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This publication
This document was published on November 5. It contains a review of all the key housing 
market indicators and news to the end of October 2009. The data used in the charts and 
tables is the latest available at the time of going to press. Sources are included for all the 
charts. We have used a standard set of notes and abbreviations throughout the document.

Glossary of terms
n Mainstream – mainstream property refers to the bulk of the UK housing market with, for 
example, price movements monitored by reference to national and regional average values.
n Prime – the prime market consists of the most desirable and aspirational property by 
reference to location, standards of accommodation, aesthetics and value. Typically it 
comprises properties in the top five per cent of the market by house price.

The most commonly used abbreviations are:
n Q309 – refers to the third quarter of 2009
n H109 – refers to the first half of 2009
n PCL – prime central London
n Peak – refers to the first half of 2007
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 O
ver twelve months on and, in 
the housing market at least, it 
is as if the demise of Lehman’s 
never happened. Despite 

unprecedentedly steep house price falls, 
which lasted into the first quarter of this 
year, the mainstream housing market now 
stands at the same level as September 
2008. Like the stock market, the housing 
market started to grow again in March 2009 
and has barely looked back since. 

Have we escaped then? Is this really it? 
After a ‘deep V’ of price falls and bounce 
back, is the housing market ‘back to normal’?

Leaving aside the problems of predicting 
where the UK economy is headed (ask two 
economists and you are likely to get at least 
three answers) the UK mainstream market 
can hardly be described as ‘normal’. This 
is because the volume of transactions is 
still extremely low and purchases are being 
financed very differently to the past.

Extraordinarily low interest rates have 
saved many an otherwise impecunious 
householder from difficulty and there are 
signs that lenders are treating arrears 
and repossessions differently to the past. 
This means that the forced sales and 
repossessed stock that would normally 
flood the market at this stage of the cycle 
is simply not appearing. For households 
where debt servicing is not a problem, 
most are staying put – and not selling.

Set against this shortage of properties is 
a fundamental change in buyer behaviour. 
The continued lack of debt funding means 
that purchasers are much more equity 
reliant. Indeed, low deposit rates are 
positively encouraging the cash-rich into 
asset markets, including property. Never 
before have housing deposits been less 
attainable, nor the first-time buyer more 
reliant on the bank of ‘Mum and Dad’. The 
market is dividing into the ‘equity-haves’ 
and the ‘equity have-nots’.

It is this imbalance between low supply 
and high cash-driven demand that is 
driving prices higher. In mainstream 
markets therefore, conditions are anything 
but normal.

In prime markets on the other hand, this 
is a more familiar state of affairs. The best, 
or rarest, property is always in short supply 
and high demand from discretionary buyers 
not reliant on big mortgages – or even 

any mortgage at all. It is hardly surprising, 
therefore, that the prime and mainstream 
markets have been moving in concert in 
recent months, often driven by the same 
forces and factors.

It is unlikely that this will continue 
indefinitely. In looking at prospects for the 
mainstream, in 2010 we are facing events 
with the potential capacity to discourage 
house purchases in the short and medium 
term. The uncertainty preceding an 
election – the prospect of public spending 
cuts, higher taxes, continuing mortgage 
rationing, further unemployment, possible 
stock market correction, inflation or future 
interest rate rises – all have the potential 
to impact the mainstream housing market, 
even if the timing of such impacts is difficult 
to predict.

Peaks and troughs
By contrast the prime, cash-driven market, 
is largely disconnected from lending 
conditions and shows superior growth over 
the long term compared to the mainstream 
market, driven by other external conditions. 
It has always been more volatile than the 
mainstream markets though, and remains 
prone to the sort of shocks that cause any 
asset investor to retreat hermit crab-like to 
the safety of a cash-holding shell.

All this means that we have probably 
not seen the last of house price falls in the 
mainstream markets yet. The timing may 
be uncertain but there will almost certainly 
be peaks and troughs during the next 
five years. This may sound like doom-
mongering but, if we are looking at more 
volatile markets moving forward, these 
risks argue for less short term speculation 
in housing and more medium and long term 
holding of high-quality stock.

One thing that even the more volatile 
prime housing markets prove is that,  
over the long term, any commodity in  
short supply will continue to out-perform 
the average. n

Foreword
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 T
he recent performance of the UK 
housing market has defied the 
underlying economic environment, 
with the Nationwide index showing 

growth in seven of the eight months leading 
up to November, meaning that prices 
have increased by some 7.6% since the 
bottom of the market. Understandably, 
such a strong price recovery was outside 
of all of the main forecasters’ expectations 
at the beginning of the year. Put simply, 
no-one anticipated that, with a significant 
proportion of potential buyers excluded 
from the market, price growth – sustainable 
or otherwise – could be seen in 2009. Even 
those of us who claimed that values would 
return to their peak by 2014, were treated 
to a heavy degree of scepticism.

