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5 December 2013 Supplementary forecast information release: House price model The OBR is releasing the information below as a supplement to the December 2013 Economic and fiscal outlook. We explain our new approach to forecasting UK house prices, which are an important fiscal determinant and conditioning assumption for our economy forecast. The new method will be explained in greater detail in a forthcoming briefing note.



The UK housing market and house prices In the decade prior to 2008, the UK housing market was characterised by rapidly rising house prices, rapid turnover of the housing stock and housebuilding insufficient to keep up with the growing number of households. 1 The financial crisis and subsequent recession changed conditions dramatically. Prices, which fell almost 14 per cent from the end of 2008 to mid-2009, have returned to their previous peak, but transactions remain nearly 40 per cent below their mid-2007 level and construction of new homes is similarly depressed. Given this change, and the growing complexity of the policy environment, we have developed a simple model of demand for (owneroccupied) housing services. Together with our view of future housing supply, we use this model to inform our near-term forecast for house prices. 2



Demand for mortgage debt Our modelling approach begins with the simplifying assumption of a stable ratio between mortgage debt and the value of residential property secured against it (referred to as ‘housing leverage’ in Chart 1). Therefore, in the long run, we assume that mortgage debt accumulation is dictated by house price growth and the stock of (owner-occupied) residential property. A number of short-term factors also affect demand for mortgages, including income growth and mortgage interest rates. 3 Combining both long and short-run factors gives a demand function for housing finance, as in Chart 1.



1



ONS data suggest the dwelling stock per household was fairly stable in the ten years to 2008 but the amount of houses built was outpaced by household formation, the difference being met by conversions and change of use of existing structures. 2 The method used is informed by a range of academic papers, including: “A simple model of Housing and the Credit crunch”, G Meen, 2008; “Housing Supply Revisited”, Ball, Goody, Meen and Nygaard; and “Improving the functioning of the housing market in the UK”, André/OECD, 2011. 3 Change in mortgage demand = f(change in house prices, change in disposable income, change in mortgage rates, housing leverage).
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Chart 1: Supply of and demand for housing finance
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In the run-up to 2008, housing leverage was stable; mortgage debt grew at approximately the same rate as the value of the property it was secured against. In our model and the chart above, the supply of mortgage debt also broadly kept pace with demand. As house prices and the value of housing fell in 2008, housing leverage rose sharply, and fell back again as prices recovered. But households have been constrained by tighter lending standards and elevated uncertainty. In spite of a substantial fall in mortgage interest rates, continued growth in disposable incomes (although lower than expected) and rising house prices, households took on less debt than might have been expected –supply fell short of demand.



The household discount rate for housing services The gap between demand and supply growth in Chart 1 implies a measure of credit rationing. We combine this with other costs of housing finance to estimate the discount rate used by households to value their current demand for housing services, where: Discount rate = f(adjusted debt cost, expected capital gains, credit rationing)



Chart 2: Households’ housing discount rate 15
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The adjusted debt cost is the effective interest rate on all mortgages adjusted for taxes, depreciation and maintenance costs. This has been relatively stable over time, barring a big fall in 2008, when Bank Rate was cut sharply. The discount rate is driven much more by changes in expected capital gains – here represented by the previous year’s house price growth. This relies on an uncertain approximation of how households measure the return on housing assets and its stability over time, but the central concept is clear: the faster house prices are rising, the greater the return on housing assets and the lower the discount rate. This was the main influence behind a fall in demand for housing services in 2008-09, and would become an increasingly positive factor if house prices accelerate.



Housing supply Conditions for builders are improving, with better access to finance and stronger demand. But recent rates of housing starts have been very weak and, given the characteristically slow response of supply to rising house prices in the UK, we expect only a weak supply response in the near term. We assume housing stock growth consistent with our dwellings fixed investment forecast, and a further small fall in the owner-occupation rate, continuing the recent trend. But given DCLG projections for household formation, at roughly 1 per cent a year, this means that housing supply per household is still falling throughout the forecast period.



