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Executive summary

* Housing market returns to growth in 2024, supported by rising
incomes and lower mortgage rates

* Allregions and countries recording positive year-on-year growth,
with the UK average at +1.5%, up from -1.2% a year ago

* Housing market has now largely adjusted to higher borrowing costs

* UK house prices are projected to rise by 2.5% in 2025, with a 5%
increase in the volume of housing transactions, predicted at 1.15m

*  More buyers will pay higher stamp duty in England and Northern
Ireland, which will act as a drag on price inflation

“The housing market
has returned to growth
in 2024 thanks to
rising incomes and
lower mortgage rates.
We expect house
prices torise by 2.5%
over 2025 with 5%
more sales compared
to 2024. The best 15%
market conditions will

be seen in regional 10%
markets where

affordability is less of 5%
a barrier to moving. “

Mortgage rates are unlikely to change over 2025 but we expect
lenders to innovate affordability assessments, supporting demand

Sales market activity records strong end to the year
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The outlook for the sales market in 2025

The housing market has returned to growth in 2024, with more sales
+ 2 5 O/ and higher house prices compared to 2023. The sales market has
° performed better than we expected a year ago, thanks to faster
House price inflation growth in household incomes and lower mortgage rates.
over 2025

This report focuses on the prospects for the sales market over 2025
and the factors shaping the outlook. We expect house prices and
sales volumes to edge higher over 2025 despite uncertainty of the
impact of the Budget and whether mortgage rates will fall in 2025.

Lower mortgage rates support a return to price growth

Sellers (and buyers) returned to the market over 2024, building a
healthy stock of homes for sale, which has supported sales
volumes. The number of new sales being agreed is ending the year
strongly, as serious buyers look to lock in sales in order to beat the
return of higher stamp duty rates from April 2025. Sales agreed are
19% higher than this time last year’, with buyer demand 25% higher.

More sales and greater buyer confidence have fed into higher
house price inflation which stands at 1.5% in the year to October
2024, compared to prices falling by 1.2% a year ago.

House price inflation has now turned positive across all regions and
countries of the UK, with the fastest price gains registered in
Northern Ireland (6.3%) and the North West region (2.9%). Price
inflation remains below 1% across southern England, where
affordability pressures remain a drag on house price growth.

This north-south divide is evident at a local level, with the fastest
price rises registered in the Oldham (OL, 3.7%), Wigan (WN, 3.9%),
and Belfast (BT, 6.5%) postal areas. In contrast, modest price falls
are still being recorded in pockets of southern England led by
lpswich (IP, -1.1%), Truro (TR, -1.2%) and Dartford (DT, -1.2%).

Annual house price inflation turns positive across all areas
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Stronger income growth repairs housing affordability

Last year we stated rising incomes would need to do the hard work

resetting housing affordability in the face of higher borrowing costs.
+1 5 O/O However, in 2024, income growth has been stronger than expected.
The Llatest Office for Budget Responsibility (OBR) data shows
Growth in household household disposable incomes increasing by 15% between 2022 Q2

incomes over last 2

] and 2024 Q22 House prices grew by just 1.5% over the same period,
years (nominal terms)

a trend that has helped to repair housing affordability without the
need for additional house price falls. Incomes are forecasted to
grow more modestly after 2025, according to the OBR forecasts.

Return to real income growth helps repair housing affordability
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Data on home buyers using a mortgages shows the average
household income of first-time buyers and existing owners has risen
by between 9% and 12% over the last 2 years. In contrast, the
purchase price and size of the mortgage have declined over the
same period for existing owners as they adjust to higher borrowing
costs. This trend is most notable in southern England, where higher
mortgage rates have hit demand the hardest. In contrast, first-time
buyers have made fewer compromises on the price of property they
are seeking to buy while taking slightly larger loans.