Since February however, short term 
economic forces of supply and demand 
have consistently overridden the medium 
term economic drivers, which led to prices 
being 2.1% higher by the end of Q309 than 
at the beginning of the year.

Those with either a relatively small 
mortgage requirement or none at all, 
have returned to the market in sufficient 
numbers to outstrip the number of suitable 
properties available to buy. This has left 

Look South for a clear indicator  
The most significant impact on the housing market’s overall recovery will be 
more confident lending and strong UK economic growth, says Yolande Barnes

many would-be buyers surprised by 
the return of competitive bidding and 
exasperated by the lack of stock meeting 
their criteria.

As a result of the gravity-defying short 
term movements in house prices, it now 
has become easier to predict where prices 
might be in either two or five years time, 
than to determine where prices will be in 
the next three or six months. Short term 
and mid term market dynamics are now 
significantly disconnected from each other.

The cash rich factor
In the short term, the dramatic fall in 
supply, which accompanied the downturn 
of 2008, has meant that the release of 
pent-up demand seen this year has 

been significant. According to the Royal 
Institution of Chartered Surveyors (RICS), 
the proportion of agents seeing an 
increase over and above those witnessing 
a decrease in applicant numbers peaked 
at 66% in June 2009, a figure not seen for 
more than a decade. This is despite the 
fact that many mortgage dependent buyers 
remain excluded from the market. 

The strength of this demand from 
the cash rich is explained by a number 
of factors. The poor return from holding 
cash in the current low interest rate 
environment is often cited as a reason, but 
realistically the stabilisation in the economic 
outlook and the avoidance of a 1929 style 
depression have undoubtedly played a 
significant part. 

Mainstream

Graph 1.1
UK mainstream market activity

Source: RICS
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 T
he consequences of the credit crunch still hang over the mainstream 
UK housing market, the biggest issue being mortgage approvals.

Mortgage completions have risen, increasing from just 23,000 
in January to 56,000 by July before falling back slightly in August. 

Although this was 9,000 higher than a year earlier it is just 52% of the 
average for the period 2003 to 2007, meaning that cash buyers account for 
35% of the whole of the UK market, which is much higher than the 25% 
seen in the five years prior to the credit crunch.

Approved mortgages have tended to be on a much lower loan to value 
ratio (LTV). Data from the Bank of England suggests that in July just 2.8%  
of mortgages were granted at a LTV of 90% or more, a figure which has 
fallen consistently each month this year.

Equally the margin over bank base rate remains high, with a typical 75% 
LTV tracker mortgage having a headline rate of 3.34% over base rate. By 
contrast between January 2004 and August 2007 average rates on new 
mortgage products were 0.28% less than those on existing loan deals.  
For many, therefore, there is currently a financial disincentive to moving with 
the effective borrowing rate on new mortgage products 0.66% higher than 
on an existing mortgage.

Looking ahead we expect to see a continued easing in lending criteria 
and a gradual increase in mortgage approvals, completions and net 
secured lending. The extent to which lending conditions ease will depend 
upon how the proposals laid out in the Mortgage Market review published 
by the FSA in October are adopted. The review calls for lenders to take 
greater responsibility for verifying affordability. More specifically, it calls 
for an end to self-certified mortgages, more stringent checks on equity 
withdrawal and much greater regulation of high-risk lending (a combination 
of high loan-to-value, loan-to-income and debt-to-income ratios).

One of the key affordability issues will be the extent to which a  
reduction in lenders’ margins compensate bank base rate increases 
currently pencilled in for late 2010 or 2011. Whilst there have been some 
signs of lower lending margins recently these are currently confined to  
very low LTV products. n

Yet the stabilisation in the economy and its 
short term impact on sentiment, needs to 
be separated from the economic outlook. 
Historic evidence from around the globe 
suggests that recovery to ‘normal’ levels 
of economic growth takes significantly 
longer following a recession evolved from 
a collapse in the financial markets, than is 
the case following what might loosely be 
termed a ‘normal’ recession.

Whilst problems remain within the 
banking sector there will be limited 
accessibility to debt finance. The 
consensus amongst economic forecasters 
is that UK economic growth is likely to 
remain at just around 0.5% in 2010. 
This alone is likely to temper the return 
of those potential buyers with a higher 
mortgage requirement. However the gap 
between mortgage availability and the 
corresponding purchasing power of the 
equity rich versus the equity poor is going 
to have the most significant impact on the 
speed and strength of any recovery in the 
housing market. 

In the 1990s downturn, affordability 
took a long time to be restored to levels 
commensurate with sustained house 
price growth, even though changes to 
net mortgage lending remained positive 
throughout. During this downturn, however, 
affordability has been restored very quickly 
due to a period of low interest rates, 
whilst changes to net mortgage lending 
were sent deep into negative territory as a 
direct consequence of the credit crunch. 
It is the timing and the degree by which 
mortgage lending is restored that will or 
will not enable those needing a significant 
mortgage in 2010 and 2011 to follow in 
the wake of the cash rich buyers, who are 
currently driving the market.