House prices Combining the discount rate, our view of housing supply and proxies for imputed rent, we estimate a model for real house prices 4 (in log form) where:



4



ONS house prices adjusted for changes in the consumption deflator.



Real house price (1) = f((2) real disposable income 5 per household, (3) housing stock per household, (4) wage share in disposable income, (5) housing discount rate) This produces a long-run relationship describing the path of real house prices, with the solution: (1) = 2.66*(2) – 1.03*(3) + 2.76*(4) – 0.05*(5) The coefficient on the long-term vector in this model is quite small and the speed of adjustment quite slow: for a given movement away from the equilibrium price 6 and no further shocks, half the gap is recovered in 5 to 6 quarters. However, in our model, the long-run path of house prices is ultimately determined by these four factors. Chart 3 shows equilibrium and actual prices over the past 30 years and in the forecast period:



Chart 3: Real house price level, rolling 4-quarter average 200 180 160



2002=100



140 120 100 80 60 40 20 0 1981



1985



1989



1993



1997 Actual



2001



2005



2009



2013



2017



Equilibrium



Source: OBR, ONS



When the ‘equilibrium’ line rises above ‘actual’, the underlying determinants of the model imply future price rises. In the 1990s, house prices were particularly driven by strong real income growth; in the forecast period, the discount rate (given low mortgage rates and growing expectation of future capital gains) will be most important. The weakness of housing supply will also contribute positively to house price growth in the short term. Given the great uncertainty over supply response beyond the next two years, our forecast reverts to a neutral long-run assumption of house price growth in line with average earnings thereafter.



Credit rationing and the impact of Help to Buy on house prices As shown in Chart 1, a degree of credit rationing emerged in 2008 and has persisted ever since. This is consistent with the observed tightening in lending 5 6



ONS disposable income adjusted for changes in the consumption deflator. The level of house prices consistent with the fundamental drivers of the model (see Chart 3).



standards, fall in transactions and fall in numbers of first-time buyers. This was the context for our March 2013 forecast, in which we expected a gradual pick up in the housing market and relatively weak price and credit growth. In October 2013, the Government launched the mortgage guarantee element of Help to Buy, three months ahead of schedule. This, together with Help to Buy equity loans, will directly ease collateral constraints. Prices and transactions have already begun to pick up, albeit with considerable regional variation. Taken together with the policy environment, these factors push the discount rate in our model down and therefore the outlook for house prices up. It is difficult to isolate the impact of Help to Buy from the wider improvement in market conditions. The Government has stated that up to £12 billion of guarantees are available, which could support up to £130 billion of mortgage lending or 10 per cent of the current stock of household mortgage debt. But it is not possible to estimate whether these guarantees will be used in full or, more importantly, the extent to which guaranteed mortgages might have gone ahead anyway. The model presented here suggests that an immediate one per cent addition to the stock of mortgage lending, with no supply response, would lift house prices by one per cent within a year. Assuming a price elasticity of supply of considerably less than one, consistent with historical experience in the UK, 7 the housing stock would then increase, but by less, and more slowly, than prices. A slow response of supply to price signals – which many researchers argue is related to rigidities in the planning system – would mean additional mortgage lending feeds mainly into upward pressure on house prices. 8



7



Barker Review of Housing Supply, interim report, 2003. Estimates vary widely depending on models used, but all are less than 1. 8 Barker Review of Land Use Planning, 2006; “The Impact of Supply Constraints on House Prices in England”, Hilber and Vermeulen, 2012.




























The UK housing market and house prices - Office for Budget ...













Immigration and Prices in the UK













Housing Prices and the Comparative Advantage of Cities













Interest Rates and Housing Market Dynamics in a Housing Search ...













House Prices, Consumption, and Government ...













Interest Rates and Housing Market Dynamics in a Housing Search ...













