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The resilient consumer 
Following the doldrums of 2022 where real wage erosion descended to 3%, real wage growth is back. Latest Office for 
National Statistics (ONS) figures demonstrate that wages grew in real terms by 1.4% between July and September 
20231, and with October’s inflation print falling sharply to 4.6% we estimate that real wage growth will strengthen 
further at the next release in December. 

Considered alongside the UK’s healthy buffer of excess savings which remains near record highs, and house prices 
falling by over 5% in some areas of the country, we believe that this supports the case for home ownership over rental. 
In fact, rent inflation continues to persist and is far less sensitive to shifts in interest rates. Even at the peak in this 
interest rate cycle, rental costs as a  percentage of income remain higher than mortgage costs as a percentage of 
income, and we believe that the ongoing mortgage price war amongst the market’s largest lenders will see this figure 
fall further into 2023 and beyond (figure 1). 
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Source: Citi as at 13 October 2023.

Source: Bloomberg as at 31/10/2023 unless otherwise stated.

1Source: Office for National Statistics. Average weekly earnings in Great Britain: November 2023

Throughout 2023, investors have been hard pushed to evade the relentless media negativity 
surrounding inflation, interest rates, and what this means for the UK consumer. With this in mind – 
let’s take a minute to think about what areas of the market have generated the greatest returns 
year to date?

What was top of your list? Consumer staples as an established defensive haven? Perhaps basic resources, a typical 
inflation hedge? Both wrong. 

It will surprise many investors that one of the greatest contributors to UK equity performance this year (behind only 
energy) have been consumer discretionary businesses, with the housebuilders in particular returning 8% vs the 
market’s benign 0.25%. 

We cannot underplay the long-term significance of higher interest rates considering 133,000 mortgages are repricing 
every month, at an average cost of £288 per month to mortgage holders. 

With 1.6 million mortgages set to reprice next year, investors are clearly concerned about the impact of higher interest 
rates. Many of the housebuilders are reiterating this theme operationally, with general consensus that volumes in 2024 
will be challenged. But with the sector very well capitalised, and many of the constituents boasting large and attractive 
land banks, we believe that it is time to build a case for the housebuilders…
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Figure 1: UK rental costs to income vs mortgage costs to income
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Cyclical recovery in demand
Affordability has undoubtedly been tight and this has fed through to corporate earnings, which are arguably at trough 
levels as sector average profit before tax (PBT) has retrenched c 60% since 2019. But many of these businesses are in 
net cash positions. This headroom facilitates the flexibility to invest opportunistically supported by healthy land banks – 
in the residential property developer Bellway’s case comprising of nearly 100,000 plots. 

Labour costs are falling caused by an abundance of bricklayers, and building materials are beginning to moderate after 
several years of covid induced inflation. These themes go some way to offset the enhanced price incentives that 
housebuilders have been forced to adopt and should support margins in the years ahead. Admittedly, volumes next 
year will be lower, but our view is that the sector will remain profitable given the low debt levels, improving 
affordability, and the potential of a new government emphasising the criticality of home building. 

Structurally, net immigration remains at eye-watering levels with the figure hitting 745,000 in 2022, a calendar year 
record (figure 2). This has mainly been driven by non-EU nationals seeking employment in the UK, and has resulted in a 
1% population increase between mid-2022 and mid-2023 – the largest such increase since 1962. This feeds into the long-
term undersupply of housing in the island nation of the UK. 

Historical housing need is estimated at around 250,000 new homes per annum versus current supply trending sub-
200,000. These estimates are based on a more moderate immigration figure so are likely to be understated, thus an 
attractive industry demand dynamic is emerging.

Figure 2: Net migration of non-EU, EU, and British nationals in the UK,
between year-end June 2012 and year-end June 2023
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Source: ONS as at 23 November. 

The information provided should not be considered a recommendation to purchase or sell any particular security.  
It should not be assumed that any of the securities discussed here were or will prove to be profitable.
Source: Bloomberg as at 31/10/2023 unless otherwise stated.



Cheaper than cheap? 
The UK remains historically cheap according to several metrics, and the house builders are no exception. At present, 
the sector is valued on a 12 month forward price/book ratio of around 1x, compared to the long term average of 1.4x 
and peak mid-cycle multiple of 2x (figure 3)2. 