Currently it looks unlikely that the 
extreme imbalance between supply and 
demand will continue through both the 
autumn 2009 and the spring 2010 markets. 
As a result, we expect prices to soften 
during this timeframe, with the price growth 
of 2009 the likely casualty. The safety net of 
affordability is likely to prevent values falling 
to significantly lower levels.

Recent evidence suggests that the 
gap between the equity rich and the equity 
poor will not be confined to the ability to 
get a mortgage. Mortgage rates will also 
reflect how much cash a buyer can bring 
to a purchase. As a result the equity rich 
markets are likely to see a stronger and 
potentially less volatile recovery. This will 
have a geographical dimension with the 
strongest recovery will be in the South 
East, and also increase the difference in 
value between property types. n

Graph 1.2
Mortgage rates versus Bank base rate

Source: Bank of England
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Family values underpin recovery 

 A
ll UK prime residential property 
values improved during the third 
quarter of 2009; in prime central 
London values rose by a further 

4% continuing the steady rate of growth 
recorded during the previous quarter, while 
values in the prime regional and country 
house markets improved by an average of 
1.9%, the first rise since the beginning of 
their downturn in 2008.

However, the prime London suburbs 
and the prime townhouse markets outside 
of the capital have shown the strongest 
growth. Here high levels of demand for family 
housing has driven up values in these equity 
rich prime, rather than ultra prime markets. In 
south-west London for example the level of 
recent quarterly growth was comparable to 
that recorded at the height of the market in 
the first half of 2007. During the third quarter 
of 2009, prime property prices in the belt 
running from Fulham to Richmond (including 
Clapham and Wandsworth) rose by an 
average of 8.4%, which follows growth of 
6.4% in the previous quarter. 

Undoubtedly a lack of supply has 
contributed to this growth in values (stock 
levels are currently 20% to 30% below the 
medium term average for the years between 
2003 and 2007), but it is by no means the 

only factor. The key demand indicators 
of applicant and viewing numbers, deals 
agreed and exchanges in the prime south-
west London market were all higher than the 
medium term average. 

Of little surprise to many is the fact that 
the demand from the financial and business 
services sector has waned from 52% of 
the market in 2008 to 45% so far in 2009, 
despite the resurgence of interest in the last 
three months.

One prime feeds another
There are signs that the positive sentiment 
from this south-west London market is 
beginning to feed into other prime markets, 
particularly it is the prime commuter 
strongholds of Hampshire, Berkshire, 
Essex, Kent and West Sussex, as well as 
the established prime relocation regions of 
Gloucestershire, Devon and Cornwall,  
where values have started to improve 

steadily. Likewise further north the number 
of deals done indicate that it was the prime 
towns such as Harrogate and York which 
began to reap the benefits of the ripple effect 
towards the end of the summer.

In the highest echelons of the prime 
London market, where demand is dominated 
by ultra high net worth individuals, there 
was much less evidence of a recovery in 
values by the end of the third quarter. While 
across all areas of prime central London 
there has been an increase in the proportion 
of overseas buyers, who have capitalised 
on the favourable exchange rates, they have 
been choosing to buy investment property 
rather than a second home. This suggests 
that overseas wealth is reluctant to commit 
until the global stock and shares recovery 
proves to be sustainable therefore enabling 
significant long term wealth regeneration.

With more stock likely to come to the 
prime markets as potential sellers look to tap 
into the strongest market conditions for two 
years, the imbalance between supply and 
demand which has so far driven price growth 
in the London markets will ease over the next 
six to nine months. This is anticipated to take 
some of the upward pressure off prices in 
those sectors of the market which have seen 
strong growth. 

Prices in south-west London performed strongly in the third quarter, as Lucian Cook 
reports, and there are signs that this pattern is being repeated in other key locations

Prime markets

Graph 2.1
Prime market house price movements

Source: Savills
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Equity generation – rebuilding wealth

Source: Nationwide
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City bonuses
What a change in payment structures will mean 
City bonuses, during the last housing cycle upturn, were 
a major influence on values in the London prime markets, 
commuter land and the most popular second home locations. 
According to estimates from the Centre for Economic and 
Business Research in 2006 and 2007 the total bonus pot 
exceeded £10bn, but fell to £4bn in 2008. For 2009 and 2010 
bonus levels are expected to be in the order of £6bn and 
£6.65bn respectively.

We expect bonus buyers to start returning to the property 
market next spring, which was the case between 2001 and 
2007. In the months of March to August the proportion of 
cash buyers in the prime London markets increases from 
27% to 37%, as an average over this period. This combined 
with a surge in transactional activity means there are typically 
71% more cash buyers during these months than during the 
rest of the year.

