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+6.5%

Current UK house
price growth (YoY)

“It’s going to be a
slow start to 2023 but
we expect demand to
pick up in the coming
months as the
economic outlook
becomes clearer and
mortgage rates settle
around 4% to 4.5%”

Richard Donnell
Executive Director - Research
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1and 2 bed
flats in January 2023
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Homebuyer demand
above 2019 levels

Executive summary

* House price growth ground to a standstill in Q4 2022, dragging the
annual rate of house price inflation lower to +6.5%

* Most regions registered small price falls in Q4 2022

* Demand has rebounded to pre-pandemic levels, in line with 2018 and
10% higher than in 2019

* It’s going to be a slow start to Q1. Early buyers are focusing on flats
with a shift away from houses in response to higher borrowing costs
and the hit to buying power

* We expect demand to improve further in the coming months as
mortgage rates continue to fall and would-be movers realise that
large price falls are unlikely to materialise

2023 housing market activity in line with pre-pandemic years
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Buyer demand in
January 2023 compared
to the 5 year average

Momentum in price inflation falls away quickly

House price growth stalled in Q4 2022 in response to the 50% drop in
buyer demand in the final months of 2022. This will feed into a rapid
slowdown in the annual rate of price growth in coming months. At the
end of 2022, UK house price inflation had slowed to 6.5% from 8.3% at
the end of 2021 - a trend matched across all regions except London.

Most areas recorded small price falls in Q4 2022 as buyers
negotiated harder on price. Moreover, the discounts to asking prices
to achieve a sale widened quickly at the end of 2022. But this gap
between asking and achieved prices is now holding at 3% to 4% and
there is no sign of this worsening at this stage.

This is important because if this gap widens, sellers will feel under
increasing pressure to reduce asking prices putting further downward
pressure on headline prices. Additional modest price reductions are
likely over Q12023 as sellers continue to adjust asking prices in line
with what buyers are prepared to pay.

House price growth stalls at the end of 2022
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Source: Zoopla House Price Index

Demand rebounds in line with pre-pandemic years

Demand for homes has rebounded in the first few weeks of 2023 but
remains well below the levels of January 2020-2022. Current buyer
interest is in line with the pre-pandemic years and 10% ahead of 2019.

This is not surprising. The last 3 years have been exceptional with the
pandemic reshaping how households think about housing, driving
more moves. Higher mortgage rates and living costs as well as weak
consumer confidence have brought activity levels back to normal.

On a regional basis, demand and sales agreed are holding up in the
North East, Scotland and Wales where home values are below the
national average. Market conditions remain weaker in the South East,
South West and the East Midlands, where prices are higher or have
grown rapidly over the last 2 years, exacerbating affordability
pressures.
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Average number of
homes for sale per
estate agency branch

Start of 2023 a slow burn

The start to 2023 will be more of a slow burn than in recent years. A
portion of households hoping to move in the coming year will be
waiting to see whether house prices start to fall more quickly in Q1, as
well as how much further mortgage rates are likely to fall back.
Mortgage rates for new business are now generally below 5% and
look set to remain in the 4 to 5% range in 2023. This is a much better
prospect than the 6% to 6.5% levels at the end of last year but buyers
will remain cautious in the next few weeks.

As the outlook becomes clearer after Easter, we believe that demand
is likely to pick up further. How much depends on the economic
outlook and the strength of the labour market as well as the trajectory
of consumer price inflation and what this means for interest rates.

Buyer demand tracks 2018
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Source: Zoopla Research Rolling 7 day average, residential estate agency only. Data to 23 January 2023

More supply boosts choice and reduces pressure on prices

The other notable change in recent months has been a continued
growth in the number of homes for sale. A scarcity of supply has been
a key feature of the market in 2022, adding to the upward pressure on
home values. This is now reversing, although the number of homes for
sale remains 6% below the 5-year average. There is now an average of
23 homes for sale per estate agent, up from a low of just 14 homes in
early 2022.

