
Economics

rics.org/economics

Bank of England hikes rates for 
the first time in over a decade

Sponsored by:

Q3 2017

UK Economy and Property Market Chart Book



rics.org/economicsUK Property Market Chart Book

2 © RICS Economics 2017 Q3 2017

rics.org/economics

2



rics.org/economicsUK Property Market Chart Book

3 © RICS Economics 2017 Q3 2017

Contents
Economic overview...............................................................................4

Economy.............................................................................................5-6

Housing market..................................................................................7-8

Commercial property sector.............................................................9-10

Construction sector.........................................................................11-12

Market surveys and reports................................................................13



rics.org/economicsUK Property Market Chart Book

4 © RICS Economics 2017 Q3 2017

Economic overview
The major development as November got under way 
was the Bank of England’s decision to lift its key policy 
rate by 25 basis points marking the first tightening 
in monetary policy in over a decade. The move had 
been pretty well signalled to markets in the wake of 
inflation climbing to 3% in September (the highest rate 
since 2012); this was just short of the level that would 
have necessitated Mark Carney writing a letter to the 
Chancellor to explain the reason for exceeding the 
inflation target set by the government.
A key reason for the upward trend in inflation has 
been the fall in the currency in the wake of the EU 
Referendum which has led to a 5% increase in import 
costs over the past twelve months. But with the rate of 
unemployment now lower than at any other point since 
1975 and measures of underemployment also having 
declined sharply, there is also some concern over the 
diminishing level of slack in the economy. The fear 
is that this could potentially lead to an intensification 
in domestically generated inflationary pressures 
alongside the sterling impact.  
The final hurdle in the way of the MPC’s decision was 
cleared with the release of the Q3 Gross Domestic 
Product data, which was slightly above expectations. 
Indeed, the UK economy grew by 0.4% quarter on 
quarter, representing a modest improvement on the 
average rate seen during the first half of the year. The 
marginal improvement was driven by a rebound in 
industrial production (1% q/q), while expansion in the 
dominant services sector remained around 0.4%. 
Even so, the decision of the Bank marks a departure 
from historical precedent. Since independence was 
granted back in 1997, the Bank has never increased 
interest rates when the preceding quarter’s GDP 
growth has been below 0.5%. That said, the last 
reduction in June 2016 was made on the back of 
concerns surrounding the immediate consequences 
of the decision to leave the EU. Since then, economic 

conditions have proved more resilient than anticipated 
providing a further justification for reassessing the 
degree of monetary accommodation justified. 
Meanwhile, the unease over the supply side of the 
economy has also been echoed in recent analysis by 
the Office for Budget Responsibility (OBR) which has 
downgraded its projections for productivity growth. 
The significance of this is that it directly feeds into 
the assumption regarding the economy’s long term 
growth potential which, in turn, influences the fiscal 
numbers that the Chancellor has to work with. Indeed, 
with the Budget rapidly approaching (November 22nd), 
speculation has been growing as to what this will mean 
for tax revenue projections. This will be critical for 
identifying the room Phillip Hammond has to respond 
to the requests for increased spending across a range 
of government departments while remaining on course 
to eliminate the deficit. On the face of it, his scope for 
largesse has clearly diminished on the back of the 
revised analysis from the OBR, but it would not be a 
surprise if he refrains from being too definitive about 
the medium term plans at this point. 
Even before the interest rate decision, momentum in 
the housing market was clearly softening according to 
a raft of reports including the RICS Residential Market 
Survey. Key (sentiment based) indicators on demand 
and sales, taken from the latest survey, both fell into 
negative territory during September. What’s more, 
Bank of England figures show a renewed decline in 
the number of mortgages being approved with the 
re-emerging downward trend now looking likely to 
continue over the remainder of the year. 
Given the current backdrop, it is likely house price 
inflation will moderate further over the coming months 
(currently at 5% according to Land Registry data 
although only half this amount using Nationwide 
Building Society data). The RICS numbers show 
significant regional differences in the market with 

prices still reported to be rising firmly in most areas 
away from London and the South East. 
Contributors to the survey continue to point to a 
number of factors weighing on the market including 
record low stock levels, political uncertainty, stretched 
affordability and, in particular, Stamp Duty (especially 
at higher price points).
In the UK commercial property market, there is 
again significant regional and, for that matter, sector 
variations in the feedback we are receiving. The 
standout winner from the Q3 RICS Commercial 
Property Survey was, not surprisingly, the industrial 
segment with positive sentiment reflected in the results 
from both the occupier and investor markets. More 
generally, the results for the former have begun to 
reflect the less robust macro picture while the latter 
shows greater resilience helped by strong interest from 
overseas buyers. Our numbers suggest that capital 
values at a headline level could increase by a further 
6% over the next twelve months. 
Turning to the construction market, although official 
data is suggestive of a decline in output over the past 
couple of quarters, the RICS indicators continue to 
point to a somewhat firmer picture. Other surveys 
of the sector are generally consistent with moderate 
growth. From the Q3 RICS results, the private 
housing sector is projected to be the key driver of 
growth followed closely by the private commercial 
and infrastructure sectors.  Significantly, factors 
such as financial constraints and planning and 
regulation continue to be viewed as key impediment to 
activity, with the shortage of labour also being noted 
as an important challenge to the growth outlook. 
Interestingly, only around one-third of respondents 
view insufficient demand as a major obstacle although 
this has picked up somewhat in recent quarters. 
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UK Economy
1. Quarter-on-quarter GDP growth edged up in Q3 expanding by 0.4% 

having grown by just 0.3% in Q1 and Q2. Looking at the year on year 
comparison, the growth rate in the third quarter now stands at 1.5%. Our 
judgement is that it will average close to 1.5% for the whole of both 2017 
and 2018.

