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About this book
This tutor2u Microeconomics Economics Awareness Book provides a series 
of structured activities designed to help A level Economics students develop 
their understanding of the broader economic context. Questions in A Level 
exams can require students to have a strong background awareness of key 
markets and industries, without always providing that information directly 
in the exam paper. This booklet has been carefully designed to fill that gap, 
allowing students to independently develop their “cultural capital”. It is 
suitable for all A level Economics students.
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The UK Housing Market
Activity 1 | Key terms
Select the correct key term from the list below to match each definition: 

First-time buyer

Tracker Mortgage

Let-to-Buy

Property Bubble

Conveyancing

Mortgage

Loan-to-Value (LTV)

APR

Estate Agent

Social Housing

Mortgage Deposit

Buy-to-Let

Landlord

Stamp Duty

Housing Association

Fixed-Rate Mortgage

Variable-Rate Mortgage

Tenant

Capital Gains Tax

Owner-Occupied Housing

1 A loan that is used to finance the purchase of a house, usually over 25 years. ___________

2 A type of housing tenure in which the person owns the home in which they live. _____________

3 A type of tax that is paid by the purchaser of a house; the amount paid in tax is linked to the price paid for the  
 house. ______________

4 The name given to someone who owns a property and then rents it out to someone else. ___________

5 A not-for-profit organisation that exists in order to provide social housing, usually to people on low-income or  
 with specific caring needs. _____________

6 A person or company whose jobs involves managing the purchase/sale or rental of property. _______________

7 The branch / type of law that deals with the paperwork and administration involved in buying and selling   
 property. _______________

8 The description of someone who is buying a property for the first time, and therefore has no other property to  
 sell. _______________

9 An amount of money that goes directly towards the cost of purchasing a property; usually a proportion of the  
 “asking price” of a property. The mortgage covers the remainder of the amount owed. ____________

10 The name given to someone who rents a property from a landlord. ______________

11 A type of mortgage in which the interest rate is set and does not change for the entire length of the mortgage.  
 ______________

12 The tax charged on the profit earned when an asset is sold i.e. the tax on the difference between the initial   
 purchase price of the asset and the price at which it is subsequently sold. _______________

13 A financial ratio used by lenders (i.e. mortgage providers) to represent the size of a mortgage in relation   
 to the value of a property; usually, the lower this ratio, the lower the rate of interest charged on the loan.   
 ______________

14 A type of mortgage in which the interest rate can change, usually according to pre-agreed terms and conditions.  
 ___________________

15 A process by which someone purchases a property with the intention of then making it available for rental 
 purposes. _____________
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16 A process by which someone rents out a property that they own in order to build up a stream of income   
 that can then be used to purchase a different (usually bigger / more valuable) property. _______________

17 The generic title given to housing provided either directly by the government or a not-for-profit organisation for  
 low-income households or people who have additional requirements / specific caring needs. _______________

18 A significant increase in the value of housing / property, usually caused by strong demand often for speculative  
 reasons or herd-behaviour. ______________

19 A type of variable-rate mortgage in which the rate of interest follows the movements of another interest rate,  
 usually the base rate / Bank Rate. ________________

20 The annual percentage rate is the total amount of interest paid annually on the total loan amount i.e. the yearly  
 cost of borrowing. _____________

Activity 2 | Renting or buying?
Read the short case study below and then use the information provided as well as your own economic knowledge to 
answer the questions that follow.

According to research by PWC, an accountancy and consulting firm, just 40% of Londoners will own their 
own home by 2025 with the remainder choosing to rent a home instead. This is a sharp reversal of the 
picture in 2000, when 60% of Londoners owned their own home (either outright or with a mortgage). This 
change is true nationally (a predicted 14.5% increase in renters from 2001 to 2025), but most pronounced in 
London (a 24.4% rise). Home ownership peaked in the UK in 2003, with 71% of households having purchased 
their home rather than renting it. Much of this was fuelled by the 1980s Thatcher government policy of 
Right-to-Buy in which people were able to buy the social housing in which they lived, and the significant 
liberalisation of financial markets which increased the availability of mortgages. Throughout the 1990s, many 
people paid off their mortgages and therefore owned their houses outright. That meant that by 2001, just 
2.3m households rented their home. By 2014, though, that had increased to 5.4m, and is projected to rise to 
7.2m by 2025.