However the G20’s changes to future bonus payment 
practices will mean that a repeat of the bonus-fuelled price 
growth of 2006 and 2007 is unlikely, for the time-being at 
least. In particular, the deferral of bonuses for three years 
combined with clawback provisions and the requirement that 
a proportion of payments are made in shares, have the ability 
to dilute the purchasing power of bonus recipients.

Despite this, according to Savills data, the average value 
of a property acquired by a cash buyer from the financial 
and business services sector has been 51% higher than the 
average property across the prime markets of London.  

Depending upon future economic conditions, 
values are expected at best to plateau at 
their latest level over this period, although 
there still remains the possibility of further 
price falls as supply increases and the 
backlog of pent-up demand that has 
generated two quarters of strong price 
growth in London weakens.

From now on the strength of underlying 
demand is likely to be affected by equity 
generators, including city bonuses and the 
performance of global investment portfolios 
as well as how the UK is regarded by the 
world as a location in which to generate and 
hold wealth. Future taxation proposals by the 
major political parties, once canvassing for 
the next general election has begun, will be 
particularly significant with regard to this.

We expect the south-west and central 
London markets to continue to perform 
differently to each other. Demand levels will 
probably prove more volatile in the central 
markets due to the discretionary nature of 
buyers. Meanwhile, steady, family needs-
driven demand in the south-west London 
and the prime regional markets should prove 
more stable, though slightly more vulnerable 
to affordability issues, and more exposed to 
interest rate rises. n 

Graph 2.3
Equity generation – the bonus effect
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We believe this injection of equity will help all the prime markets 
outperform the mainstream residential property markets during 
the next two to three years. n
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Which ‘W’ marks the spot?
Lucian Cook examines three possible scenarios which could 
determine how the market will behave over the next five years
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Forecasts

Mainstream

 T
raditionally the affordability of 
mortgage payments has been 
the main driver of house price 
movements, but the credit crunch 

has in the short term, at least, weakened its 
influence via the mortgage market, where 
product availability and lending criteria have 
excluded potential buyers.

During the next few years we expect 

fluctuations in the balance between the 
supply and demand of housing stock to 
have a greater effect on price movements. 
This equilibrium in turn will be influenced by 
how quickly mortgage availability improves 
and how market sentiment is affected by 
prevailing economic conditions and the 
economic outlook.

With these circumstances in mind we 
have considered three main scenarios and 
how each might affect house prices.

Prime Markets

 O
ur central scenario builds on our 
adopted mainstream forecast 
but, allowing for a lesser reliance 
on mortgage finance, builds in 

the prospect of a stronger recovery in the 
early part of the next housing cycle.  
    The key variables are:

n The extent to which wealth is generated 
in the economy through industry, financial 
investments and bonus payments

n The perception of the UK as a place  
in which to generate and hold wealth, 
having regard to the position of London in 
the global financial markets, taxation and 
the performance of the UK economy in a 
global context. 
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2007
Actual

6.9%
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Actual

-14.7%
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Actual

6.9%
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Actual

-14.7%

2007
Actual

6.9%

2008
Actual

-14.7%

Table 2

Forecasts 2008 2009 2010 2011 2012 2013 2014 2015
(as at July 2009) (Actual) 

UK -14.7% 3.7% -6.6% 2.7% 5.5% 8.0% 5.7% 5.5%

London  -15.1% 6.0% -4.1% 2.1% 5.6% 7.3% 7.0% 5.8%

South East -15.4% 6.2% -3.1% 3.8% 6.7% 6.9% 6.0% 6.0%

South West  -14.9% 5.3% -2.8% 3.0% 5.7% 6.6% 5.5% 5.5%

East  -16.6% 4.3% -4.2% 3.3% 6.6% 9.2% 5.5% 5.5%

East Midlands -14.2% 2.6% -4.5% 2.9% 5.8% 7.7% 5.4% 5.3%

West Midlands  -14.0% 1.8% -5.2% 2.5% 4.5% 7.3% 4.8% 4.8%

North East -11.0% -2.1% -7.0% 0.0% 3.8% 6.5% 4.5% 4.5%

North West -14.4% 2.3% -6.7% 1.7% 3.6% 6.3% 4.8% 4.8%

Yorks & Humber  -13.6% 2.8% -6.7% 2.0% 3.8% 7.4% 7.1% 5.0%

Wales -12.1% -0.7% -6.8% 1.4% 3.3% 7.3% 7.2% 4.5%

Scotland  -8.1% 0.9% -7.5% 0.0% 4.4% 6.3% 4.3% 4.3%

Forecasts 2008 2009 2010 2011 2012 2013 2014 2015
(as at July 2009) (Actual)