Yes, volumes will be challenged next year, but as pricing and affordability improve for homebuilders and customers 
respectively, earnings momentum could begin to unlock some of this potential. A selective allocation to housebuilders 
in our view presents attractive opportunity. Both to participate in the cyclical recovery though 2024/2025, and the 
long-term structural growth story thereafter, in some cases at a present discount to book assets.
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Figure 3: UK Housebuilders forward price/book ratio 
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2Source Citi as at 13 October 2023.

A selective allocation to 
housebuilders in our view 
presents attractive 
opportunity to participate in 
both the cyclical recovery 
though 2024/2025 and the 
long-term structural growth 
story thereafter.

04



Important information

© 2023 Martin Currie Investment Management Limited.

This information is issued and approved by Martin 
Currie Investment Management Limited (‘MCIM’), 
authorised and regulated by the Financial Conduct 
Authority. It does not constitute investment advice. 
Market and currency movements may cause the capital 
value of shares, and the income from them, to fall as well 
as rise and you may get back less than you invested.

The information contained in this document has been 
compiled with considerable care to ensure its accuracy. 
However, no representation or warranty, express or 
implied, is made to its accuracy or completeness. Martin 
Currie has procured any research or analysis contained 
in this document for its own use. It is provided to you 
only incidentally and any opinions expressed are subject 
to change without notice.

This document may not be distributed to third parties. 
It is confidential and intended only for the recipient. 
The recipient may not photocopy, transmit or otherwise 
share this document , or any part of it, with any other 
person without the express written permission of Martin 
Currie Investment Management Limited.

This document is intended only for a wholesale, 
institutional or otherwise professional audience. Martin 
Currie Investment Management Limited does not intend 
for this document to be issued to any other audience 
and it should not be made available to any person who 
does not meet this criteria. Martin Currie accepts no 
responsibility for dissemination of this document to a 
person who does not fit this criteria.

The document does not form the basis of, nor should 
it be relied upon in connection with, any subsequent 
contract or agreement. It does not constitute, and may 
not be used for the purpose of, an offer or invitation to 
subscribe for or otherwise acquire shares in any of the 
products mentioned.

Past performance is not a guide to future returns.

The distribution of specific products is restricted in 
certain jurisdictions, investors should be aware of 
these restrictions before requesting further specific 
information.

The views expressed are opinions of the portfolio 
managers as of the date of this document and are 
subject to change based on market and other conditions 
and may differ from other portfolio managers or of the 
firm as a whole. These opinions are not intended to be 
a forecast of future events, research, a guarantee of 
future results or investment advice.

Please note the information within this report has been 
produced internally using unaudited data and has not 
been independently verified. Whilst every effort has 
been made to ensure its accuracy, no guarantee can be 
given.

The information provided should not be considered 
a recommendation to purchase or sell any particular 
strategy / fund / security. It should not be assumed that 
any of the securities discussed here were or will prove 
to be profitable.

It is not known whether the stocks mentioned will 
feature in any future portfolios managed by Martin 
Currie. Any stock examples will represent a small part 
of a portfolio and are used purely to demonstrate our 
investment style. 

Risk warnings – Investors should also be aware of the 
following risk factors which may be applicable to the 
strategy shown in this document.

•  Investing in foreign markets introduces a risk where 
adverse movements in currency exchange rates could 
result in a decrease in the value of your investment. 

•  This strategy may hold a limited number of 
investments. If one of these investments falls in value 
this can have a greater impact on the strategy’s value 
than if it held a larger number of investments.

•  Smaller companies may be riskier and their shares 
may be less liquid than larger companies, meaning 
that their share price may be more volatile.

Martin Currie Investment Management Limited, registered in Scotland (no SC066107),  
2nd Floor, 5 Morrison Street, Edinburgh EH3 8BH 

Tel: (44) 131 229 5252   Fax: (44) 131 228 5959   www.martincurrie.com 

Authorised and regulated by the Financial Conduct Authority. Please note that calls to the above 
number and any other communications may be recorded.

Important information