2. The 1% rise in industrial production in Q3, following a 0.2% decline in 
Q2, was responsible for this modest increase in quarter on quarter GDP 
growth. The services sector grew by 0.4% in Q3 whilst the construction 
sector declined by 0.7%.  

3. Concerns over GDP growth were arguably the only remaining obstacle 
to the MPC increasing the bank rate. Indeed, headline inflation climbed 
to 3% last month (the highest in over four years), with the core measure 
not far below. The likelihood is that the combination of base effects and a 
steadying currency will see the inflation rate gradually slip back towards 
2.5% through the course of 2018. 
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UK Economy
4. Wages have remained broadly flat despite a continuous improvement 

in the employment trend, with the annual growth in average weekly 
earnings hovering around 2% through the year. Looking forward, 
despite the labour market likely remaining tight, there is little reason at to 
anticipate a material pick up in wage growth. 

5. Business investment increased by 0.5% in Q2, with the annual growth 
rate now standing at 2.5%. Despite this, the Bank of England’s Agents 
Summary of business intentions continues to reflect feedback that Brexit 
uncertainty is negatively impacting decisions regarding capex. 

6.   Public sector net borrowing decreased by £2.5 billion to £32.5 billion 
in the current financial year to date (April 2017 to September 2017) 
compared with the same period in 2016. This represents the smallest 
budget deficit at this point in the year since 2007. But the OBR’s 
downgrading of productivity assumptions means that the Shancellor will 
have little to work with in the coming budget. 
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Housing market
7. The RICS headline House Price balance has softened in the first three 

quarters of 2017, edging lower from a net balance of +23 in January to 
+6 in September. This indicator typically has a six-month lead over the 
official house price index and therefore suggests annual price growth in 
England and Wales will moderate further over the coming six months.

8. The flow of fresh listings coming in to the market as measured by 
the RICS New Instructions series have been declining for nineteen 
consecutive months. However over the previous few months, demand as 
measured by the RICS New Buyer Enquiries series has also weakened 
and, indeed, is doing so at a faster rate. 

9. These supply and demand dynamics are weighing on sales market 
activity. As such, in the latest survey results, the RICS Newly Agreed 
Sales series slipped further into negative territory and suggests that 
transactions (whether measured by HMRC or the Land Registry) will be 
subdued moving into the new year.
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Housing market
10. The headline measure of house price inflation masks significant regional 

differences. Sentiment across the capital is materially more downbeat 
compared to other regions. The RICS London series, which mainly 
tracks prime Central London prices, suggests price inflation in the 
prime central boroughs could turn negative once again over the next six 
months. 

11. The cautious sentiment is, however, not just limited to prime Central 
London boroughs. The South East price balance, which also better 
captures the trend in outer London boroughs, has weakened and now 
stands in negative territory. 

12. Elsewhere, the mood music is more upbeat. The price gauge for the 
Midlands, for example, remains positive, with prices envisaged to 
continue rising. Price growth also remains relatively firm across other 
regions such as North West, South West and Yorkshire & Humberside.
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Commercial property sector
13. The headline RICS Rent Expectations series edged upwards in the latest 

quarter; this reading is consistent with a steady rise in UK rental values. 
Significantly, the numbers are mainly being driven by a strong picture in 
the industrial sector, whilst rental expectations are broadly flat for offices 
and marginally negative for the retail sector. 

14. Underlying the divergent trends in rent expectations is what is happening 
to occupier demand. This is only rising according to the RICS survey 
in the industrial sector. Occupier demand for retail space has fallen for 
two consecutive quarters, while for offices, demand has stabilised in Q3 
having slipped in Q2. 

15. In London, the near-term Rent Expectations net balance reading has 
slowly edged further into negative territory over the past year, and 
projections are now pointing to a decline in Central London office rents 
over the next three quarters. 
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Commercial property sector
16. RICS Investment Enquiries continued to increase firmly at the national 

level which is consistent with a pick-up in UK capital values in the 
coming three quarters. The increase is being driven by solid investment 
demand for industrial space whereas demand only modestly increased 
in the office sector and remained unchanged for retail space. 

17. At the same time, the outlook for Central London office capital 
values remains broadly flat, as indicated by the RICS London Offices 
Investment Enquiries series. Over the next three quarters, the indicator 
envisages little change in office prices across the capital.