Prime 
Central -18.3% 6.1% -1.0% 7.0% 11.1% 7.5% 6.3% 6.3%
London

Prime 
Regional -16.5% 2.0% -1.0% 5.4% 8.9% 7.2% 6.1% 6.1%
Property

Crisis hits world 
financial markets 

Crisis hits world 
financial markets 

GDP falls by 1.5% 
in the final quarter

GDP falls by 1.5% 
in the final quarter
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GDP falls by 1.5% 
in the final quarter

Prices soften as 
economy remains 
weak

Economic and 
employment 
growth restored

Improved 
conditions in 
mortgage markets

Interest rates 
remain at low 
levels

Scenario 1. Our adopted forecast: The extended ‘lower case w’

Mainstream scenarios

Stronger economy 
sees two-three 
years strong price 
growth

House prices flat 
until rise in lending 
and employment 
markets

Scenario 2. The stepped recovery: No further price falls

Scenario 3. The ‘capital W’: House price bubble followed by further price falls

The backlog of demand from equity rich 
buyers is eroded from now on and into 
2010, as supply increases and positive 
sentiment starts to wane; economic growth 
will weaken, causing prices to soften next 

year. In this period values are expected to 
fall no further than the previous recent lows 
cushioned by current levels of affordability 
in a low interest rate environment.

A gradual return to house price growth is 

expected as economic growth is restored, 
causing unemployment levels to fall from 
2011, and mortgage markets ease meaning 
that base rate increases are mitigated by 
falls in borrowers margins. n

A short term bubble forms in the housing 
market due to continued demand and 
supply imbalances supplemented by 
an excess of capital looking for returns. 
Possible triggers for a collapse would be:

n An increase in supply fuelled by 
increased interest rate rises matched by 
rises in repossession levels.
n Weakened buyer sentiment due to 
pressure on household incomes from 

factors including low economic growth, 
expensive credit or increased taxation.
n Imposition of legislative regulation such 
as excessive mortgage control or increased 
property taxation. n

2008
Actual

-14.7%

2009

3.7%

2015

5.5%

2014

5.8%

2013

8.0%

2012

5.5%

2011

2.7%

2010

-6.6%

2008
Actual

-14.7%

2009

3.7%

2010

0.0%

2013

6.9%

2014

6.9%

2015

5.3%

2011

 0.0%

2012

 1.0%

2008
Actual

-14.7%

2009

3.7%

2010

8.0%

Short term bubble 
in market due to 
continued demand 
and supply 
imbalances

2011

-14.4%

Collapse triggered 
by one of three 
scenarios

2012

7.0%

2013

7.9%

Better economic 
conditions lead to 
sustained price 
growth

2014

7.3%

2015

5.3%

Continued demand from cash buyers, 
supplemented by demand from buyers with 
relatively modest mortgage requirements, 
offsets any increase in stock levels during 

the next 15 months. This forecast is 
consistent with a more positive outlook 
for the economy and a less constrained 
mortgage market. 

House prices movements hover around 
zero until there is a recovery in employment 
and the lending markets, which will allow 
two or three years of strong price growth. n

Key
Annual house price growth 

Below -1% -1 to 1% 1 to 5% Over 5%

GDP falls by 1.5% 
in the final quarter

GDP falls by 1.5% 
in the final quarter
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Housebuilders resurface, cautiously

 H
ousebuilders have benefited from 
the lack of supply in second-hand 
markets in 2009, picking up on 
the excess demand from cash-

rich buyers. This is a complete contrast 
with the 2008 market, when stock levels 
were high relative to active demand and 
the new homes premium over the second-
hand market was extinguished. In this 
stronger market, as new homes have been 
absorbed into the market, housebuilder 
stocks have dwindled.

Levels of work in progress are now 
insufficient to meet demand and, as a 
consequence, housebuilder starts have 
already increased. This reflects how the 
housebuilders’ agenda has changed 
over the past six months, having now 
reached a point where the search for new 
development opportunities has begun.

Certainly land trading activity has 
picked up; although the quest for volume 
has been replaced by a search for margin 
and identifying viable sites that match the 
requirements of post credit crunch demand 
profile. Within this article we look at the 
key factors which will affect viability in a 
changed economic landscape.

Pricing and scarcity
Rates of sale have improved markedly, 
however any attempt to push up the price of 
new homes that are selling well is checked 
by mortgage valuations, as these tend to be 
based on the second-hand market. 

Pricing and volumes of demand remain 
most robust in the equity driven markets 
where supply is limited, causing developers 
to look for smaller less risky sites. 

Recently higher levels of affordable 
housing grants are part of the reason for 
increased activity, having allowed housing 
associations to switch market housing 
into affordable tenures. However these 
higher grant levels are not here to stay. 
They will start to fall away in 2010, because 
funding has been brought forward from 
the last year of the three year programme. 

Development

More seriously, grant levels are certain to 
fall away significantly in 2011, as public 
sector austerity measures take hold after 
next year’s General Election. At this point, 
Section 106 pressures will really start to 
bite on viability and deliverability of sites.

