyers, but particularly overseas 
buyers who are drawn to some of London’s high-end properties. 
House prices in the popular commuter belt of the South East and 
South West markets are also tipped to perform well, with forecast 
growth of 6.0% p.a. and 5.3% p.a. respectively. The Eastern region is 
forecast to see the slowest southern growth at 4.5% p.a., but this will 
still be on a par with the UK average. 

Key points
•	 Whilst	 the	 latest	 housing	 market	 data	 shows	 some	 positive	

indicators, there is as yet no sign of a sustained recovery.
•	 There	will	be	some	improvement	in	the	housing	market	in	2013,	

but it will be from 2014 and beyond that the market will begin to 
rebound more strongly, reflecting the anticipated improvements 
in the wider economy and employment market.

•	 House	prices	are	forecast	to	grow	across	the	country,	but	it	will	
be the southern regions that will see the highest growth. This will 
further widen the division in house prices in the North and South 
of the country.

Table 1: Annual growth in house prices to 2016
UK

2007 9.0%

2008 -6.8%

2009 -7.4%

2010 5.7%

2011 -0.2%

2012 -1.1%

2013 0.9%

2014 4.5%

2015 8.8%

2016 9.7%

2012-16 (inc.) annual average 4.5%

Source: BNP Paribas Real Estate
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Table 2: Annual growth in house prices to 2016
London

2007 14.8%

2008 -5.5%

2009 -6.3%

2010 9.9%

2011 2.7%

2012 2.7%

2013 6.6%

2014 7.1%

2015 10.0%

2016 9.3%

2012-16 (inc.) annual average 7.1%

Source: BNP Paribas Real Estate

LonDon

House prices
•	 London	continues	 its	reign	as	the	best	performing	UK	region	 in	

terms of house price growth over the last five years. 
•	 Between	2007	and	2011	(inclusive)	London	house	prices	produced	

annual average growth of 2.8%. 
•	 The	 capital’s	 performance	 surpassed	 all	 other	 regions,	 which	

(with the exception of the South East) all recorded negative 
growth.

•	 Looking	forward,	London	is	expected	to	lead	the	recovery	of	the	
UK housing market, with average growth of 7.1% p.a. forecast 
over the next five years. 

•	 With	London	house	prices	forecast	to	grow	at	more	than	double	
the rate of Yorkshire, the North West and North East, the North/
South divide will inevitably continue to widen. 

•	 In	 the	 ten	years	 to	2016	London	house	prices	will	have	grown	
cumulatively by a very impressive 73%.

Current housing market issues
•	 Affordability	for	buyers	purchasing	and	renting	property	in	London	

has continued to worsen over the last 12 months. 
•	 This	rise	in	London	rental	and	sale	prices	has	been	driven	by	the	

tight supply of available accommodation.
•	 In	 the	 rental	 market	 the	 need	 for	 large	 scale	 professional	

private landlords in London has never been greater. This will 
help improve the range and quality of accommodation available  
to rent. 

Drivers of change
•	 In	September	the	government	announced	additional	funding	for	

the First Buy Scheme, which will assist first time buyers with 
deposits. The improved finance available should start to feed 
through over the next six months.

•	 With	 the	 ongoing	 eurozone	 crisis	 London’s	 current	 popularity	
amongst overseas investors will continue, as they are drawn to 
the security that the market offers. 

•	 London’s	 public	 sector	 housing	 continues	 to	 struggle	 to	
accommodate families, with a severe shortage of family-sized 
social rented houses. The GLA is currently collaborating with all 
London Boroughs to assess the availability of potential housing 
sites across the capital. 

Outlook
•	 The	London	housing	market	will	continue	to	outperform	all	other	

UK regional markets.
•	 Overseas	 purchasers	 will	 continue	 to	 drive	 central	 London	

demand. This demand will continue to support the trend for office 
conversions to high-end residential accommodation in London’s 
West End.

•	 With	 housing	 construction	 levels	 well	 down,	 the	 pressure	 on	
housing supply will continue to worsen, which will push up prices. 
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Key points
•	 The	strength	of	London’s	housing	market	shows	no	sign	of	abating.	

The popularity of the market is expected to continue, with house 
prices forecast to rise. Those who are already struggling to afford 
a property in the capital will continue to be priced out of the 
market. 