Buyer confusion and market prices













Mortgage Market Institutions and Housing Market ...













House Prices from Magazines, Realtors, and the Land ...













Sweetening the Lemon. House prices and adverse ...













Global Liquidity, House Prices, and the Macroeconomy













housing market update













The Housing Market and Europe's Unemployment: A ...













Anchoring and Loss Aversion in the Housing Market













Matching and credit frictions in the housing market













House Paint Prices Heckmondwike.pdf













Intergenerational altruism and house prices: evidence ...













House Prices and Rents: Micro Evidence from a ...













A Doll's House - Public Library UK













Housing Crisis_MN House 62A.pdf













Dispersed Information and Market Prices in a Price ...













The Effect of Credit Availability on House Prices













The Effect of Credit Availability on House Prices















The UK housing market and house prices






Dec 5, 2013 - Chart 3: Real house price level, rolling 4-quarter average. When the 'equilibrium' line rises above 'actual', the underlying determinants of. 






 Download PDF 



















 72KB Sizes
 1 Downloads
 352 Views








 Report























Recommend Documents













The UK housing market and house prices - Office for Budget ... 

Dec 5, 2013 - 1 ONS data suggest the dwelling stock per household was fairly stable ... The gap between demand and supply growth in Chart 1 implies a measure of ... over time, barring a big fall in 2008, when Bank Rate was cut sharply.




















Immigration and Prices in the UK 

similar to the one used here.2 Lach (2007) explores the effects of the ..... measure dividing it by the number of natives in the region at time t âˆ’ 2: ... ratio of immigrants to natives lagged four periods mitâˆ’4.9 First stage results for this alt




















Housing Prices and the Comparative Advantage of Cities 

pervasive (Gaubert (2015); Kline and Moretti, 2013; Busso et al., 2013) and come in many forms, such as cash grants, loans, and tax breaks (Story, 2012). ...... Integrated Public Use Microdata Series: Version 5.0 [Machine-readable database]., Univers




















Interest Rates and Housing Market Dynamics in a Housing Search ... 

May 10, 2017 - uses the assumption that the costs of renting and owning should be ... the data.1 Second, in contrast to house prices, other housing market .... terfactual change in interest rates.4 We find price elasticity estimates that are in line 




















House Prices, Consumption, and Government ... 

Nov 12, 2012 - recovery following the 2008 financial crisis has coincided with a renewed ... policies under the Making Home Affordable Program may have ... using U.S. data, and examine their effects on house prices and consumption.




















Interest Rates and Housing Market Dynamics in a Housing Search ... 

May 10, 2017 - model of the housing market with rational behavior that we estimate using ... activity is more sensitive to interest rates because the building ... Introducing even simple mortgage contracts and construction costs into a search.




















Buyer confusion and market prices 

Jun 23, 2010 - We employ a price setting duopoly experiment to examine whether buyer confusion increases market prices. Each seller offers a good to .... report that in the UK electricity market consumers who switch between suppliers ...... experienc




















Mortgage Market Institutions and Housing Market ... 

Mar 28, 2015 - housing with aggregate business cycle risk and limited risk-sharing; Landvoigt ...... two segments, which correspond to h = 0 and h = 1 in my model. ... The first thing I would like to do with the mortgage data is to verify that the.




















House Prices from Magazines, Realtors, and the Land ... 

Feb 10, 2012 - In constructing a housing price index, one has to make several nontrivial ... newspapers, magazines, and websites.4 Needless to say, different ...




















Sweetening the Lemon. House prices and adverse ... 

