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+7.2% +1.49 2.1x

Current UK house Last 3 months price growth Price of a house compared

price growth (YoY) on an annualised basis to the price of a flat —
highest for 20 years

Executive summary

* UK house prices increased by 7.2% over 2022

*  Quarterly growth slows rapidly and is set to move negative in Q1

« Discounts to asking price widen to 4%

* Buyer demand 50% lower than last year, new sales agreed 28% Lower
« Affordability and value for money are key to the outlook for 2023

* House prices in affordable markets less exposed to higher mortgage
rates than in high-value markets where prices have underperformed

* Flight to rural and coastal areas moves into reverse

*  Flats and urban areas expected to fare better in 2023
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Year-on-year change
in demand as buyers
sit out Q4 and wait

Momentum in price inflation falls away quickly

The sharp drop in demand for housing since the summer has rapidly
reversed the upward momentum in house prices. Average prices are
up 7.2% year on year, an increase of £17,500. The underlying rate of
quarterly price inflation has slowed quickly from over 2% up until the
summer to just 0.3% in the last 3 months - an annualised growth rate
of just 1.4%. We expect our index to register quarterly price falls over
the first half of 2023, dragging the annual rate negative by mid-year.

House price growth losing momentum quickly
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It is the same pattern across all regions and countries of the UK as
weaker demand from higher mortgage rates, cost-of-living pressures
and low consumer confidence hits price growth across all markets.

Sellers continue to accept larger discounts to asking prices to
achieve sales. The gap has grown to 4% in the last month, down from
zero percent in early October. We expect discounts to widen further in
2023. However, at this late stage in the year, fewer homes for sale
undergo an asking price reduction as sellers wait to see what the
market holds in January before making any adjustments to pricing.

Market activity returns to (poor) pre-pandemic levels

The sharp fall in demand in the wake of the mini-budget has now
plateaued. Demand for homes is down 50% year-on-year, while the
number of new sales agreed (i.e. sold subject to contract) is down by
less (28%). This demonstrates that committed buyers remain in the
market as sellers are willing to negotiate on price, hence the discount
to asking prices widening.

Most measures of market activity are on a par with the pre-pandemic
years of 2017-19. Some are referring to this as a return to normal
market conditions. However, these were decidedly average years as
political turmoil over Brexit and concerns over the economic outlook
weighed heavily on market activity and consumer sentiment.
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The flight to rural/coastal locations runs out of steam

A key trend over the last 2 years has been the ‘search for space’ with a
+ 61 O/ proportion of buyers looking to relocate to rural and coastal areas,
o pushing up demand and pricing more quickly than in other areas.
Berend for Femes i Some of the largest gains in house prices over the last year have been

Bradford postal area in across Wales, the South-West, Norfolk and East Kent.

2022 v 5-year average
vV STyearaverag Our data on the relative changes in demand and sales show this trend

is reversing and set to continue over 2023. Coastal towns in the south
of England - East Kent, Torquay and Portsmouth - as well as the wider
Lake District area (the Lancaster postal area) and mid-Wales (the
Shrewsbury postal area) have all recorded a greater slowdown in
demand and sales over 2022 than other areas.

These markets are all slowing off a high base of activity. The initial
wave of pent-up demand bought about by more working from home
and a spike in retirement Looks to have run its course for now with less
value for money and fewer purely discretionary motivated moves.

Urban areas to fare better in 2023?

Buyer interest remains stronger in more urban settings where jobs are
being created and there are more services. Family housing in city
suburbs and commuter areas have registered above-average demand
over the last year while demand in city centres has been weaker.

Postal areas including Bradford (BD), Swindon (SN), Coventry (CV),
Crewe (CR), Milton Keynes (MK) and Southend (SS) are all registering
above-average demand. All these areas have their own employment
base, but they are also adjacent to, or have good transport
connections into much larger employment centres, e.g. London, Leeds,
Manchester and Birmingham. Continued employment growth will
stimulate housing demand over 2023 in these affordable city regions.

Demand weakens in rural areas and holds up in affordable urban areas
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5-year house price
growth in Oldham
postal area

Affordability is the key to the outlook for house prices

Affordability is the primary factor looking ahead to 2023 and beyond
influenced by mortgage rates, household incomes and the actual
level of house prices. The more unaffordable a market, the more
households are priced out, weakening demand and impacting sales
volumes and pricing. The opposite is true in affordable markets with
lower average house prices.