•	 Whilst	government	initiatives	such	as	the	First	Buy	Scheme	will	
benefit some individuals, overall the schemes impact in London 
will be limited because it is only available on selected properties 
up to the value of £280,000.
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Table 3: Annual growth in house prices to 2016
south East East

2007 9.6% 7.3%

2008 -6.6% -7.9%

2009 -6.9% -7.7%

2010 8.6% 7.1%

2011 0.7% 0.2%

2012 0.8% -1.3%

2013 2.7% -0.9%

2014 5.5% 5.8%

2015 10.2% 9.6%

2016 11.2% 9.7%

2012-16 (inc.) annual average 6.0% 4.5%

Source: BNP Paribas Real Estate

soUth East & East 

House prices
•	 Over	 the	 last	five	years	 the	South	East	has	been	 the	strongest	

housing market outside London. House prices in the Eastern 
region have performed less well, with growth just behind the UK 
average.

•	 Between	2007	to	2011	(inclusive)	South	East	house	prices	increased	
by an average of 0.8% p.a., compared to -0.4% p.a. in the East and 
-0.2% across the UK.

•	 Looking	 ahead,	 the	 South	 East	 will	 continue	 to	 outperform	 all	
regions outside London, with house prices forecast to rise at an 
average rate of 6.0% p.a. to the end of 2016. 

•	 In	the	same	period,	average	growth	of	4.5%	p.a.	is	forecast	in	the	
East, which is identical to the forecast UK growth rate. 

•	 Excluding	London,	the	South	East	is	the	only	region	where	house	
prices are forecast to rise this year, with prices expected to grow 
by 0.8% by the end of the year. By contrast, house prices in the 
East are expected to show the reverse trend, with prices forecast 
to fall by -1.3%.

•	 In	the	decade	to	2016,	South	East	house	prices	will	have	increased	
cumulatively by 47%, compared to 28% in the East.

Current housing market issues
•	 Locations	 offering	 good	 transport	 links	 to	 London	 are	 proving	

popular, with strong connections to the capital now more 
important than ever. Secondary locations have also been 
successful in attracting buyers who are looking to capitalise on 
lower prices. This has resulted in rising transaction numbers.

•	 There	is	competition	for	traditional	house	sites,	although	medium	
sized operators are struggling to compete with larger house 
builders, as they have difficulties finding suitable, profitable sites. 
The cautious return of new build flats within more prominent or 
traditional apartment locations continues, although it remains 
very much a recovery in progress. 

•	 The	 appetite	 of	 local	 authorities	 to	 support	 housing	 targets	 is	
proving critical. While some are embracing their new powers, 
others have been less assertive. 

Drivers of change
•	 Landowners	will	need	to	adjust	their	price	expectations	to	account	

for rising development costs imposed by the code for sustainable 
homes, CIL and increased affordable housing requirements.

•	 In	 housing	 markets	 where	 manufacturing	 is	 important	 to	 the	
local economy, the closure of large manufacturing plants – such 
as the Ford plant in Southampton – could threaten the housing 
market recovery, due to the immediate rise in unemployment and 
the wider impact on job security concerns.

•	 There	is	currently	a	drive	to	introduce	the	institutional	residential	
landlord model of ownership. Whilst this will certainly increase 
the number of newly built units, its public appeal remains to be 
seen, as traditionally individuals hold ideals about purchasing. 

Outlook
•	 Government	backed	schemes	and	an	easing	of	mortgage	finance	

will help to continue to boost demand.
•	 The	speed	of	the	housing	market	recovery	will	be	affected	by	the	

slow rate of economic growth next year, which will continue to 
impact consumer and house builder confidence. It will not be 
until at least 2014 that confidence is restored.
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•	 House	 builders	 will	 continue	 to	 focus	 on	 restoring	 a	 volume	
market and achieving consistent sales rates. With their current 
aversion to risk, they may need to consider secondary and tertiary 
locations, in order to generate sufficient unit numbers to make 
schemes viable. To minimise risk exposure, they must be able to 
negotiate favourable payment terms.

Key points
•	 The	 availability	 of	 viable,	 profitable	 development	 sites	 is	

impacting the level of new development. This situation could 
be improved if landowners adjust price expectations to take into 
account raised build costs.

•	 Whilst	 both	 regions	 have	 performed	 well	 compared	 to	 other	
regions across the country, their continued success will in part be 
dependent on local authorities using their new powers to meet 
their housing targets.
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Table 4: Annual growth in house prices to 2016
south West

2007 8.4%

2008 -7.4%

2009 -6.9%

2010 7.4%

2011 -0.7%

2012 -0.3%

2013 0.4%

2014 5.0%

2015 9.9%

2016 11.9%

2012-16 (inc.) annual average 5.3%

Source: BNP Paribas Real Estate

soUth WEst 

House prices
•	 The	South	West	housing	market	has	performed	well	in	comparison	

to other regions, over the last five years. Outside London it has 
been the second best performing region, behind the South East.

