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RICS Economics  
 
RICS Economics’ market surveys and reports are available for  
free from the RICS web site - www.rics.org/economics 
 
These include: 
 
• The monthly UK Residential Market Survey     

  
• The quarterly UK Construction Market Survey      

  
• The quarterly UK Commercial Market Survey     

  
• The semi-annual UK Rural Market Survey     

  
• The quarterly Global Commercial Market Monitor   

  
• The monthly RICS/ Ci Portuguese Housing Market Survey 
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In its quarterly Inflation Report released in the middle of May, the Bank of England 
held its growth forecast for 2014 unchanged at 3.4%. Meanwhile, it slightly 
upgraded its projection for next year from 2.7% to 2.9%. These forecasts sit 
somewhat higher than the consensus numbers of 2.9% and 2.5% but they 
incorporate the Bank’s view of likely ONS upward revisions to recent data.  
 
The Bank maintained its estimate of spare capacity as being somewhere in the 
region 1-1.5% of GDP but thought that the gap had probably narrowed to the lower 
end of this range since its previous Inflation Report in February. The estimate of the 
degree of slack in the economy rests critically on assumptions relating to 
productivity growth and the level of ‘underemployment’ in the labour market. Signs 
of business investment increasing bode well for the prospect of a much awaited 
return to more usual levels of productivity growth, but as yet only very modest 
increases can be seen with output per hour worked rising by 0.3% quarter on 
quarter in Q4 2013. Alongside this, the debate about the level of ‘underemployment’ 
continues to be clouded by the sharp rise in both part-time workers and self-
employment. 
 
The MPC remained unanimous in it’s decision to keep Bank rate on hold at 0.5% at 
May’s meeting, but it was noted in the minutes that the decision on when the first 
rate rise should take place was becoming more balanced for some members. 
Although the more benign inflation environment has reduced any immediate 
pressure on the Bank to raise rates, there is in our view a case for a small rise to 
what would still constitute an extremely accommodative monetary policy 
environment. Indeed, we are anticipating  that the first interest rate increase will 
take place during Q4 this year, lifting the policy rate to 0.75%. The advantage of 
beginning to move rates higher relatively early is that it should enable the 
authorities to remain ahead of the game and reduce the risk of them being forced to 
push harder on the breaks anytime in the foreseeable future. 
 
Although price momentum remains firm in the housing market, transaction volumes 
have been slipping since January. The extent to which this can be attributed to 
temporary factors ahead to the formal implementation of the Mortgage Market 
Review (MMR), which came into force at the end of April, in contrast to more 
fundamental factors, such as affordability constraints in certain parts of the country, 
remains to be seen. Either way, the drop in transactions will prove comforting to the 
Financial Policy Committee (FPC) ahead of their meeting on June 17. Indeed, the 
FPC will probably resist temptation, at least at this stage, to deploy their new tools 
in a bid to cool the (London) market and more likely decide they need more time to 
assess the impact of the new MMR rules. The FPC will also likely be reassured by 
the actions by one of the UK’s biggest mortgage lenders, Lloyds, who in late May 
capped the loan-to-income ratio they offer to four times on mortgages of more than 
£500,000. 

Construction output grew by 0.6% in Q1 with the private housing sector being 
responsible for the majority of this growth, as has been the case for much of the 
past 12 months. However, we do expect the other sectors to contribute more to 
growth as the year progresses. The latest data show that housing starts reached 
37k in England in the first quarter and we expect a similar level of starts to be 
maintained throughout the year. Employment in the sector grew by 4.5% in 2013 
and respondents to the RICS Construction Market Survey expect employment to 
grow a further 3% this year. However, employers are already encountering some 
difficulties sourcing relevant skills; RICS data on construction skills shortages are  
pointing to growing problems across a broad range of professions. 
 
In the commercial property market, the IPD All-Property indices show annual capital 
value and rental growth is on the rise with the retail sector lagging other sectors of 
the market so far. While all property capital value growth accelerated to 6.7% year 
on year in April, retail values grew just 2.6%. Rental growth at the all-property level 
has been much slower at just 1.1% year on year so far but the RICS Rent 
Expectations Series is indicative of rental growth in the region of 4% over the 
course of 2014. However, both capital values and rents still remain significantly 
below pre-crisis levels.  Overseas investors remain the main sources of liquidity in 
the market and rental yields continue to drift downwards. 
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   Financial market indicators                                     June 2014 
Market based inflation expectations remain well anchored While the effective exchange rate of sterling continues to edge up 

With market appetite for risk strengthening as investors search for yield Bond yields have held relatively stable over the past month 
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   Economy                                                   June 2014 
PMI’s show continuing momentum in the recovery across sectors 

Business investment has begun contributing more steadily to growth Employment levels reached new highs again in Q1 

With business confidence thriving in the more stable environment 
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   Economy                                  June 2014 
Consumer credit conditions continue to improve But wage pressures remain subdued, with real earnings still falling slightly 

Helping push retail sales growth to levels not seen for nearly 10 years While inflation remains in check, growing 1.8% in the year to April 
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Output grew slightly in Q1 despite some volatility over the period   

      Construction sector                                June 2014 

And housing has been the primary driver of the industry’s growth so far But other sectors should begin to contribute more as the year progresses  

  Housing starts in Q1 were at their highest level since before the crisis  
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   Construction sector                                  June 2014 
Respondents expect headcounts to increase by 3% over the year 

Financial constraints remain an impediment on the sector But growth should be regionally widespread over the course of the year 

But problems with skills shortages are already becoming more evident 
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   Housing market                                      June 2014 
The main price indices are showing annual growth of around 9% Supported by a more favourable lending environment 

And demand growth which has outpaced growth in supply Prices are now just 5.5% from their previous nominal highs 
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 Mortgage approvals have decreased slightly over the last 3 months 

   Housing market                                      June 2014 

And confidence measures suggest activity and prices will continue rising  But mortgage borrowing remains substantially higher than last year  

But most regional markets are still far from their previous peaks 
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      Commercial property sector                                  June 2014 

Rental expectations point to a further pick up in rents  

Foreign investors remain the main source of liquidity in the sector Capital value growth is expected to accelerate in the near term 

Annual growth remains strongest in the office and industrial sectors 
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Spread over government bonds is narrowing, but remains high 

   Commercial property sector                             June 2014 
Although retail rents are still down in annual terms Rents and capital values are remain well below pre-crisis levels 

Yields continue to fall across all sectors 
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