Incomes of home buyers rise as purchase price falls
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Over-valuation of UK
house prices in 2023

4 Average mortgage rate for a new, 75%
loan-to-value 5-year fixed-rate loan (Bank
of England Bankstats)

5 The Zoopla’ UK house price over/under
valuation model compares actual house
prices to a modelled ‘affordable house
price’, which are based on incomes and
mortgage rates. Using a long-run ONS series
for the average household disposable
income for all households in all tenures, we
assume a fixed proportion of income (25%) is
spent on mortgage repayments over time.
Using the prevailing mortgage rate over
time, we estimate the amount of mortgage
that is affordable at the average mortgage
term for home purchases. The average LTV is
used to estimate the affordable house price
for the average UK household. This figure is
compared to the actual price of homes to
get a measure of over/undervaluation.

Mortgage rates to hold steady at current Levels

Mortgage rates for home buyers have fallen by 1% in the last year to a
current average of 4.1%* While mortgage rates have drifted higher in
the wake of the Autumn Budget, we expect borrowing costs to remain
at around 4.25% for a 75% loan-to-value 5-year fixed-rate loan.

In addition to the mortgage rate paid by a home buyer, lenders will
also test new borrowers to see if they can afford a ‘stressed’ rate,
which is currently closer to an average of ¢.8%. This has been a major
affordability hurdle for home buyers as borrowing costs have risen.

We expect lenders to innovate around how they assess affordability
for those taking fixed-rate mortgages of 5+ years, which will support
buying power and levels of market activity over 2025 and into 2026
without any further reduction in headline borrowing costs.

Zoopla's measure of UK house price under/overvaluation
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’ Projection based on move to 4.25% mortgage rate and 2.5% price rise in 2025

Housing affordability improves over 2024

In addition to the economic outlook for jobs, incomes and borrowing
costs, another key factor influencing the outlook for the sales market
is whether current house prices appear cheap or expensive. The
cheaper prices appear, the more likely they are to rise. Conversely, if
homes appear too expensive, house prices are less likely to rise.

Zoopla has a model that tracks whether homes are under or over-
valued® In 2007, at the time of the global financial crisis, house prices
were over 40% over-valued and house prices fell sharply over 2008/9.

The jump in mortgage rates over 2022/23 led to UK homes being 16%
‘over-valued’ on the same measure. Strong income growth and lower
mortgage rates have repaired this over-valuation over 2024 without
the need for prices to fall (lLast year we expected a 2% fall over 2024).

Looking forward, we expect UK house prices to remain undervalued
over 2025. This assumes an average mortgage rate of 4.25%, house
prices rising by 2.5% and income growth of 4.6%. In the 3 years to the
end of 2027, we expect house prices to grow by 7.5% in total.
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Proportion of sales that

will pay stamp duty in

England and N Ireland
from April 2025

6 London, South East, South West and
Eastern regions

Affordability a drag on price growth in southern England

Running the affordability model at a region and country level shows
house prices are currently fairly valued in the Midlands, Northern
England, Scotland and Wales. This explains why price gains are
currently running at an above-average rate in these areas.

In contrast, house prices in southern regions® appear over-valued by
30% or more, based on the average income for all household types. In
reality, the incomes of mortgaged home buyers in the South are ¢.50%
higher than average UK incomes. Running the analysis with the higher
incomes of home buyers reveals a more modest over-valuation.

The challenge here is that the higher the income that is required to
buy, the more households are priced out of the market. This limits the
pool of demand for homes, and explains why house price inflation has
experienced a slower recovery in southern England over the last year.

We expect house price growth in southern England to under-perform
the UK average over 2025 and into 2026. Incomes need to grow faster
than prices to improve affordability further in southern regions.

Many sales hit by higher stamp duty costs from April 2025
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Source: Zoopla Research Analysis of buyer enquiries by price band, Engand & Northern Ireland only

Stamp duty - an extra drag on house price inflation

Stamp duty is another factor likely to impact price growth over 2025.
Many home buyers will pay higher stamp duty land tax (SDLT) from
April 2025 in England and Northern Ireland, as the 2% band for owner
movers returns and relief for first-time buyers (FTB) is scaled back.

Using buyer demand data, we estimate that half of existing owner
movers pay SDLT today. It’s due to rise to over four-fifths (83%) from
next April — with nearly all movers paying £2,500 more. The proportion
of FTBs having to pay stamp duty from next April will double to 40%.

