SBE House Price Survey: A Hard Landing Predicted for the Housing Market 
Amid ongoing concerns about stretched valuations, tightening credit conditions and the prospects for future growth, the latest data suggest that the UK housing market is slowing sharply: 

· The HBOS house price index fell 6.4% in the year to May, the largest annual decline since 1992. With the sequential (3-m annl.) pace of decline running inn excess of 20%, annual growth is set to decline further in the months ahead. 
· Mortgage approvals fell to 58,000 in April, down 49% from the same period last year and the lowest reading since the series began.

The prices balance of the RICS survey, which leads official house price inflation by around three quarters, is also close to an all-time low. The newly agreed sales balance, which leads housing activity by around one quarter, is at a record low.

The SBE house price survey for the ITV’s Tonight programme
ITV’s Tonight programme commissioned the SBE to conduct a survey of its members’ views on future housing developments. The survey was conducted in May and the results suggest that business economists expect that the incipient housing slowdown will be deep and reasonably prolonged: 
1. More than half of respondents thought that nominal house prices would fall by 6%-10% this year, with the remainder of respondents split evenly on either side of this central forecast (Chart 1).
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2. In terms of the peak-to-trough decline, 56% of respondents thought house prices would fall by 11%-20% in total, but another 24% of respondents thought they would fall more than 20% (Chart 2).

[image: image2.emf]Chart 2: How far will UK house prices fall from 

the 2007 peak before they bottom?
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3. Most respondents (82%) thought that house prices would trough in either 2009 or 2010, with responses split reasonably evenly between these two years (Chart 3). 
[image: image3.emf]Chart 3: When will UK house prices bottom?
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4. There was a wide range of views as to when house prices would return to 2007 levels. The median expectation was 2012, but 29% felt it would be 2014 or later. 
Converting survey responses into a forecast for house price inflation 

It is possible to combine the responses to each of these questions into a ‘fan chart’ of forecast house price inflation.
 Chart 4 displays the median house price forecast, along with the upper and lower twenty-fifth percentiles. Compared with the last major house price decline, when prices fell by 8% cumulatively between 1989 and 1993, the median expectation is that the peak-to-trough decline this time round will be larger (11%-20%). However, with CPI inflation averaging 5½% between 1989 and 1993 (and likely to average somewhat less in the coming years), the expected real decline implied by this nominal forecast is likely to more comparable. 
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The median expectation of respondents is that it will take five years for house prices to return to 2007 levels. Although the length of the projected fall and the subsequent recovery may seem drawn out, it is significantly less than the duration of the last major housing downturn. In the 1990s it took eight years for nominal house prices to return to the level reached in 1989 and 11 years for real house prices to do the same.
  
Is it reasonable to expect the decline in house prices to be both deeper and shorter in duration than in the last significant housing downturn? One significant difference between today and the last housing crash is that interest rates and Sterling now have much greater flexibility to respond to the slowdown. Following the peak in house prices in 1989, it was three years before the housing-led recession ultimately drove Sterling out of the ERM and the adjustment began. In those three years, interest rates rose and Sterling appreciated. Since the start of the credit crisis last August, by contrast, official rates have fallen by 75bp (3M LIBOR have declined by less) and Sterling has fallen by 13% on a trade-weighted basis. Rather than being three years too late, this substantial easing in monetary conditions has coincided with the start of the housing decline. 
Perhaps there remains some room for optimism amid the gloom. 
Kevin Daly
� To do so, we have made some simplifying assumptions with regard to the distribution of responses. 


� Deflating the official DCLG house price series with CPI. 
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