Development finance
Alongside this upturn in activity, the quoted 
housebuilders have been raising capital. 
At the time of writing, the rights issues and 
share placements that have been either 
completed or proposed amount to some 
£1.7bn, of which around £1bn appears 
to be earmarked for land purchases. 
This could fund the acquisition of around 
20,000 serviced plots destined for sales of 
new homes, or higher capacity if strategic 
land is acquired. That is before adding 
in affordable units that might be cross-
subsidised and the units that are then 
funded by the recycled profits.

However, underlying constraints on 
development finance are likely to cause 
housebuilders to be highly selective in what 
they deliver over the next five years.

Evidence to date suggests that 
increased levels of land trading and value 

Graph 3.1
New build prices and premium

Source: CLG

Graph 3.2
Development activity

Source: CLG/HBF

As new housing stocks fade, housebuilders are looking for development options 
but, as Carrie Scrivener-Leask points out, there will no rapid return of growth 
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tend to be focused on the smaller, less risky, 
sites in relatively equity rich markets, where 
sufficient land value can be created for the 
housebuilder trading model to work. These 
markets have been behind the first increase 
in greenfield land values since September 
2007. But we should not get carried away, 
as values of such sites increased by just 
3.6% in the quarter to September and 
remain 55% lower than their peak. 

The biggest increases have been seen 
for smaller sites in London and the South. 
Other more complex sites are far less likely 
to work unless land value is extracted over 
the long term, rather than immediately 
before development has started.

The long road to recovery
As a result we are still a long way from 
a fully functioning market, in which the 
availability of mortgages has recovered 
(by which we mean mortgage approvals at 
around 75,000 to 80,000 per month) and 
levels of realisable demand are sufficient to 
absorb normal levels of supply. As noted 
elsewhere in this Residential Property 
Focus, these conditions are unlikely to 
return before 2011/2012.

We are anticipating a polarisation of 
residential and development land markets 
during the next five years. Improved land 
market conditions in the short term are 
least applicable to a large proportion of the 
supply pipeline, including sites with high 
infrastructure or remediation costs and 
regeneration sites in equity poor markets. 

These sites suffer from conflicting policy 
goals that curb the creation of land value.

The Homes and Communities Agency 
is going to play a critical role in making its 
so-called ‘single conversation’ work at a 
local level, to improve understanding of 
these policy conflicts. These tensions will 
need to be eased if new housing is to  
be delivered. n

We are anticipating a 
polarisation of residential and 
development land markets 
during the next five years

The forecasting of household and population numbers, including migration 
movements, are an essential tool for analysing future housing. 

However, although all assumption-based statistics are open to question, we 
believe that the migration assumptions are the most subject to change, particularly 
because the current economic conditions were not known about when the model for 
the current projections was underway.

The migration assumptions are based on data from a period of economic 
prosperity with high levels of both international migration and movement within the 
UK from the South to further afield. This trend has already reversed significantly, 
which raises questions over the future distribution of housing demand across the UK. 
We believe that this demand has been understated in the South, especially London 
compared to other regions.

International migration of workers is also unlikely to continue in the short term 
as forecast at its peak levels, due to both the economic climate and weaker sterling 
(there may, however, be an increase in international student demand as exchange 
rates make UK universities increasingly competitive). 

This will lead to a lower population and hence household growth rate than 
currently forecast. We expect household formation to fall below the numbers forecast 
by the Office of National Statistics between 2008-2011 and only returning to forecast 
rates once we have fully emerged from recession. n

Planning for the future
Challenging the assumptions of housing needs
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Can growth be spelt out precisely?
Houses close to good schools continue to deliver higher prices and it’s prudent to 
suggest they will be the first properties to see sustained growth, says Lucian Cook 

 I
n 2007 our analysis confirmed that 
buyers were prepared to pay a premium 
for houses near the best performing 
secondary schools. Since then this 

premium has increased by another 3% and 
now averages 16% as equity driven buyers 
competing for the small number of houses 
available in these locations. 

The nature of the downturn, 
unsurprisingly led to house price falls 
irrespective of location. Our most recent 
research based on Land Registry data 
for England and Wales suggests that by 
the end of the first quarter of this year, 
house prices near to the top performing 
quartile of secondary schools by academic 
performance, had fallen by 15.8%, whereas 
for property near the bottom performing 
quartile the falls were -19.2%.

These less pronounced house price 

falls have been a common feature in the 
areas surrounding both the best performing 
independent and state schools. There is no 
discernible difference in the average price 
fall. For those looking to buy, the holy grail 
when the children’s education is a high 
priority, is to be in an area with a selection 
of good schools of all types. 