•	 Over	the	last	five	years	South	West	house	prices	have	decreased	
by -0.1% p.a., compared to -0.2% p.a. in the UK. 

•	 Looking	ahead,	 the	strength	of	 the	South	West	housing	market	
is expected to continue, with prices forecast to grow 5.3% p.a. to 
the end of 2016. Only London and the South East are expected to 
exceed this growth level.

•	 2013	will	be	a	pivotal	year	for	the	region’s	housing	market.	After	
two years of falling house prices, 2013 will mark the return to 
growth with prices forecast to rise 0.4%. House prices will then 
continue to rise year-on-year until 2016. 

•	 In	the	10	years	to	2016,	South	West	house	prices	will	have	grown	
by a cumulative 36%, in comparison to a national average of 31%. 

Current housing market issues
•	 Development	activity	remains	ongoing,	albeit	at	a	reduced	level.	
•	 The	 current	 constraint	 for	 major	 house	 builders	 is	 not	 access	

to capital but purchaser’s ability to buy. Whilst there is clear 
evidence of local demand, the restriction in ‘normal’ pre-recession 
mortgage lending remains the major issue to the housing market.

•	 The	planning	process	is	not	only	hindering	activity	levels,	but	also	
limiting developer returns at a time when they require greater 
certainty to continue developing. There is a lack of clarity on 
expectations, subjective opinions, a lack of a cohesive approach 
from officers, along with a questionable commitment to delivery 
at LPA level.

Drivers of change
•	 With	the	ongoing	weak	economic	recovery,	the	region	is	lacking	

stimuli which will drive change in the housing market. 
•	 The	ongoing	provision	of	government	assistance	to	aid	purchasers	

is currently supporting sales volumes.
•	 Ultimately	 it	 will	 be	 increased	 mortgage	 availability	 that	 will	

provide the greatest boost to the regions housing market.

Outlook
•	 The	small	dip	in	South	West	house	prices	this	year,	disguises	the	

variation in the performance of individual local markets across 
the region. Whilst locations such as Bournemouth and Bristol 
are considered market hotspots, by contrast Wiltshire and North 
Devon are stuck in the doldrums. 

•	 We	anticipate	more	of	what	we	are	experiencing	now,	a	flat	but	
steady market – challenging but moving. The buoyant market of 
5-10 year ago is unlikely to make a return in the short term. 

•	 House	 building	 activity	 levels	 will	 continue	 to	 remain	 low.	
Constraints on buyer ability and the consequent lack of 
purchasers mean major home builders are very cautious about 
significant re-investment against the recent backdrop. They need 
to see a significant rise in confidence before taking the plunge 
and developing further.
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Key points
•	 Until	consumer	confidence	in	the	economy	and	builder	confidence	

in the local market is significantly improved, the short term 
recovery in the South West housing market will be curtailed.

•	 When	comparing	forecast	South	West	house	price	growth	against	
other regions across the country, the outlook for the South West 
can be considered relatively upbeat.
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Table 5: Annual growth in house prices to 2016
East Midlands West Midlands

2007 5.1% 4.9%

2008 -7.4% -7.1%

2009 -8.3% -7.7%

2010 6.4% 5.1%

2011 -0.4% -1.2%

2012 -1.6% -0.6%

2013 -1.6% -0.1%

2014 4.3% 2.6%

2015 8.6% 8.3%

2016 10.3% 10.5%

2012-16 (inc.) annual average 3.9% 4.0%

Source: BNP Paribas Real Estate

MiDLanDs

House prices
•	 From	2007	to	2011	(inclusive)	both	the	East	Midlands	and	West	

Midlands recorded negative house price growth. 
•	 Prices	 held	 up	 marginally	 better	 in	 the	 East	 Midlands	 with	

growth averaging -1.1% p.a., compared to -1.3% p.a. in the West 
Midlands.

•	 Over	the	next	five	years	both	the	East	and	West	Midlands’	house	
prices are forecast to climb on average by 3.9% p.a. and 4.0% p.a. 
respectively. This rate will be just behind the 4.5% p.a. growth 
forecast for the UK.

•	 Initially	both	regions	will	be	characterised	by	falling	house	prices	
in 2012 and 2013, although prices will hold up slightly better in 
the West Midlands.

•	 In	2014	house	prices	are	forecast	to	pick-up	sharply,	with	growth	
of 4.3% forecast in the East Midlands, compared to a more 
moderate 2.6% increase in the West Midlands. 