Buyers faced with higher purchase costs will want this reflected in the
purchase price. This will act as a drag on house price growth over
2025, especially in the lower to mid-market price range (£125,000 to
£250,000), where SDLT will represent 1% of the purchase price.
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+5,

Growth in housing
sales over 2025

1.15m housing sales in 2025

The sales market is on track for 1.1m sales completions over 2024 - 10%
higher than 2023. The pipeline of sales is also 30% larger than this
time last year. This pipeline will support sales completions and deliver
a boost in H12025. The key question is whether the current momentum
in sales will continue over 2025. We believe it will, supported by rising
incomes and changes in the way lenders assess affordability.

We expect further growth in sales over 2025 to 1.15 million, 5% higher
than in 2024. First-time buyers will remain the largest buyer group,
supporting housing chains and the ability of existing owners to move.

There is a wide range of motivations for people to sell and move
home, which have become more rooted in needs-driven motives than
aspirations. An ageing population, rising running costs and changing
working patterns will continue to impact moving decisions, in addition
to the desire to seek a better home or location.

UK housing transactions on track for 1.1 million in 2024
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Summary

The housing market has been very resilient in the face of higher
borrowing costs over the last 2 years. Higher income growth and 4%
mortgage rates have done much to repair headline affordability.

We expect house prices to rise by 2.5% over 2025, with sales agreed
ending 5% higher at 1.15m sales. House price inflation in southern
England will continue to lag behind the UK average. Incomes need to
continue to rise faster than prices to help reset affordability and price
more households into the market.

First-time buyers will remain an important buyer group, but existing
homeowners looking to move need more support to help them realise
their ambitions, with more and more having to look further afield to
find better value for money.
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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.

October 2024 Index
(Published November 2024) Annual % change

Sy in house price
Source: Zoopla House Price Index
1 Belfast 6.3%
Region/City an::fslfpf;inge 2 Manchester 31%
3 Glasgow 2.8%
4 Liverpool 2.6%
5 Leeds 2.2%
6 Newcastle 2.2%
7 Birmingham 21%
8 Sheffield 2.0%
9 Cardiff 1.8%
10 Nottingham 1.8%
9 11 Bristol 1.3%
Scotland 2.3% N 12 Oxford 1.2%
13 Southampton 1.0%
14 Cambridge 1.0%
15 Leicester 1.0%
9 @ 16 Edinburgh 0.9%
17 Bournemouth 0.8%
18 Portsmouth 0.1%
Northernireland | 6.3% A 9 19 Aberdeen -0.6%
9 North East 2.6% A United Kingdom 1.5%

North West 2.9% N\
% Yorkshire and Humber 21% N\

East Midlands 1.3% A\
West Midlands 21% N\ v 9
9 East of England 0.3% A\

Wales 21% N\ 9 v 9
London 11% /N

South West 0.4% A South East 0.3% N\
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Zoopla House Price
Index, city summary,
October 2024

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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Average % YoY % YoY Monthly Annual

price Oct-24 Oct-23  trend trend
United Kingdom £267,200 1.5% -1.2% e
20 City Composite £307,400 1.5% -0.9% P ———
Belfast £180,300 6.3% 1.5% _-. _.-
Manchester £229,500 3.1% -0.1% el o
Glasgow £153,000 2.8% 1.9% R e S
Liverpool £160,400 2.6% 0.5% e
Leeds £212,700 2.2% 0.0% I SEe——
Newcastle £157,300 2.2% 11% e
Birmingham £211,500 21% -0.1% ]
Sheffield £174,300 2.0% 0.6% — e e e
Nottingham £204,500 1.8% -0.4% =
Cardiff £254,800 1.8% -0.6% S —————— ]
Bristol £341,400 1.3% -1.2% - il am
Oxford £450,500 1.2% -1.6%  m ——— —_—
London £534,000 11% -21% —_——a. —
Leicester £228,100 1.0% -2.1% — = e ——
Southampton £257,800 1.0% -1.8% — e ———
Cambridge £470,200 1.0% -2.0% _, e — -
Edinburgh £274,900 0.9% 1.4% B
Bournemouth £327,900 0.8% -3.4% —_— —
Portsmouth £278,400 0.1% -22% = T —
Aberdeen £136,500 -0.6% -2.8% e =  ————

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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