We have now identified established 
educational hotspots that provide a range 
of secondary school options with a high 
overall performance ranking. This confirms 
the credentials of established prime 
locations such as Harrogate, Tunbridge 
Wells, Altrincham and Solihull but also 
pinpoints other less immediately obvious 
areas including Fareham in Hampshire, 
where two strong state schools supplement 
two high performing private schools, and 
Dartford which benefits from a grammar 
school system.

The educational standards go a long 
way towards explaining house price 
premiums (see table opposite). The top 
10 towns carry an average house price 
premium of 10% over their county average, 
and top 10 suburbs a premium of 37%, 
over the average for the city in which they 
are located or they adjoin. The premiums 
for the best schools in the best areas are 

even higher, being as much as 18% in the 
towns and 70% in the suburbs.

In 2008 concerns over the lack of 
accessibility to the best performing schools 
for the lower socio-economic groups 
encouraged one think tank to call for a ban 
on catchment areas within the state sector. 
But key factors for many parents are travel 
times to schools as well as school league 
tables, whatever their merits, and both 
issues are taken seriously. Alone, this ban 
would be unlikely to alter significantly the 
relationship between educational standards 
and house prices and their resilience during 
and in the aftermath of a downturn.

For the moment it is too early to prove 
statistically that the areas surrounding the 
best schools will be amongst the first  
to see sustained growth but common 
sense and the buying power of equity rich 
families would suggest that this will indeed 
be the case. n

Schools 

Graph 4.1
House prices versus educational standard

Graph 4.2
Price movements of the downturn

Source: Savills, Land Registry, DCSF Source: Nationwide
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schools in the best areas  
are even higher, being as 
much as 18% in the towns 
and 70% in the suburbs
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Table 3
 Suburb School Options Average Points Av. House Price House Price v
  Score Score Per Pupil (year to Q109) County Average

1 Altrincham (Manchester) 8.38 478 332,007 225%

2 Dartford (Kent) 8.29 506 200,534 89%

3 Crosby (Liverpool) 8.29 458 211,073 147%

4 Solihull (Birmingham) 8.00 469 248,853 162%

5 Hallam (Sheffield) 8.00 451 224,182 165%

6 Redland and Clifton (Bristol) 7.83 465 318,277 163%

7 Sutton Coldfield (Birmingham) 7.63 449 257,957 168%

8 Streatham and Tooting 7.63 445 332,929 93%

9 Barnet 7.50 443 400,930 112%

10= Ealing 7.38 441 379,275 106%

10= Sutton 7.38 468 263,519 74%

 Average 7.84 461  137%

Table 4
 Town School Options Average Points Av. House Price House Price v
  Score Score Per Pupil (year to Q1 09) County Average
   at GCSE

1 Harrogate 8.63 476 263,864 123%

2 Bishop’s Stortford 8.33 461 278,151 95%

3 Tunbridge Wells 7.88 468 275,261 122%

4 Horsham 7.60 462 274,250 109%

5 Bath 7.42 445 293,979 109%

6 Leatherhead 7.40 447 569,570 159%

7 Fareham 7.29 443 209,716 83%

8 Woking 7.17 425 342,480 96%

9 Lincoln 7.07 463 155,384 100%

10= Sleaford 7.00 486 168,033 108%

10= Winchester 7.00 439 353,182 139%

 Average 7.52 456  110%
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n Values are expected to soften in both the 
mainstream and prime markets next year, 
although to differing degrees. The prime 
markets however, which are less reliant on 
mortgage finance and will be supported by 
the return of bonus equity, will recover more 
strongly with 7% growth forecast for 2011 
in PCL. Average growth in the mainstream 
markets should be around 2.7%. 

n Despite unprecedentedly steep house 
price falls, which lasted into the first quarter 
of this year, the mainstream housing 
market now stands at the same levels as 
September 2008. Like the stock market, 
the housing market started to grow again  
in March 2009 and has barely looked  
back since.

After recent price crashes, the residential property market is 
starting to look more stable, with a strong hope for recovery

n The continued lack of debt funding 
means that purchasers are much more 
equity reliant. Indeed, low deposit rates are 
positively encouraging the cash-rich into 
asset markets, including property.

n According to the Royal Institution of 
Chartered Surveyors (RICS) the proportion 
of agents seeing an increase over and 
above those witnessing a decrease in 
applicant numbers peaked at 66% in  
June 2009, a figure not seen for more  
than a decade.

n The equity rich markets are likely to 
see a stronger and potentially less volatile 
recovery. This will have both a geographical 
dimension; the strongest recovery will be in 
the South East, and increase the difference 
in value between property types.

n With more stock likely to come to the 
prime markets as potential sellers look to 
tap into the strongest market conditions for 
two years, the imbalance between supply 
and demand, which has so far driven price 
growth in the London market will ease over 
the next six to nine months.
 
n Land trading activity has picked up 
although the quest for volume has been 
replaced by a search for margin and 
identifying viable sites that match the 
requirements of post credit crunch  
demand profile.
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Spotlight on…  
Auctions 

Auctions are expected 
to continue to be 
an important source 
of sales, to take 
increasing market 
share in a low-supply 
market and to provide 
lead indicators of 
sentiment in the  
wider market.

