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UK housing market shows signs of slowing - is now the time to buy property? 

The UK property market has seen considerable growth since its 25% decline during the financial crisis of 2008/09. 

London is seen as the prime UK property market but after a 42% rise in prices in the capital since 2010 (in large part driven by 
wealthy overseas buyers seeking alternative havens for their money), price rises in London are now negligible, according to 
estate agents, Knight Frank.  Increased stamp duty, legal and estate agents’ fees all give pause for thought to buyers 
contemplating moving up the London property ladder or even stepping onto it for the first time.   

Cities such as Bristol, Bath and Winchester are in a similar position to London, and the graph below may explain why the 
property market is stagnating, indeed Bank of England Governor Mark Carney has warned of an emerging bubble in house 
prices in London and the South-East of England.   

Average UK house price  (Source, Nationwide) 

Outside London, Nationwide reported the sharpest decline in the rate of house price appreciation for nine months, growth rates 
slowing from 11.8% this time last year to 3.3% this. 

Reasons for a housing price slowdown include the fear of inaffordability for some buyers if interest rates rise in the near future, 
and also the annual tax on enveloped dwellings (ATED).  ATED was introduced in 2013 to deter individuals from holding UK 
property in corporate entities and thus potentially avoiding UK inheritance tax and stamp duty. 

One area in the UK economy that isn’t slowing down is the automotive industry.  March 2015 saw the highest number of new 
car registrations in one month since 1998. 

China’s property market has been in an 18 month slowdown and is a major reason why the economy there has slowed 
significantly.  (The building, sale and equipping of apartments is estimated to account for a quarter of the country’s gross 
domestic product.)  However, drastic interest rate cuts (they were cut again last week, the fourth such cut in the last eight 
months) and marginally less stringent capital adequacy requirements of commercial banks by the People’s Bank of China 
(PBC), have increased liquidity in the financial system and helped stimulate housing market growth. 
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There is also a feeling that money until recently invested in the stockmarket is being reinvested in property.  To the end of 
June, China’s stockmarket was up 108% for the last 12 months, (59% in the last six months) since when it has come crashing 
down, falling 28% since June 12th (7% in one day) and now more than 50% down on the high.  On Thursday June 25th, the 
Shanghai index closed down below 4000 for the first time since April, having hit 5000 in May, and after a 5.4% fall on Friday, 
the index stands at 3886. 

So, is it now time to buy into the Chinese market?  The phrase ‘catching a falling knife’ comes to mind but as with any market 
entry, a phased investment approach should be considered.  Bearing in mind that some UK investment trusts are trading at 
between 17-25% discount to net asset value (meaning that for 75 pence an investor can acquire a share worth 100), using a 
proportion (say 25%) now of money earmarked for exposure to one of the biggest and most exciting long term growth stories, 
will reap dividends, but the index could fall a lot further according to the charts.  A combination of Finonacci, Cloud-pattern 
formations and 50 & 200 day moving average measurements suggest the market could well fall to 3675 and then to 3200 
before one can feel truly comfortable about committing serious amounts of capital. 

Chinese authorities are trying to encourage and promote long term investment in the country by individuals who aspire to 
independent of the state pension.  The difficulty they face at the same time is to dampen an all-or-nothing in-bred speculative 
mentality. 
 

Shanghai Composite one year chart versus FTSE100 - Source, Financial Times 

Following on from commentary on the Chinese stockmarket might not be the best time to espouse the dangers of being overly 
cautious in one’s tolerance of risk.  Conventional advice is that those in retirement should be conservative in their investment 
outlook.  Statistically, there is a one in ten chance the market could fall 20% in the next three years, but then again, there is a 
one in four chance that one of a couple aged 65 will reach the age of 97, emphasising the importance taking a long term 
outlook for investment. 