More supply boosts choice for would-be buyers and will also act to
reduce the upward pressure on home prices. A key risk for sales
volumes in the year ahead is unrealistic seller expectations. Anyone
serious about selling in 2023 needs to make sure their home is
competitively priced and in line with what buyers are prepared to
spend in the local market. The majority of homeowners have made
sizeable gains in their home value over the pandemic, meaning there is
more room for realism on pricing.
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Price differential
between a 3-bed house
and 2-bed flat
(UK excl. London)

Early 2023 buyers shifting preferences towards flats

One clear trend from the first few weeks of 2023 is that buyers are
becoming more value-conscious in response to the hit to buying power
from higher mortgage rates. We have seen a clear shift in demand
towards flats with a decline in buyers looking for 3-bed houses.

Our data reveals that 27% of new buyers are looking for 1- and 2-bed
flats, up from 22% a year ago. In contrast, demand for 3-bed houses
has fallen 5 percentage points to 39%, although they are still the most
in demand homes across the UK. This is a trend we are seeing across
all areas of the UK in the first few weeks of the year. In London, 1- and
2-bed flats account for 49% of demand, up from 42% a year ago.
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This is all part of the shift back towards cities and better value-for-
money homes in accessible and more affordable suburbs we reported
last month. It also reflects the fact that a proportion of existing
homeowners may be holding back until the outlook becomes clearer.
We expect to see continued demand from first-time buyers looking to
secure their first home and escape the rapid growth in rents.

The differential in pricing between flats and houses is stark in many
areas, supporting this shift in demand as the early year buyers look for
better value for money. Outside London, the average 2-bed flat is
listed for sale on Zoopla at £196,000, which is almost £100,000
cheaper than an average 3-bed home (£293,000). 1-bed flats are
£150,000 cheaper.

Demand for flats grows in markets adjacent to big cities

Some of the biggest increases in demand for flats have been seen in
towns adjacent to London such as Slough, Watford, Chelmsford,
Guildford and Dartford where the relative price differential is
attractive for those who work locally or in London and are able to
work more flexibly. The same is true in other regional cities but to a
lesser degree such as Huddersfield, Stockport and Wakefield.




200PLA

January 2023 | UK House Price Index | Page 5

£10.5trn

Value of all 30m
homes in the UK
at the end of 2022

Outlook

It's early days to get a clear read on the market outlook for 2023. The
economic outlook has improved slightly in recent weeks but the
squeeze on household disposable incomes is very real with a direct
impact on sales activity.

That said, the pressure on incomes combined with the costs of running
homes is likely to drive a certain amount of movement in the market in
2023. Sizeable amounts of embedded equity in many millions of
homes may also encourage more movement and downtrading to
release equity and cut the energy bills, supporting home moves in
2028.

Our latest Value of Housing report found that the total value of homes
in the UK is over £10.5 trillion. With circa £1.6 trillion of mortgage value,
there is almost £8 trillion in housing equity in the UK.

In the short term we expect further, low single-digit price falls in H1
2023 but the housing market is in better shape to deal with the
headwinds than in previous economic cycles.
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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.

December Index 2022
(Published January 2022)

Source: Zoopla House Price Index

Annual % change
in house price

Region/City

Scotland 51% ~

¢

57% ™

%

Northern Ireland

North West

Wales 8.5% N

South West 1.3%

"

79% N
West Midlands 78% ™ 9 9

00 ©

Annual % change

City in house price

1. Nottingham 91% N

2. Manchester 81% N

3. Birmingham 81% N

4. Leicester 81% N

5. Liverpool 176% ™

6. Cardiff 7.3% N

7. Leeds 73% N

8. Portsmouth 73% N

9. Sheffield 12% ™

10. Bristol 6.6% N

1. Southampton 6.5% N

9 12. Bournemouth 6.2% N
13. Newcastle 5.9% N

14. Belfast 50% N

15. Cambridge 4.6% N

16. Glasgow 3.8% ™

17. Edinburgh 3.5% N

18. Oxford 3.3% N

19. Aberdeen -0.4% v

@ United Kingdom 6.5% N

North East 61% ~

T4% N

9 Yorkshire and Humber
o East Midlands  8.0% ~

57% ~

9 East of England

London 3.4% N

o

South East 5.8% N
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Zoopla House Price
Index, city summary,
December 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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20 city index £296,600  5.5% 6.4% =
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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.

Richard Donnell Izabella Lubowiecka

Executive Director - Research Property Researcher

richard.donnell@zoopla.co.uk

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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