For our latest reports, visit savills.co.uk/research

Research publications

Spotlight on…
Residential 
investment

Reduced accessibility 
to mortgage finance is 
likely to increase rental 
demand and act as 
the biggest spur  
to residential property 
investment since the 
1988 Housing Act.

Spotlight on… 
Scottish Residential

A ‘saw-edged’ 
recovery is under way 
in the mainstream 
and prime residential 
property markets in 
Scotland. Activity 
gained momentum 
during the summer that 
resulted in a stabilising 
of property values.

Savills
Research

savills.co.uk/research
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Spotlight on…
Livestock

Spotlight on… 
Livestock

An analysis of the 
current structures of 
the dairy, sheep and 
beef sectors and 
the markets for their 
primary products as 
well as exploring the 
outlook (threats and 
opportunities) for these 
industries in the future.

Market in minutes 
Q3 Farmland Market 

Activity in terms of 
supply remains very 
tight in the farmland 
market. This has 
helped support values, 
which continue to 
improve and are now 
regaining the ground 
lost in the second half 
of last year. 

Market in minutes 
London prime 
residential Q3

The improvement in 
Prime London property 
prices continued into 
the third quarter of 
2009, as prices in 
central London rose  
by a further 4%. 

Savills Research

savills.co.uk/research
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Estate Benchmarking
Survey 2009

Estate 
Benchmarking 
Survey 2009

This summary  
analyses the 
performance of the 
property assets of  
200 participating 
estate for the  
12 months leading  
to April 2009. 

� In August the Economic Sentiment Indicator (ESI)
for the EU area continued to improve for the fifth
consecutive month. Although in some markets the
second quarter of the year showed improved
leasing activity compared to the first one, overall
the markets are characterized by low leasing
activity and falling rents. Take-up dropped on
average by 44% pa over the first half of the year
and prime CBD rents dropped by 10.5% pa in Q3
2009.

� Availability and incentives are on the rise. Rent-free
periods, capital contributions and sub-lettings are in
favour of new tenants, and they push net effective
rents down. However, in many cases occupiers
prefer to renegotiate existing leases rather than
relocate. The average vacancy rate is at 10%, 35%
higher on average compared to the first half of
2008 and is expected to rise further in most
locations.

� Development activity has slowed down due to the
lack of pre-lets, which should protect the market
from oversupply, especially as demand starts
recovering following some positive signs in
economic activity. Rising unemployment remains
the main risk for the recovery and demand in 60%
of the surveyed locations is expected to continue to
drop over the next 6 months. Supply is projected to
remain stable in 30% of the markets of our survey
area and rise in 65% of them.

� The recovery process is expected to be slow, and
average rents are expected to continue to fall over
the next six months in at least 70% of the markets
surveyed, while in 26% of them we anticipate rents
to remain stable. According to our predictions the
average annual CBD office rental growth for 2009
will be in the region of -11%.

“Economic sentiment is improving, but the recovery is expected to
be slow. Take-up picked up in some locations in the second quarter
of 2009 but is considerably lower compared to last year, while
average rental growth remains negative. We do not expect these
trends to change significantly over the next six months.”

Eri Mitsostergiou - European Research

European Office Markets

Autumn 2009

Rental growth remains negative as does GDP growth Signs of price recovery from renewed investor interest 

European Office 
Markets 

Savills forecasts 
European headline 
prime office rents will 
be maintained in 14 
out of the 33 locations 
surveyed in Q409 as 
European economic 
sentiment has 
improved for the fifth 
consecutive month.

Shopping centre and high street
bulletin

“Nerves appear to have continued to calm amongst
landlords and retailers’”

� While consumer confidence has begun to improve,
we think there will be quite a long wait before
spending levels return to normality.  On the up-side
we expect Christmas 2009 to be reasonably
healthy, however political risks abound in 2010, and
too early actions on tax and spending may derail a
fragile recovery.

� While the downturn in the retail occupational
market is by no means over, there are signs that
some stability may be emerging.  Leasing activity
has picked up as retailers hurry to deliver new
stores in time for Christmas.

� Investor enthusiasm for high street assets has
begun to spill over into the shopping centre sector.

� The shortage of quality stock remains the driver of
yield hardening.  The depth of demand for riskier
assets that are more exposed to the recession and
voids is yet to be tested.

Q3 2009

Shopping Centre 
and High Street 
Bulletin

Savills has forecast 
2009 shopping centre 
investment turnover 
will exceed 2008’s 
£1.5bn following a 
marked change in 
investor sentiment 
towards the sector, 
which saw yields begin 
to harden in Q309.   
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