Jul 20, 2009 - Shiller, Robert J. 2007 (Oct.). Understanding Recent Trends in House Prices and Home Ownership. NBER Working Papers 13553. National Bureau of. Economic Research, Inc. Vig, et al. 2008. Did Securitization Lead to Lax Screening? Evidence




















Global Liquidity, House Prices, and the Macroeconomy 

Mar 30, 2015 - Motivation. â–· Booms and busts in the non-tradable sector, often fuelled by excessive credit expansion and overvalued exchange rates. â–· Surges and sudden reversals in cross-border capital flows. Cesa-Bianchi, Cespedes & Rebucci, â€œ




















housing market update 

0. 4. 8. 12. 16. 20. 24. 28. 32. 36. 40. 44. 48. 52. 56. 60. 64. 68. 72. 76. 80. 84. 88. 92. 96. T h o u sa n d s. US Population by Age, End of 2015. 8. DEMOGRAPHICS SET THE TABLE. When viewed by age, importance of Millennials becomes clearer. Source




















The Housing Market and Europe's Unemployment: A ... 

His book The Wage Curve , published by MIT Press, recently won Princeton University's Lester Prize. ... persuade their people to give up rental housing and become owner-occupiers. The evidence in this paper, .... (including the proportion of women wo




















Anchoring and Loss Aversion in the Housing Market 

Nov 11, 2011 - In this paper we develop a simple model with anchoring and loss .... Figure 2 plots the quarterly price dispersion for the full sample with the average price per ... growth rate of average house price, dispersion and transaction ...




















Matching and credit frictions in the housing market 

Time is discrete and there is a continuum of households of mass one. Households live forever. In each period, households work, consume nondurables, and occupy a house. The economy is small and open to international capital markets in the sense that t




















House Paint Prices Heckmondwike.pdf 

y = 20 500. M1. A1. correct expression for lny. (iii) Substitutes y and rearrange for 3x. Solve 3x. = 1.150. x = 0.127. M1. M1. A1. Page 3 of 10. House Paint Prices Heckmondwike.pdf. House Paint Prices Heckmondwike.pdf. Open. Extract. Open with. Sign




















Intergenerational altruism and house prices: evidence ... 

Jul 31, 2016 - However, because of data availability and because of the special relevance of housing in intergenerational transfers, this asset is a natural target for structural estimation. Heuristic evidence consistent with this economic mechanism 




















House Prices and Rents: Micro Evidence from a ... 

of the empirical analysis shows regressions of rent-price ratios on a number of .... specific markets (e.g. business travelers and tourists). ..... 800. 1000. 1200. Average Price (in Â£1,000). Rentâˆ’price ratios vs Prices (by Postcode) .... size eff




















A Doll's House - Public Library UK 

Helmer (calls out from his room). ... And all so cheap! ..... and such things, I have never spent more than half of it; I have always bought the simplest and cheapest.




















Housing Crisis_MN House 62A.pdf 

that specifically exclude blacks from renting or buying a home in certain neighborhoods in. Minneapolis. An insider interviewed by the local newspaper ...




















Dispersed Information and Market Prices in a Price ... 

dynamic, departures from this benchmark arise to the extent there are strategic inter- actions in firm's ... Email: [email protected]. â€¡Pennsylvania ...




















The Effect of Credit Availability on House Prices 

Apr 27, 2015 - the housing market come through agencies that act to increase liquidity in the mortgage .... Second, the original list price is highly predictive.




















The Effect of Credit Availability on House Prices 

Nov 30, 2014 - Second, the original list price is highly predictive .... In the rest of the analysis of this paper, I will focus on successfully matched ... 3 Descriptive evidence ... In contrast, there is no discernable difference between the pre-.


























×
Report The UK housing market and house prices





Your name




Email




Reason
-Select Reason-
Pornographic
Defamatory
Illegal/Unlawful
Spam
Other Terms Of Service Violation
File a copyright complaint





Description















Close
Save changes















×
Sign In






Email




Password







 Remember Password 
Forgot Password?




Sign In



















Information

	About Us
	Privacy Policy
	Terms and Service
	Copyright
	Contact Us





Follow us

	

 Facebook


	

 Twitter


	

 Google Plus







Newsletter























Copyright © 2024 P.PDFKUL.COM. All rights reserved.
