Bonds, traditionally thought of as an area of safety, have shown huge volatility in recent months, led by the Europeans.  The 
ECB’s announcement of QE sparked a rally in bond prices (and consequent fall in yields) as bond investors felt secure in the 
knowledge the ECB’s purchases of bonds would underpin the price.  Latterly there has been a sharp sell-off in bonds, with 
prices falling the fastest in 10 years, and bond yields falling close to zero (ie at that point, why continue to hold them?).  Part of 
the reason for the volatility in bonds is due to a decreased feeling of a risk of deflation, and therefore a consequent increased 
risk of underlying inflation.  The outlook for bonds is now one of stability, reflected by UK bonds, for example, yielding 0.5% 
for one year government bonds, and 1.5% for a 5 year gilt., suggesting little inflation for some time.  (Note that headline 
inflation in the UK is lower now than in the Eurozone - if you strip out food and energy from UK inflation, the inflation rate in 
Britain is currently 0.9%, against a Bank of England ‘health’ target of 2%.)  Part of the reason for low inflation is sterling’s 
strength, another is lack of wage growth, and so there is very little likelihood the BoE will hike rates for some time, possibly 
not until 2017.  (Ideally, wage growth should be between 3-4% in a fully-functioning economy.  What the BoE does not want is 
a rise in interest rates which snuffs out consumer spending.) 

All the above lends itself to equity investing in the short term, but climbing a wall of earnings worry along the way, and Japan, 
Europe, and the smaller company sector across the board represent the best value and offer the greatest potential. 

For those who believe in entrusting their money to the best fund managers rather to a single stockbroker, it is interesting to 
note that 18 of 100 investment trust fund managers left their post in the last 12 months.  If an investor finds themself in a fund 
which is in a state of transition, they could well face a period of underperformance while money is pulled from the fund by 
those unwilling to chance the vagaries of a new manager.  However. financial advisors will keep track of this sort of thing and 
keep their clients with the best managers and thus give them every chance of market outperformance year after year. 
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On the currency outlook, irrespective of the Greek situation, the euro is headed southward.  That was the view of HSBC’s 
currency specialist, David Bloom, some 3 months ago when he predicted the euro would be at parity with the dollar by the end 
of the year, and now Goldman Sachs is in on the act, forecasting 95 US cents to the euro by this time next year in the wake of 
ongoing and increasing instability in the Eurozone.   

Chinese stock declines have contributed to large falls in the Australian dollar, pushing it to a six-year low against the US dollar.  
Investors are concerned China’s slowing demand for commodities will hit hard Australia’s current account balance and force 
the Reserve bank to cut interest rates to stimulate internal consumer demand. 
 

  
Euro / Pound Sterling exchange rate over one year - Source, CNBC 

Favoured investment plays: 

Nil risk:                   USD & GBP cash (in preference to Euro cash) 
Cautious risk: AAA Corporate / Government bonds (short duration) 
Balanced risk: Managed funds  
Market risk: UK, European equity 
Adventurous risk:       Global Real Estate, Japan, Asia, US equity 
Speculative risk:         Timber,  China, India, Africa & Middle East, European Telecoms, Emerging Markets 

Disclosure:   

Nicholas Chappell has the following personal investment exposure: Technology (US) 17%, US equity 4%, US smaller cos 1%, UK equity 11%, UK 
smaller cos 6%, Iberia 2%, European equity 7%, European Telecoms 4%, Japan 8%, Asia 11%, China 5%, Emerging Markets 3%, Timber 2%, Precious 
Metals 1%, Energy 6%, Pharmaceuticals 12% 

Important information: This communication is for informational purposes only.  It is not intended as an offer or solicitation for the purchase or sale of any financial instrument or 
as an official confirmation of any transaction.  The price of shares and the income from them may fall as well as rise.  Past performance is no guarantee of future returns and investors 
may not get back the full amount invested, particularly in the early years.  Exchange rates may also cause the value of underlying overseas investments to go down or up. Investments 
in emerging markets and hedge funds can be more volatile and the risk to capital is greater.  All market prices, data and other information are not warranted as to completeness or 
accuracy and are subject to change without notice.  Some quoted analysis is a resume of data supplied to McLaren Asset Management by some of the world’s leading investment 
houses and although McLaren Asset Management has given its opinion as to how the data can be interpreted, investment should not be embarked upon without full analysis of the 
risks involved and a careful study of the sales prospectus, where applicable.  
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