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Home economics:
Charting the course of the UK housing market

Introduction

The housing market is a national obsession in the UK, perhaps not surprisingly, since it accounts for
such a large proportion of total household wealth. With that obsession comes a lot of media, political
and financial market attention, but possibly surprisingly, debates about the housing market are often
ill-informed and typically lack any focus on data and facts.
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Over the last forty years, many macroeconomic factors and policy decisions have impacted the UK
housing market. Some are obvious and include interest rates, fiscal policy measures and planning
policy, but others are less obvious but equally important and include wage growth, mortgage
regulation and housing supply (the rate of new build).

What is clear from this forty-year history is that different variables have exerted a dominant influence
over the housing market and the direction of prices at different times. So, focusing on one historic
variable as the apex predictor of future moves in the market and house prices will inevitably be a
mistake. House prices move in different directions for different reasons, and the magnitude of those
moves is often influenced by a more complex combination of variables than is widely assumed.

Right now in the UK, after a very prolonged period of rising interest rates from extremely low to relatively
elevated levels, media and consensus opinion about house prices has been, and still is, consistently
very negative. The reality is that the UK housing market has been pretty stable through this period of
rising interest rates, experiencing only modest reductions in price and transactions and an
approximately one-third reduction in new mortgage lending. We think this speaks to robust underlying
support for the market and an immediate future likely to be characterised by lower interest rates,
cheaper mortgages, lending growth, growing transaction volumes, higher new build rates and
modestly rising prices.

Number of housing transactions
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Real average house price
Source: Lazarus Economics, Land Registry
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Recent history

The 1980s was an interesting decade for the UK housing market. Significant financial deregulation
alongside big political changes (the "Right to Buy") resulted in a huge increase in owner-occupation
in the housing market, which grew from 56.5% at the start of the decade to 66.3% in 1989, an
increase of 2.75 million home-owners. There was a coincident and significant fall in private and
social renting. This growing trend in home ownership continued throughout the 90s and peaked at
71% of the housing market in 2003.

After the early to mid-90s housing recession, prompted by higher interest rates and relatively high
levels of consumer borrowing, the UK housing market embarked on a sustained rally from 1998
through to 2007/8, when the financial crisis prompted another significant setback in activity and
prices. The growth in house prices between 1998 and 2007 at 10% per annum had closely tracked
the annual growth in mortgage lending over those ten years.

After the disruption of the financial crisis and the abrupt tightening in credit conditions that came
with it (constraints on mortgage lending), housing transactions fell to below one million per annum,
having peaked at 2.5 million per annum in 1988 and remained at this low level until 2013. Interestingly,
house prices rose on average by 3.5-4% pa between 2010 and 2019, but on this occasion, the rally
was not prompted by abundant mortgage availability but by lower borrowing costs. During this
period, wage growth averaged 2% pa, and consequently, the house price-earnings ratio rose from an
average of 4.5x between 1998 and 2007 to an average of 5.25x between 2010 and 2019. Having
averaged close to 7% between 1998 and 2007, the interest rate on a 90% LTV mortgage fell from an
average of 45% of post-tax earnings over this period to 35-40% between 2010 and 2019.

First-time buyers mortgage payments
Source: Lazarus Economics
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After 2019, as a result of the pandemic and the further significant cuts in interest rates it prompted
and stamp duty cuts, house prices continued to rise, and transactions, which had fallen significantly
as a result of the COVID restrictions, bounced back rapidly to close to 1.5 million per annum. To put
this into context, this was 25% above pre-pandemic levels and the highest since 2007. Between
February 2020 and November 2022, house prices rose by more than 25%, taking the average nationwide
house price to £292,000, with the first-time buyer house price-earnings ratio climbing to 6x.

More recently, the prolonged tightening in monetary policy, which has now ended, has resulted in
falls in affordability, lower transactions, and a modest price setback. So, first-time buyer mortgage
payments have risen to nearly 50% of post-tax earnings, transactions have fallen to about 85,000 per
month (average over the last three months to September 2023), and real house prices have fallen by
about 6% since the peak in November 2022.
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First-time buyers house price/earnings ratio
Source: Lazarus Economics
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What next?

In common with most developed economies, as the unwinding of the energy price shock that
followed the outbreak of war in Ukraine and post-COVID supply disruptions wash through the official
statistics, we can expect further significant inflation falls. Indeed, we expect inflation to continue to fall
throughout the remainder of 2023 and 2024 and to bottom out at about 2-3% at the end of next year.

