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DECOMPOSING
LOCAL HOUSE PRICE AND RENT DYNAMICS
IN ENGLAND

Abstract

We identify the determinants of local house price and rent dynamics in England. Employing
panel data for 353 Local Authorities (LAS) ranging from 1974 to 2018 (for house prices) and
1997 to 2018 (for rents), we demonstrate that house prices, rents, and the house price to rent-
ratio respond more strongly to given contemporaneous labor demand shocks in LAs with tight
regulatory constraints and physical barriers to development (i.e., long-term supply constraints).
Our findings are consistent with a model that assumes (i) short-term construction lags and (i)
labor demand shocks that are serially correlated. Conditional on local demand and supply
fundamentals, variables that capture the real economy at macro level are more important in
explaining macro-level house price dynamics than credit conditions. The affordability crisis in
Greater London is chiefly driven by strong and growing demand for housing in conjunction
with tight long-run supply constraints rather than by global investor demand or interest rates.

JEL classification: G12, R11, R21, R31, R52.

Keywords: house price dynamics, labor demand, housing supply constraints,
land use regulation, interest rates, credit conditions.
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