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B UK city house price inflation running at 3.9% - ranging from +7.5% in Liverpool to -3.9% in Aberdeen.
B Fastest growing cities are some of the most affordable — 4 cities still yet to reach 2007 levels.

B Rising house prices mean the income to buy has grown by 18% since 2015 despite lower mortgage
rates. The near-term outlook for city house price growth is closely tied to changing affordability.

City house price inflation +3.9% Fig.1 — House price growth — %yoy current / 12m ago
UK city house price inflation is running at 3.9%, up on 8%

the 3.6% a year ago. There has been an increase in the
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Liverpool fastest growing city Fig.2 — ‘Late recovery’ cities return to 2007 levels
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(-0.3%) and Cambridge (-0.1%). Source: Hometrack UK Cities Index

Note: All price changes are quoted in nominal terms. Hometrack’s House Price Indices are revisionary and not seasonally adjusted.
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Aberdeen prices falling for 3 years

Despite the recent increase in the oil price, average
house prices in Aberdeen continue to decline and have
been falling for exactly 3 years. From a recent high of
£198,000 in December 2014, house prices have fallen
back to £164,000, a decline of 17%, wiping out similar
sized gains made between 2012-2014. This highlights
how local economic shocks can result in price falls,
even though house prices are growing nationally.

Weaker growth - Brexit or market fundamentals?
The impact on the UK economy of a hard or ‘no deal’
Brexit, and the knock-on impact for the housing
market, has been a topic of much debate recently.
Some have questioned the extent to which the recent
slowdown in house price growth is down to growing
uncertainty since the Referendum in June 2016.

The impact of Brexit on jobs, investment, migration,
economic growth and mortgage rates are unknown
although there are many scenarios with a wide range of
potential outcomes.

The worst-case scenario reported recently from the
Bank of England is driven by an increase in interest
rates and mortgage rates - the housing market is
becoming increasingly sensitive to higher mortgage
rates, especially in southern England where there has
been a direct impact on what buyers are prepared to
pay for housing. It will also have an impact on what
investors are prepared to pay for housing. An increase
in borrowing costs will mean they have to adjust the
yield they want from housing by paying less for a home
assuming no change in rent levels.

So far, Brexit has compounded the London slowdown
National data for housing sales and mortgage approvals
for home purchase have remained broadly flat since
2015. The slowdown in sales volumes and house price
inflation has been focused on south eastern England,
and primarily London.

In our view, the Referendum result was a compounding
factor for the slowdown in London house price growth
since 2015. The primary drivers were stretched
affordability, the impact of lending regulations (loan to
income thresholds and affordability testing) and
housing related tax changes e.g. stamp duty.
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Fig.3 — First time buyer - income to buy outright ¥
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Source: Hometrack calculations

W) 1ncome to buy is the gross income required to service a
30- year repayment mortgage or a maximum loan to income
(LTI) whichever is greater.

House prices rising faster than earnings in 16 cities
The reality is that house prices continue to rise faster
than earnings in 16 cities as buyers continue to bid up
the cost of housing on the back of low mortgage rates
and high levels of employment.

Higher prices impact affordability and spending power
Higher house prices, combined with drift upwards in
mortgage rates, means affordability pressures are likely
to continue to increase steadily in the next 12-24
months and act to moderate the rate of growth.

Mortgage regulations limit borrowing
Loan-to-income thresholds are already limiting the
extent to which borrowers can take on debt to boost
buying power, primarily in higher value cities. This is
one reason why house price growth in London is flat at
the headline level and falling in central areas.

First-time buyer income to buy up 18% since 2015

To highlight how housing affordability is developing, we
have calculated the income required by a typical first-
time buyer to purchase an average priced property in
2015 and 2018 (Fig.3). While mortgage rates have
fallen since 2015, the income to buy has increased by
an average of 18% and by as much as 24% in Bristol.
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Income to buy outright range from £25k to £82k

The gross household income to buy an average home
outright ranges from £25,000 in Liverpool to £82,000 in
London. It is no surprise that prices are flat or falling in
the most unaffordable markets, where deposits are
also highest.

What is clear is that the rate of price growth is slowing
in cities beyond London where the income to buy is
also relatively high and increasing — for example in
cities along the south coast of England (Fig. 1).

Room for price growth in most affordable cities

While the income to buy has risen across all but the
most expensive cities, it remains at or around the
national average income across half of the cities. In our
view, these have further scope for price growth and are
some of the cities where prices are currently rising
fastest.
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Table 2 - City level summary, August 2018

City Current %yoy  Pricerel.

price Aug-18 to 2007
Liverpool £120,100 7.5% -4%
Glasgow £124,400 7.2% 0%
Nottingham £153,400 6.9% 20%
Manchester £168,300 6.8% 18%
Leicester £174,100 6.7% 23%
Birmingham £163,100 6.6% 19%
Edinburgh £231,000 5.7% 9%
Leeds £166,100 5.4% 10%
Cardiff £206,700 5.2% 17%
Belfast £131,500 4.8% -41%
Sheffield £137,100 4.5% 8%
Oxford £423,400 4.4% 49%
Newcastle £129,700 3.3% -2%
Bristol £282,500 3.2% 42%
Bournemouth  £287,900 3.1% 25%
Portsmouth £238,500 2.7% 29%
Southampton  £228,400 2.3% 25%
Cambridge £431,600 -0.1% 55%
London £485,300 -0.3% 57%
Aberdeen £164,800 -3.7% -4%
20 cityindex  £254,400 3.9% 33%
UK £217,300 3.6% 20%

Source: Hometrack UK Cities Index

Hometrack is part of ZPG Limited, owner of some of the UK’s most trusted digital platforms including Zoopla, uSwitch, PrimeLocation
and Property Software Group. Hometrack provides residential property market insights, analytics, valuations and data services to over
400 partners including mortgage lenders, new home developers, investors, housing associations and local authorities. For more
information about the business, our services and further insight visit www.hometrack.com.
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