Policy interest rates have peaked, and market rates have started to fall significantly. This is already
impacting the fixed-rate mortgage market and will likely continue to do so for the foreseeable future.
Consequently, we expect to see a sustained and significant improvement in housing affordability due
to falling rates and robust growth in real and nominal wages. Cheaper mortgages and rising wages
will prompt more mortgage approvals, higher transactions, and, with a lag, growth in new
housebuilding activity. We expect average pricing to stabilise and to see modest growth in the
second half of 2024 and into 2025, in line with anticipated wage growth. In addition, we also expect
to see fiscal policy initiatives directed at stimulating home ownership, given that both leading
political parties in England see housing as a policy priority ahead of the next general election, which
we expect to take place in Q4 2024.

Private sector rents (PRS)

Some recent history

Average private sector rents

Source: Lazarus Economics, ONS
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As the chart above shows, ahead of the 2007/8 peak in the housing market, average private sector
rents were around £800 per month, broadly equivalent to a quarter of full-time average earnings.
Average monthly mortgage payments at this time were approximately £600 per month. With the
national average house price at the time of £190,000, private sector rental yields were around 5.25%,
with the average interest rate on mortgage loans at about 6%.

Over the ten years from 2010 through to 2019, average private sector rents increased by about 2%
per year, in line with the increase in average earnings over this period, but lagging behind annual
average house price inflation of 3.5-4% pa. As the next chart shows, over this period, as rental
growth lagged house price growth, rental yields compressed (fell) but still remained well above
mortgage interest rates.
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Gross rental yield M Gross rental yield
Mortgage interest rate new loans
Source: Lazarus Economics, ONS

%

AN
6 \\/ ~ \’\.\_WV\

1 2006 2008 2010 2012 2014 2016 2018 2020 2022 2024

More recently, as rental growth lagged well behind house prices during the COVID period, yields
compressed further and fell to a low of about 4.5% in 2022. However, following the inflation spike
that followed the outbreak of war in Ukraine and the subsequent significant monetary policy
tightening that followed, house prices have fallen in real terms, and rents have increased significantly,
pushing rental yields back up to just under 5%. In the very immediate future, we expect rents to grow
ahead of house prices, pushing yields up again over the next six months to slightly above 5%.

In terms of consumer preferences for renting relative to ownership in the housing market, many factors
play a part. No one variable generally predicts how these preferences play out. For example, between
2003 and 2017, private renting increased from 10.8% of the housing stock to 20.3%, despite mortgage
rates being consistently well below rental yields throughout most of this period. Access to mortgage
finance and the requirement for larger deposits (90% LTV mortgages were tough to get after the
financial crisis) were the key factors that drove consumers into the rental market during this time.

The future

Now, with rental yields and mortgage rates on new loans broadly similar and with access to mortgage
finance beginning to improve, we would expect to see the percentage of home ownership to rise
slightly and the proportion of private renting to decrease somewhat in the immediate future,
reflecting in part, better affordability following strong wage growth, both nominal and now real.

First-time buyers mortgage payments
Source: Lazarus Economics
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Within the PRS sector, though, we expect small-scale private landlords to continue to exit the sector
and institutional interest in this asset class to grow rapidly. Reflecting this trend, Vistry, one of the
UK's largest new house builders, this week announced a very significant £820mn deal with two
Blackstone-backed funds (Leaf Living and Sage Homes) to deliver a total of 2,900 homes into the
PRS and affordable homes for rent and shared ownership sectors. This is one of the largest deals of
this type yet announced, and we expect many more along these lines in the months and years ahead.
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Accessing this PRS opportunity

Curated is working with Edenstone Group, a UK, mid-sized, innovative and very entrepreneurial
housebuilding business, to find an appropriate and aligned PRS capital provider to partner with the
Group to build a significant (up to £250mn) portfolio of exclusively net-zero surburban housing. The
aim is to start the joint venture in mid 2024 with Edenstone providing the completed homes
alongside the property and tenant management services. The expectation is that the project will
deliver up to 750 homes per year over a five year period.

The proposed structure for this joint venture entails Edenstone delivering the net-zero homes at a
discount to open market value alongside the property and tenant management services with the
financial partner providing the requisite capital over the five year life of the venture. The anticipated
returns to the JV include the rental yield and rental growth alongside modest house price inflation,
and are forecast to deliver between 10-12% per annum over the initial five year life of the vehicle.

Edenstone has an established and successful PRS relationship with Eden Living, which is owned
and financed by funds managed by Warwick Capital. Edenstone has delivered 199 homes into this
PRS joint venture with a value of approximately £60mn alongside the provision of back-office support
through a services agreement. This JV has provided Edenstone with the necessary knowledge and
experience crucial for success in the PRS space, something that will prove invaluable in the JV
Edenstone is now looking to put together with an aligned capital provider.