•	 It	will	be	in	2015	and	2016	that	both	regions	will	see	the	strongest	
price rises. 

•	 This	means	that	both	the	East	Midlands	and	West	Midlands	will	
see overall house price growth of 18% in the decade to 2016.

Current housing market issues
•	 New	housing	supply	 remains	dependent	on	 the	stance	of	 local	

planning authorities and there are some who are more positive 
than others. For example Coventry, over the last three years has 
increased its housing starts every year.

•	 Larger	 housing	 schemes	 that	 rely	 on	 significant	 infrastructure	
investment are hard to move forward unless innovative funding 
solutions can be found. 

•	 City	centre	apartment	schemes	still	struggle	to	attract	finance,	
with no major new schemes expected to start in the near future. 

Drivers of change
•	 As	national	developers	focus	on	family	housing	on	smaller	sites	

in good suburbs, there may be an opportunity for more innovative 
developers and speculators to acquire and bring forward new 
residential concepts such as build to rent. 

•	 Potential	 major	 green	 belt	 releases,	 such	 as	 Birmingham	 City	
Council’s proposals to the north east of the city, will have a major 
impact on the market if realised.

•	 Apartments	 will	 only	 come	 forward	 in	 the	 higher	 value	 more	
desirable suburbs.

Outlook
•	 Affordability	 in	 the	mainstream	market	 in	 an	 era	 of	 mortgage	

constraint is still the main growth restraint outside of high value 
locations.

•	 House	price	growth	depends	on	wider	economic	factors	and	2014	
is the most likely year for growth to return.

•	 2013	 may	 see	 more	 development	 opportunities	 come	 to	 the	
market as landowners and planning authorities adopt a more 
realistic approach. 
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Key points
•	 Whilst	house	prices	will	change	at	differing	rates	on	a	year-by-

year basis, over a five-year period house prices in the East and 
West Midlands are expected to perform at a similar level.

•	 Local	 authorities	 will	 play	 a	 pivotal	 role	 in	 bringing	 new	
development forward, as they will be the major determiner of 
new housing supply in the region. 

•	 It	will	 remain	up	 to	developers	 to	find	new	 innovative	ways	 to	
make schemes viable.
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Table 6: Annual growth in house prices to 2016
north East Yorkshire north West

2007 5.5% 5.1% 4.7%

2008 -5.3% -7.4% -7.3%

2009 -9.2% -7.2% -7.7%

2010 2.4% 2.9% 3.0%

2011 -1.0% -0.3% -1.0%

2012 -1.1% -2.7% -3.0%

2013 -0.3% -0.6% -1.3%

2014 2.7% 2.9% 1.8%

2015 7.0% 8.4% 7.0%

2016 7.2% 9.2% 9.1%

2012-16 (inc.) annual average 3.0% 3.4% 2.6%

Source: BNP Paribas Real Estate

noRth

House prices
•	 Over	the	last	five	years	house	prices	in	the	northern	regions	have	

suffered.
•	 From	2007	to	2011	(inclusive)	Yorkshire	house	prices	declined	on	

average by -1.5% p.a., faring slightly better than the North East 
and North West which both recorded average annual declines of 
-1.7% and -1.8% respectively.

•	 Looking	ahead,	an	immediate	revival	in	northern	house	prices	is	
not anticipated, with forecasts showing negative growth in all 
three regions in 2012 and 2013. 

•	 There	will	however	be	a	turnaround	 in	2014	when	each	region	
will begin to see house prices start to grow again, but it will not 
be until 2015 and 2016 that the pace of growth will really start 
to accelerate. 

•	 Overall	 the	 forecasts	 for	 the	 five	 year	 period	 to	 2016	 show	
Yorkshire will be the strongest region with average annual growth 
of 3.4%. This compares to 3.0% p.a. in the North East and 2.6% p.a. 
in the North West.

•	 Over	the	ten	year	period	to	2016,	Yorkshire	will	see	cumulative	
price growth of 16%, compared to 10% in the North East and 9% 
in the North West.

Current housing market issues
•	 Caution	 remains	 the	 key	 sentiment	 within	 the	 market,	 with	

buyers, lenders and developers all wary of over committing in an 
uncertain market.

•	 In	higher	value	areas,	caution	is	reduced	where	pent	up	demand	is	
growing and there is greater confidence in employment prospects 
and economic conditions.

•	 New	housing	in	lower	value	areas	is	coming	forward	(often	with	
the assistance of government and HCA stimuli) but scheme 
viability continues to limit the delivery of affordable housing 
through the S106 process. 