One of the most important reasons for this change to “Generation Rent” is the high, and increasing, cost of 
home ownership. House prices in many parts of the country are simply too high and therefore unaffordable, 
especially as many banks and building societies require a larger deposit following the excess lending that 
contributed to the 2007-2008 Financial Crisis. This increase in the size of the required deposit has offset the 
fall in mortgage affordability due to persistently low UK interest rates. Young people will be hit the hardest, 
with only 26% of those currently aged 20-39 owning their own homes in 2025 compared with 64% of people 
born in the 1960s and 1970s who owned their own homes by the age of 35. A second important reason for 
the change is that the construction of new homes has failed to keep up with a rising population.

There are several impacts of this movement from home ownership to home rental. One key disadvantage 
is that young people are struggling to build wealth; in 2016, the average first-time buyer will have spent 
£52,900 in total on rent. However, rents are also rising more slowly than house prices, and roughly in line 
with median wage growth. The average monthly rental cost outside of London is £740, and £1,510 in 
London. The PWC report notes that government policy on housing will need to adapt as a result of these 
national changes, for example by encouraging tenancy agreements that are longer than the typical 6 or 12 
month arrangements, and by ensuring that there is more family-sized property available to rent.

Source: http://www.telegraph.co.uk/finance/property/property-market/12157946/Generation-Rent-London-to-become-a-city-of-renters-by-2025.html
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1

2

a  2001 to 2014

b  2014 to 2025

Question 1

State and explain two possible reasons why home ownership in the UK was so high in 2003.

Question 2

Calculate the percentage increase in the number of households renting their homes from:

Question 3

Explain why UK house prices have continued to rise despite a slowdown in demand for house purchase. You 
could use a demand and supply diagram in your answer.

Question 4

Analyse the likely impact on wealth inequality of the trends described in the extract. 
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Question 5

Explain why ‘building wealth’ is important.

Question 6

Calculate the proportion by which rents in London are higher than those outside of London.

Question 7

As an extension exercise, read this 2019 report on housing from PWC and write a short 
summary of the key facts, figures and trends in the space below:
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Activity 3 | How do we measure house prices?

Average UK house price. January 2005 to October 2019
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Source: https://www.ons.gov.uk/economy/
inflationandpriceindices/bulletins/houseprice
index/october2019 

a Study the chart above showing the UK’s House Price Index from 2005 to 2019, and then describe the data 
 in the space provided:

b Where does the ONS find its data for calculating the House Price Index (HPI)?

c Which types of property transaction are excluded from the HPI calculation?

Follow this URL and read the information provided in order to answer the questions that 
follow 
https://www.gov.uk/government/publications/about-the-uk-house-price-index/about-
the-uk-house-price-index 
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i)

ii)

d Why does the ONS use a “geometric mean” rather than an “arithmetic mean” when calculating average house  
 prices in the UK?

h Visit the House Price Index Tool website (http://landregistry.data.gov.uk/app/ukhpi) and 
 summarise the latest data available on UK house prices.

g Identify 2 other UK “average house price” measures and explain how they are different from the official HPI.

e Why does the ONS use a “three-month moving average” when calculating the HPI?

f Why is the HPI data used by the ONS “subject to revision” when considering the last two months?
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Activity 4 | Regional house price differences

Figure 1 – median property prices (on transaction) in the UK and London

UK
London

Annual house price rates of change, UK and London
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Source: https://blog.ons.gov.uk/2018/05/23/why-are-london-house-prices-falling/ 

a Distinguish between a median and a mean, as techniques for calculating averages.

c Describe what the data in Figure 1 shows.

b Why might economists decide to calculate an average by using the median rather than the mean?

d What factors might explain the features of the data shown in Figure 1?
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Figure 2 – median property prices (on transaction) in the UK and London

Source: Zoopla Research

e Find out what is meant by a price-to-earnings ratio for the UK housing market.

f How might a company such as Zoopla forecast future likely house prices?

g Why do you think that the price-to-earnings ratio in London is so much higher than the price-to-earnings 
 ratio in Glasgow?
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