Curated believes this is a rare opportunity for an investor able to deploy significant scaled capital
into an attractive, low risk but high return, hard to access and differentiated asset class with a proven
operator. Edenstone not only has an established track record in the PRS sector but also leads its
industry in terms of net zero housing, having built its first zero carbon home in 2019.

Find out more about the Edenstone PRS opportunity
Curated is representing Edenstone in its current funding
round. To find out more about the business, how to invest
or to meet with the management team, visit the company
profile page.



https://www.curatedim.com/opportunities/recBlQMZUrjmCmL2Z/
https://www.curatedim.com/opportunities/recBlQMZUrjmCmL2Z/
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Important information

All information used in the publication of this report has been compiled from sources that are
believed to be reliable. However, no guarantee, warranty or representation, express or implied, can
be given by Curated Capital as to the accuracy, adequacy or completeness of the information
contained in this research, and they are not responsible for any errors or omissions or results
obtained from use of such information. Neither Curated Capital, nor any affiliates, officers, directors
or employees accept any liability or responsibility in respect of the information, which is subject to
change without notice and may only be correct at the stated date of their issue. In no event will
Curated Capital, its affiliates or any such parties be liable to you for any direct, special, indirect,
consequential, incidental damages or any other damages of any kind even if Curated Capital has
been advised of the possibility thereof.

This research has been prepared purely for information purposes, and nothing in this report should
be construed as an offer, or the solicitation of an offer, to buy or sell any security, product, service or
investment. The research reflects the objective views of Curated Capital and does not constitute
investment advice. This document cannot be considered as the financial promotion, should you
require more details please contact hello@curatedim.com.

Except where otherwise indicated herein, the information provided herein is based on matters as
they exist as of the date of preparation and not as of any future date and will not be updated or
otherwise revised to reflect information that subsequently becomes available, or circumstances
existing or changes occurring after the date hereof.

The information provided in this document is not intended for distribution to, or use by, any person
or entity in any jurisdiction or country where such distribution or use would be contrary to law or
regulation or which would subject Curated Capital or its affiliates to any registration requirement
within such jurisdiction or country.

Some or all alternative investments may not be suitable for certain investors. Investments in small
and mid-cap corporations and foreign entities are speculative and involve a high degree of risk. An
investor could lose all or a substantial amount of his or her investment. Investments may be
leveraged and performance may be volatile; they may have high fees and expenses that reduce
returns. Securities or legal entities mentioned in this document may not be suitable or appropriate
for all investors. Where this document refers to a particular tax treatment, the tax treatment will
depend on each investor’s particular circumstances and may be subject to future change. Each
investor's particular needs, investment objectives and financial situation were not taken into account
in the preparation of this document and the material contained herein. Each investor must make his
or her own independent decisions and obtain their own independent advice regarding any
information, projects, securities, tax treatment or financial instruments mentioned herein. The fact
that Curated Capital has made available through this document various information constitutes
neither a recommendation to enter into a particular transaction nor a representation that any
financial instrument is suitable or appropriate for you. Each investor should consider whether an
investment strategy of the purchase or sale of any product or security is appropriate for them in light
of their investment needs, objectives and financial circumstances.

Certain information contained in this presentation constitutes “forward-looking statements,” which
can be identified by the use of forward-looking terminology such as “may,” “will,” “should,” “expect,”
“anticipate,” “target,” “project,” “estimate,” “intend,” “continue” or “believe,” or the negatives thereof
or other variations thereon or comparable terminology. Due to various risks and uncertainties, actual
events or results or the actual performance of an investment may differ materially from those
reflected or contemplated in such forward-looking statements. Prospective investors in a transaction

should not rely on these forward-looking statements in deciding whether to invest in the transaction.

This communication is exempt from the prohibition in section 21 of the Financial Services and
Markets Act 2000 on the grounds that it is made only to (1) investment professionals within the
meaning of section 19 of the Financial Services and Markets Act 2000 (Financial Promotion) Order
2005 (the “FPQ"); (2) high net worth companies, unincorporated associations etc. within the meaning
of section 49 of the FPO; or (3) persons falling within another exemption in the FPO or to whom the
communication may otherwise lawfully be made (together, the “Permitted Persons”). Any person
who is in any doubt about the investment to which this communication relates should consult an
FCA authorised firm specialising in advising on unlisted securities. Investment in the Opportunity
will only be available to UK recipients if they are Permitted Persons and this promotion must not be
relied or acted upon by other persons. Expressions of interest resulting from this communication will
only be responded to if received from such persons.

Curated Capital
Curated Capital Ltd is authorised and regulated by the Financial Services Conduct Authority, ADGM.
Registered address Al Sila Tower, ADGM Market Square, Abu Dhabi, UAE.
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