Drivers of change
•	 Tension	 remains	 between	 the	 more	 conservative	 outlook	 of	

purchasers and traditional developers and planning aspirations, 
which seek innovative design and sustainability solutions. 

•	 Innovators	 are	 correctly	 sensing	 opportunity,	 be	 it	 in	 housing	
design, tenure arrangements or land disposal agreements.

•	 New	 speculative	 apartment	 schemes	 in	 northern	 cities	 remain	
very difficult to fund and only the emergence of the private rented 
sector as a stand alone asset class is likely to change this.

Outlook
•	 Affordability	 in	 the	 face	 of	 constrained	 mortgage	 criteria	 is	

still the crucial factor in the housing market, which is unlikely 
to change in 2013. Once these constraints on both supply and 
demand ease, growth will be fuelled.

•	 2013	 should	 see	more	 development	 opportunities	 come	 to	 the	
market as landowners adopt a more realistic approach to value 
and house builders seek to build up sites, in anticipation of market 
improvements. 
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Key points
•	 The	development	of	new	housing	provision	in	some	lower	value	

areas is positive news for the northern regions, although this has 
been largely dependent on government assistance.

•	 The	delivery	of	future	house	price	growth	over	the	next	five	years	
will be heavily reliant on buyers being able to fund house price 
purchases through increased mortgage availability.
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Whilst construction activity has grown over the last six months, it 
is predominantly focussed within inner London. The national figures 
across the remainder of the country tell a different story and are 
now at their lowest level for 13 years. 

The country remains separated by a very distinct North/South divide, 
which is highlighted by much stronger growth within the Southern 
counties, compared to the North and North West counties. The 
industrial legacies of the North mean that it remains constrained 
by greater remediation and infrastructure costs, against what is 
achievable in terms of sales revenue. The South is more affected by 
the level of affordability of the stock, than by availability. 

Pricing across the regions has shown little improvement, however 
pricing within the capital has risen over 2012 and London is now 
the most expensive city ahead of Hong Kong and New York. There 
is still a huge difference between the capital and the rest of the UK 
as purchasers within the regions can no longer afford to bridge the 
gap in pricing. Money from overseas has flowed into the capital with 
£5.2bn invested in the last year.

There is still confusion over the planning regime as there is 
uncertainty of delivery of housing across the UK. Inconsistent 
messages are coming out of Government about Localism and the 
ability to skip local authority determination and go straight to the 
planning inspectorate for poor performing authorities. As a result 
the sector has uncertainty which will need to be properly tested, but 
this takes time. 

House builders are reporting some increases in sales volume 
across the UK; however we have seen footfall across the country 
impacted by national and international events such as the Diamond 
Jubilee celebrations and the Olympics and Paralympics, which have 
changed normal behaviours. We need to see an increase in footfall if 
we are to see an increase in sales levels.

The percentage of first time buyers within the market has reduced in 
terms of mortgage purchases, with difficulties raising deposits and 
accessing mortgage finance being the biggest sticking points. New 
build mortgages have shown increases, which has been encouraged 
in part by the reasonable availability of low deposit schemes through 
NewBuy and other developer-led initiatives. 

Although these schemes have been provided, availability to 
purchasers is limited, because they are only available to registered 
developers. This has led to the predicted take up of 100,000 being 
only 2,000 (to date).

It is not only first time buyers who are not making the move to purchase 
a new build home, it is the whole housing market. Stagnation within 
the second-hand market is leading to occupiers choosing to stay within 
their current properties. A large proportion of these households are 
in negative equity or are unable to release sufficient equity to allow 
them to support a new homes mortgage, which requires a higher cash 
deposit under the current lending criteria.

The issues above have led to the lettings market continuing to 
be strong across the UK. Although renting in many cases is more 
expensive than buying, renting remains the only option for those 
unable to meet the strict lending criteria of mortgage providers, or 
purchasers who are unable to take advantage of the NewBuy scheme. 

Stock availability is still an issue, as tenants are increasingly 
staying in their properties for longer periods. Although demand is 
outstripping supply, rent increases are now slowing as the limits of 
tenant affordability are pushed.

Institutional investors will make their first appearance in the 
residential sector, which can only help to improve development 
levels and drive growth both in the numbers of units coming forward 
and in sale prices. 
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Greg Cooke 
Tel.: +44 (0) 20 7338 4201 
greg.cooke@bnpparibas.com

Please contact

Property development
Barbara Koreniouguine 
Tel.: +33 (0)1 55 65 27 78 
barbara.koreniouguine@bnpparibas.com

international investment Group 
Peter Roesler 
Tel.: +49 69 298 99 940 
peter.roesler@bnpparibas.com
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