UK housing market faces uncertain outlook amid fiscal tightening and government investment
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Last week’s pre-Budget speech by Chancellor Rachel Reeves marked a distinct moment in how the government is preparing the public for upcoming fiscal measures, particularly affecting the housing market. Unlike the usual ‘(dis)organised leak’ approach seen in recent years, Reeves’ frank discussion of “hard choices” signalled a clear, albeit implicit, expectation of tax rises, potentially including income tax increases, despite prior manifesto commitments. This candid acknowledgment of the economic realities reflects the UK’s mounting public debt, currently standing at around £2.9 trillion or 95% of GDP, with debt interest alone consuming one-tenth of every taxpayer’s pound. Against such a backdrop, any Chancellor aiming to balance the books will likely need contributions from working households, even if that means tougher financial conditions for mortgage borrowers and prospective homebuyers. Reeves' emphasis on rebuilding fiscal credibility while rejecting austerity appears designed as much to assure financial markets as to communicate honestly with voters.
For many borrowers and potential buyers, this message introduces uncertainty at a time when easing affordability pressures had brought cautious optimism in 2025. Mortgage approvals, a key indicator of housing market momentum, rose to 65,944 in September, the highest monthly figure since December 2024, according to Bank of England data. This uptick, surpassing economist forecasts, suggests resilient consumer demand despite looming tax hikes expected in the forthcoming Budget. Concurrently, broader consumer credit grew annually by 7.3%, its fastest pace since last October, supported by an unexpected 0.5% rise in retail sales. These trends imply tentative strengthening in consumer spending, though analysts warn that the fiscal tightening planned by Finance Minister Reeves might temper this momentum next year.
Lenders, too, appear increasingly competitive; data from mortgage technology provider Twenty7Tec reveals a record-breaking 28,835 mortgage products currently on offer. This competition, coupled with a period of falling swap rates despite a steady Bank Base Rate, has nudged mortgage interest rates lower. The average rate paid on newly drawn mortgages fell to 4.19% in September, the lowest since January 2023, according to figures from the Bank of England. Such dynamics hint at a market cautiously regaining footing as the last quarter progresses, though industry insiders suggest that this may partly reflect year-end tactical pricing decisions aimed at meeting pipeline and completion targets rather than a full-scale revival.
Nevertheless, the market's apparent buoyancy contrasts with the mindset of many prospective buyers. Research from eXp UK indicates that nearly half of first-time buyers have paused their homebuying plans until after the Budget announcement, not in anticipation of short-term fiscal incentives like a stamp duty cut but in hope of more substantive, long-term reforms that improve housing affordability. Their primary hurdles remain the size of the deposit and the lack of sufficient government support schemes. With affordability still challenged by the prospect of higher income taxes and potential rent increases, especially if forthcoming legislation such as the Renters’ Rights Act leads to rent hikes, saving for deposits may become even more difficult.
Against these mixed signals, mortgage advisers face the difficult task of guiding clients through a complex and evolving landscape. Bob Hunt, chief executive of Paradigm Mortgage Services, notes that while borrowers and sellers seek clarity, much remains unresolved ahead of the Budget scheduled for 26 November. The focus, he advises, should remain on what clients can afford today, rather than speculative changes in the near future. In this sense, Reeves’ upfront acknowledgement of fiscal challenges has at least provided a degree of certainty, of sorts, though clarity for the broader housing market remains elusive.
On the supply side, the government is making significant, if longer-term, investments to address housing shortages and improve affordability. Earlier in 2025, Chancellor Reeves announced an additional £10 billion in funding for housing development in England, aiming to stimulate private sector involvement alongside the existing £39 billion ten-year affordable housing programme. This commitment aligns with the Labour administration’s broader goal to accelerate construction and deliver 1.5 million new homes by the end of the parliamentary term. Part of this strategy includes a £2 billion pledge to build up to 18,000 affordable homes starting in 2027, with completion expected by 2029, a timeline that underscores the long lead times typical in the housing sector. These initiatives also encompass investments to tackle construction skills shortages, aiming to train 60,000 workers by 2029.
While these measures are promising in addressing the chronic undersupply that has pushed average house prices to 7.7 times the average full-time income in 2024, they do little to alleviate immediate affordability pressures. Temporary tax incentives for first-time buyers and lower-priced homes are also set to expire soon, potentially removing some support from the market just as tax burdens increase.
In summary, the UK housing market in late 2025 is positioned at a crossroads. Mortgage approvals and lending activity show signs of cautious recovery, backed by competitive lending and slightly eased borrowing costs, yet prospective buyers remain frustrated by persistent affordability challenges and await clearer policy direction. The government’s commitment to significant investment in housing supply signals a long-term vision, but near-term fiscal tightening, including probable income tax increases, risks dampening disposable incomes and slowing demand. Advisers and consumers alike face a holding pattern until the Budget details are unveiled, balancing hope for reform with the sober realities of economic constraints.
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