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Economic overview

February 2014

The recently released first estimate of Q4 GDP revealed growth of 0.7%
over the quarter and 1.9% for the whole of 2013. However, output still
remains 1.3% below its Q1 2008 peak. The services sector contributed the
vast majority of the growth in Q4 and is now around 1.4% higher than its
pre-recession peak.

The Q4 RICS Commercial Market Survey showed occupier demand
continued to increase and this was met with a drop in available space.
These tighter market conditions pushed the RICS Rent Expectations series
to its highest level in over 13 years. At the sector level, conditions in the
office and industrial sectors remained firm while in the retail sector, occupier
sentiment is beginning to improve. Indeed, occupier demand for retail space
The number of people in employment increased by 280,000 over the three increased at the fastest pace on record in Q4 and the stock of available
months to November, bringing the unemployment rate down to 7.1%. While space declined. This strengthening in sentiment will in part have been
still not at 7%, at which the Bank of England’s forward guidance threshold
driven by the pick up in consumer spending of recent quarters.
will have been reached, it is now very close, especially considering the
strong momentum in the economy. The Bank has stressed that a breach of In the investment market, conditions continue to improve with enquiries
this threshold is by no means a trigger for a rise in base rates, which we
increasing for the fifth consecutive quarter and driving the RICS Capital
believe is an unlikely prospect in the near term given subdued wage
Value Expectations series to a new high (the series started in 2008). The
pressures. However, market expectations for rate increases are being
IPD all property capital growth index recorded growth of 3.8% over 2013
brought forward, and whilst a first rate increase by the end of this year is not with even the retail sector, where price momentum had been lagging,
our central case it is certainly not implausible.
recording mild growth over the year. Overseas and institutional investors
remain the main purchasers of UK commercial property, with the central
The December RICS Housing Market Survey showed demand still
London office sector seeing substantially more activity than any other sector
outpacing supply, driving further increases in prices. The major house price over the second half of 2013.
indices show growth in the region of 5%-7.5% over 2013 with the London
market still leading the other regions. This pick up in demand is being
supported by the lower mortgage rates, easier credit conditions, a pick up in
consumer confidence as well as policy actions such as the government’s
Help to Buy scheme. The equity loan component of the Help to Buy scheme
began in April 2013 and has provided mortgages for around 12,875 new
build houses in 2013.
The RICS Construction Market Survey showed that workloads grew again in
Q4 with the private residential and commercial sectors driving activity. This,
however, contrasts with the message from the official data, which shows
output falling over the same period. However, the latter are particularly
volatile and revision prone. Nevertheless, even taking the provisional Q4
data at face value, output was still up by 2% in 2013. Meanwhile surveys
indicate that business confidence has picked up and activity is expected to
expand over the coming 12 months. Indeed, both the RICS Workload
Expectations and Employment Expectations series reached record highs in
Q4 and respondents now expect their workloads to grow by around 5.2%
over the coming year with employment expected to rise by 2.7%.
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The bond market is pricing in a stronger growth outlook

And sterling has appreciated on a trade weighted basis

Market based inflation expectations remain well anchored

But global risk aversion has ticked up in recent days
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GDP grew by 0.7% over the quarter bringing 2013 growth to 1.9%

The unemployment rate fell to 7.1% in the 3 months to November

With inflation falling back to target for the first time in around 4 years

But sluggish wage growth still undershoots inflation
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Business lending has not recovered since the downturn

But lending surveys indicate modest grounds for optimism

Business surveys are detecting slightly stronger investment intentions

However, the export climate remains quite weak
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The RICS Survey indicates more widespread activity increases

With broad based improvement across sectors

As well as across the survey’s regional groupings

Confidence in the industry’s prospects has improved markedly
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More job opportunities are becoming available as the sector recovers

With some early signs that skills shortages are starting to emerge

But financial constraints remain the main impediment to higher growth

Bank lending to the sector has decreased by about £15.4bn since 2008
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House price increases have become increasingly widespread

With demand growing at a faster pace than supply across all regions

All the main price indices show annual growth of over 5%

And activity levels have reached six year highs
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Market conditions are becoming tighter

With activity supported by falling mortgage rates

As well as gradually improving loan-to-value ratios

And improving medium and long term price expectations
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Tenant demand has been rising for five straight quarters

Whilst availability has been declining since the second quarter of 2013

With tighter conditions, tenant inducement packages have started to fall

Rents are anticipated to grow across all sectors
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Increased investor interest is supporting rises in capital values

And all sectors are now expected to see price appreciation

Yields are gradually creeping down

And the spread over government bonds is narrowing
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