18. Nationally most contributors believe commercial property prices are 
around fair value. This contrasts with the picture across the capital where 
more than 50% of contributors still view the market as being overpriced. 
Indeed, around two-thirds of respondents from London now contend the 
market is either in the early or middle stage of a downturn.  
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Construction sector
19. Despite official figures indicating that construction activity has been 

declining over the last two quarters, construction output as estimated by 
the ONS still shows annual growth of around 2.8%. RICS Construction 
Workloads net balance readings have remained in a tight range (+21 to 
+27) over the previous nine months, which is consistent with a stable 
trend in construction output growth in the near term. 

20. The private housing sector continues to see the greatest increases in 
workloads, as it has done for the previous five quarters. Contributors to 
the Construction Market survey also noted a steady rise in workloads 
across the private commercial and infrastructure sectors, although in 
both of these sectors, the pace of the increase has eased relative to the 
first quarter of 2017. 

21. The RICS Private Housing Workloads series points to ONS private 
housing output remaining close to current levels at least in the near term.  
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Construction sector
22. Financial constraints alongside planning and regulation and shortages 

of labour continue to be reported as the most significant impediments 
to activity. However the proportion of respondents citing insufficient 
demand and shortage of materials as inhibiting the construction sector 
have also edged up in the latest results while remaining some way below 
the main challenges. 

23. Skill shortages are a particular issue for the market with respondents 
repeatedly citing that the quality of workers to be as important as the 
quantity to support growth. The RICS Skills Shortages series suggests 
that unfilled vacancies in the construction sector will remain in the region 
of 25,000 and 30,000 in the coming year. 

24. The shortage of quantity surveyors and bricklayers is particularly acute 
but a considerable number of respondents also cite a shortage of 
carpenters, electricians and plumbers suggesting that the shortfall is not 
limited to a particular skill set. 
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Market Surveys & Reports                                             The Economics Team                                          
Why the RICS surveys?
“The RICS poll - considered one of the most reliable guides to movements in house prices.” Financial Times

“The RICS survey - the best short-term lead indicator of house prices and activity in our view.” Goldman Sachs

“The RICS Survey has been a good leading indicator for the direction of and inflection points in the IPD index, 
and therefore the UK commercial property market overall.” Morgan Stanley

“The RICS Commercial Property Survey is an excellent predictor of future IPD total returns.” North Row Capital

Download RICS Economic market surveys and reports at www.rics.org/economics
•   UK Residential Market Survey (monthly) 

www.rics.org/housingmarketsurvey
•   UK Construction Market Survey (quarterly) 

www.rics.org/constructionmarketsurvey
•  UK Commercial Market Survey (quarterly) 

www.rics.org/commercialmarketsurvey
•   UK Rural Market Survey (semi-annual) 

www.rics.org/ruralmarketsurvey
•   Global Commercial Market Monitor (quarterly) 

www.rics.org/globalpropertymonitor
• RICS / Ci Portuguese Housing Market Survey (monthly) 
 www.rics.org/portuguesemarketsurvey
•  Hong Kong Residential Market Survey (monthly) 

http://www.rics.org/hong-kong-residential-market-survey

Simon Rubinsohn, Chief Economist 
srubinsohn@rics.org +44 (0)20 7334 3774

Jeffrey Matsu, Senior Economist                                     
jmatsu@rics.org +44 (0)20 76971644

Sean Ellison, Senior Economist  
sellison@rics.org +65 68128179 

Kisa Zehra, Economist                                     
kzehra@rics.org,  +44 (0)20 7695 1675              

Tarrant Parsons, Economist                                  
tparsons@rics.org, + 44 (0)20 7695 1585

Janet Guilfoyle, Surveys Administrator 
jguilfoyle@rics.org, +44 (0) 20 7334 3890 
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South America 
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Confidence through professional standards
RICS promotes and enforces the highest professional qualifications and standards 
in the development and management of land, real estate, construction and 
infrastructure. Our name promises the consistent delivery of standards – bringing 
confidence to the markets we serve.
We accredit 118,000 professionals and any individual or firm registered with RICS is 
subject to our quality assurance. Their expertise covers property, asset valuation and real 
estate management; the costing and leadership of construction projects; the development 
of infrastructure; and the management of natural resources, such as mining, farms 
and woodland. From environmental assessments and building controls to negotiating 
land rights in an emerging economy; if our members are involved the same professional 
standards and ethics apply.

We believe that standards underpin effective markets. With up to seventy per cent of the 
world’s wealth bound up in land and real estate, our sector is vital to economic development, 
helping to support stable, sustainable investment and growth around the globe. 
With offices covering the major political and financial centres of the world, our market 
presence means we are ideally placed to influence policy and embed professional standards. 
We work at a cross-governmental level, delivering international standards that will support 
a safe and vibrant marketplace in land, real estate, construction and infrastructure, for the 
benefit of all.
We are proud of our reputation and we guard it fiercely, so clients who work with an RICS 
professional can have confidence in the quality and ethics of the services they receive.