Higher mortgage rates increase the income needed to buy and worsen
affordability for those buying with a mortgage (7 in 10 sales). The
impact is the greatest in high-value areas where mortgages are bigger.

Looking back over the last 5 years house prices have certainly risen
fastest in more affordable markets. The chart shows a clear
relationship between house price inflation (2017-2022) and current
house prices for every postal area in the UK.

House price growth over Last 5 years linked to affordability
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More affordable markets see lower price falls in 2023

Most housing markets have recorded house price gains above the
level of consumer price inflation and average earnings (+22%) over the
last 5 years. Economic growth and good affordability have enabled
above average price gains over this period, supported by lower
mortgage rates. The highest price increases since 2017 have been
recorded in the Oldham (OL) postal area (+47%). Other high-growth
markets include Newport (NP), Swansea (SA) and Bolton (BL).

We expect house price growth to slow in these higher-growth markets
in 2023. Our national view is UK house prices falling by 5% next year.
Price falls in more affordable markets are likely to be below average
as the hit to buying power from higher mortgage rates will be less than
in the high-value markets. This is supported by evidence of continued
above-average demand in more affordable urban areas.
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1.7x

Price of a London house
compared to the
average price of a flat

London and its commuter areas have under-performed

Stretched affordability for buyers in London and the adjacent
commuter areas have limited the scope for price increases over the
last 5 years, despite ultra-low mortgage rates until mid 2022. Prices
have fallen slightly in Central London (the WC, EC postal areas), since
2017 and are 17% lower in real terms, allowing for inflation.

Earnings have risen faster than prices since 2017 which is slowly
improving affordability, but average prices remain high by national
standards and mortgage rates are now higher than last year. The inner
London housing market will rebound soon, but this requires a further
improvement in housing affordability. We expect London house prices
to register above-average price falls of 5 to 8% in 2023, which will
improve affordability alongside our expectation of lower mortgage
rates. A resurgence in employment growth will be the trigger for a
turnaround in this under-performing market in the next 1-2 years.

Price gap between flats and houses widens

& £700,000
2 ’ - Flats
o}
g £600,000 —Houses
o)
9]
z £500,000 Ratios shows price
of house compared
£400,000 to a flat
£300,000
£200,000
£100,000
£0 London UK excluding London
§3g88gszzeegygdgsesseegy
= S = S O = 8 = 5 0=
SRS SRRIRK&ILLLILILLRIII’IRILR

Source: Zoopla House Price Index

Flats becoming better value for money

The pricing of flats has also underperformed the rest of the market.
Apartments make up around 1in 5 homes in the UK, but price inflation
for them has lagged behind growth for houses, exacerbated by the
search for space and concerns over cladding and leasehold charges.

The chart above tracks the average price of flats and houses since
2002. The average price of a London house is 1.7x the price of a flat,
up from 1.4x a decade ago. The same is true across the rest of the UK,
where the price differential is currently 2.1x, the highest for 20 years.

We expect increased demand for flats in 2023 as buyers seek better
value for money. This will be supported by improving sentiment
towards flats as the Government moves to ensure cladding problems
are remediated in most buildings. Only a small proportion of the UK’s
apartments are impacted by cladding meaning opportunities for
buyers seeking better value for money in 2023.
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House Price Index - Country, region and city summary

Note: The Zoopla house price index is a repeat sales-based price index, using sold prices, mortgage

valuations and data for agreed sales. The index uses more input data than any other and is
designed to accurately track the change in pricing for UK housing.

November Index 2022
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Zoopla House Price
Index, city summary,
November 2022

Source: Zoopla House Price
Index. Sparklines show last
12 months trend in annual
and monthly growth rates -
red bars are a negative
value - each series has its
own axis settings providing
a more granular view on
price development.
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Source: Zoopla House Price Index. Sparklines show Last 12 months trend in annual and
monthly growth rates — red bars are a negative value — each series has its own axis
settings providing a more granular view on price development.

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

Richard Donnell Theo Brewer

Director of Research & Insight Director of Innovation

richard.donnell@zoopla.co.uk theo.brewer@hometrack.com

Sign up for all the latest research from Zoopla at
advantage.zpg.co.uk

The information and data in this report was correct at the time of publishing and high standards
are employed to ensure its accuracy. However, no reliance should be placed on the information
contained in this report and Zoopla Ltd and its group companies make no representation or
warranty of any kind regarding the content of this article and accept no responsibility or liability
for any decisions made by the reader based on the information and/or data shown here.
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