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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 bi-weekly Asia Economic and Real Estate Research  

  
• 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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The preliminary Q1 2014 GDP estimate revealed the UK economy to have 
expanded at a quarterly rate of 0.8%, taking the annual pace of growth to 3.1% (up 
from 2.7% previously). This is the fourth consecutive reading in this ball park, as a 
result of which, the level of output now stands just 0.6% below the pre-crisis peak. 
What's more, output increased, to a greater or lesser extent, across each of the 
three main sectors: services rose by 0.9%, industrial production by 0.8% and 
construction output by a relatively modest 0.3%. Significantly, while the service 
sector is now 2% above its 2008 peak, both industrial production and construction 
output still stand around 12% below the pre-recession highs.  
 
With headline GDP now growing at an above trend pace, and the unemployment 
rate falling below the 7% threshold (set for the first phase of forward guidance), the 
spotlight is now beginning to shift to any signals from the Monetary Policy 
Committee (MPC) regarding the timing of the first rate hike. Although most 
commentators do not expect the first rate hike to take place until 2015, the case in 
favour of an earlier rise is gaining traction. 
 
Those in favour of Bank Rate remaining on hold until some stage in 2015 argue 
there is ample spare capacity to be absorbed until price and wage pressures begin 
to surface. This is evidenced by inflation and wage growth currently running at an 
annual rate of 1.6% and 1.7% respectively. Nevertheless, the amount of spare 
capacity in the economy is highly uncertain and subject to much debate, with many 
business surveys (the BCC is one example) now suggesting there is effectively 
none left. Those supporting a late 2014 rate hike emphasise the risk that if MPC 
continues to keep its foot on the easing pedal, with economic growth at current 
rates and survey indicators pointing to little slack (if any), the price outlook may turn 
less benign sooner than the Bank expects.  
 
Our central view remains that the tightening cycle is likely to begin during the first 
quarter of 2015. The reasons for our view are that first, there are still some question 
marks over the sustainability of the recovery, with the bulk of the improvement in 
spending to date driven by a fall in the savings ratio, rather than a rise in income. 
Second, we are not entirely convinced that the Bank will want to start hiking too far 
ahead of the US Federal Reserve (taking similar actions), partly because of the 
unwelcome effects this will have on Sterling and therefore UK export prospects. 
Finally, there is a risk that an early hike may deter the recovery in business 
investment, which remains in its infancy.  
  
One area of increasing concern for policymakers is the housing market. The March 
2014 RICS Residential Market Survey shows prices are still rising sharply, driven 
by easier credit conditions and lack of supply coming onto agents’ books. Indeed, 
new instructions to sell have now declined in three consecutive months. According 
to the Office for National Statistics, annual house price inflation has reached 18% in 

London and 8% in the South East. Elsewhere, prices are increasing at a slightly 
slower pace, with the national average (excluding these two areas) standing at 
5.8%. Going forward, surveyors are projecting all regions to see a significant 
improvement in sales volumes, notwithstanding the recent dip in mortgage 
approvals. Against this backdrop, discussion surrounding the possible introduction 
of macroprudential tools is likely to remain very much to the fore. 
 
In the construction sector, the RICS Q1 2014 Construction Market Survey shows 
workloads continue to increase at the headline level, driven by the private housing, 
commercial and industrial areas of the market. Crucially, this pick up is now taking 
place right across the country with the South West and Wales reporting the most 
pronounced quarterly increase in workloads. On the back of this, skill shortages are 
beginning to emerge across the broad spectrum of construction professions. Official 
figures show wage pressures are mounting with the annual rate of construction 
sector earnings growth overtaking the whole economy average. Nevertheless, the 
outlook for construction output looks bright with profit margins, employment and 
workloads all set to rise across the majority of the UK in the coming twelve months. 
Indeed, our forecast is for an average rise in construction output of 4% during 2014, 
despite the relatively weak Q1 figures. 
 
Turning to commercial property, both the occupier and investment markets continue 
to strengthen, in keeping with the trend established during the early part of 2013. 
Encouragingly, this improvement is becoming increasingly widespread both in 
regional and sectoral terms, evidenced by the Q1 2014 RICS Commercial Property 
Survey. On the occupier side, tenant demand has now been growing in each of the 
last six quarters, with momentum showing no indication of letting up. As a result, 
the rental expectations series continues to move further into positive territory. In the 
investment market, enquiries are now rising at the quickest pace on record (series 
formed in 2006) and this is expected to translate into further growth in transactions 
over the next three months. Due to the rise in investor appetite, capital value 
expectations are becoming increasingly elevated. 
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Market based inflation expectations remain well anchored Real interest rates remain negative, but to a lesser extent than last year 

Sterling continues to appreciate on the back of strong macro data The equity market is hovering around pre-crisis highs 
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GDP expanded at a quarterly rate of 0.8% in Q1 2014 

Consumer confidence is back above pre-crisis levels  Driving strong growth in retail sales 

With strong growth in services and industrial production 
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The five year squeeze on real earnings appears to be coming to an end Inflation continues to soften and now stands at 1.6% 

The latest reading shows ILO unemployment has fallen to 6.9% Although labour market strength varies across regions 
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Construction activity is gaining momentum 
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All parts of the UK are experiencing an upturn in activity While there has been a notable rise in shortages of resources 

With the private sector driving the acceleration at this stage 



Page 6 

   Construction sector                                  May 2014 
With the lack of labour supply becoming more prevalent  

Confidence has also turned around fairly sharply Again, this is a relatively broad based trend  

This is a broad based trend; not just a London/ South East story 
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Demand is outpacing supply across most regions and countries This is driving stronger price growth as a result 

Low mortgage rates remain a key support of housing market activity Sales are expected to continue rising in the near term 
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 London and the South East remain the strongest regions 

   Housing market                                      May 2014 

While rental gains are expected to be more modest in the North The rate at which rents are anticipated to grow remains broadly stable 

Expectations for future price growth are rising 
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While robust rental gains are now anticipated in all areas of the market 

Demand for space continues to rise and availability is slipping back This is pushing rent expectations higher 

Growth in tenant demand is strong across all broad regional groupings 
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Our twelve month indicators also suggest widespread improvement 
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Increased investor interest is driving up capital value expectations As all sectors are projected to see increases 

Strong growth in capital values is expected across the country  
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