
Two months out from the vote, the debate 
over the EU Referendum is gathering 
momentum. As we flagged in our latest 
residential market forecasts and risk 
monitor, the uncertainty around the 
outcome of the vote will perhaps be more 
keenly felt in the prime London market. The 
fundamental demand and supply imbalance 
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“�Markets are becoming 
more polarised, with 
geographical location 
and price band key 
in determining price 
performance”.
Follow Gráinne at @ggilmorekf

For the latest news, views and analysis  
on the world of prime property, visit  
Global Briefing or @kfglobalbrief
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PRIME PRICE GROWTH EASES IN Q1 
Activity levels were strong across all markets in the first quarter of the 
year as investors and those buying a second property sought to beat 
the April 1st stamp duty deadline. Yet while mainstream prices rose, 
prime prices eased again in Q1, with the localised nature of the market 
becoming even more entrenched.

Key facts April 2016
UK house prices rose by 0.8% in 
March, taking annual growth to 5.7% 

Prime central London prices were 
unchanged on the month, have 
risen by 0.8% over the last 12 months

Prime central London rents fell by 
1% on the year in March, however 
tenancies agreed rose by 12%

Prime Country house prices in 
England & Wales are up 2.4% year-
on-year, while prime Scottish house 
prices were flat on an annual basis 

Annual house price change 

Source: Knight Frank Research / Nationwide
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Prime market update
Prices in prime central London remained 
unchanged in March and are broadly flat on 
the year, up by 0.8%. However, this headline 
figure masks noteworthy variations within 
this relatively small market, as the map 
below shows. While prices in Knightsbridge 
are down 6.8% on the year, values in 
the City of London and its eastern fringe 
are up by 8.1%. As a result of this multi-
speed prime central London (PCL) market, 
Knight Frank has, for the first time, split its 
forecasts for the area, into East PCL and 
West PCL. Our forecasts are available in the 
research library at knightfrank.com. 

There is a similar localised pattern in  
prime outer London, as the map shows.

Economic and housing 
market overview  

which characterises the whole UK market is 
unlikely to be altered whatever the outcome, 
although the market could be affected 
by any second-round effects from any 
slowdown in the UK economy. 

Before the EU Referendum, the English 
Mayoral Election and the Scottish General 
Election will take place on May 5th. Knight 
Frank has prepared documents on all the 
main parties’ housing policies for both the 
Scottish Election and the London Mayoral 
Election – these are available on our blog. 

Price growth in prime 
central London  
Year to March 2016

Source: Knight Frank Research
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Prime country house prices rose by 0.3% 
on average in the first quarter of 2016, 
taking annual growth to 2.4% – down 
from a high of 5.2% in 2014.

The easing of price growth since 2014 
reflects a greater sensitivity to pricing 
from buyers in the prime market following 
successive increases in stamp duty that 
culminated in the changes introduced in 
December 2014.

This was followed by an announcement in 
November 2015 that buy-to-let investors 
and those purchasing second homes 
would be subject to an extra three 
percentage points on the rate of stamp 
duty from April 2016.

While the impact of the initial reform in 
December has been to subdue prices 
as well as activity, in the prime market, 
the November announcement has acted 
as a catalyst for some buyers looking to 
forestall a higher tax bill.

This contributed to a notable rise in 
activity in the first three months of 2016, 
with Knight Frank figures showing a 
24% rise in sales volumes across the 

prime country market compared to the 
corresponding period of 2015.

During this time, activity has primarily  
been concentrated on the sub-£1 million 
market (figure 2), boosted further by a 
growing economy and continued low 
interest and mortgage rates.

Accordingly, sub-£1 million homes 
experienced the strongest price growth, 
rising by over 4% over the last 12 months, 
more in line with the wider housing market. 
In contrast, homes worth £5 million or 
more saw values fall by 2.7% over the  
same period, with the higher transactional 
costs increasingly factored into pricing.

Knight Frank forecasts price growth of 
3.0% on average in 2016. Key town and 
city locations are likely to outperform, as 
the trend for urban living continues to  
grow and more Londoners make the  
move out of the capital.

In the short term, uncertainty surrounding 
the outcome of the EU referendum could 
have an impact on the market, causing 
some buyers to adopt a wait-and-see 
approach until after the vote.

SALES VOLUMES PICK UP AHEAD 
OF STAMP DUTY CHANGE
Prime country house prices have been rising for 13 consecutive quarters.

Key headlines from  
Q1 2016
Prime country house prices rose by 
0.3% in Q1 2016

Annual growth has eased to 2.4%, 
down from a high of 5.2% in 2014

Sub-£1 million homes have outperformed, 
rising by over 4% annually

Sales volumes in the first three months 
of 2016 were up by nearly a quarter 
year-on-year

Knight Frank forecasts price growth 
of 3.0% across the prime country 
market in 2016

FIGURE 1 

Price change 
Annual and quarterly change in prime country 
property values

FIGURE 2 

Prime country sales split by price band 
Q1 2016 v Q1 2015

Source: Knight Frank Research Source: Knight Frank Research
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“ The stamp duty 
announcement in November 
2015 has acted as a catalyst 
for some buyers looking to 
forestall a higher tax bill”.

Follow Oliver at @oliverknightkf

For the latest news, views and analysis 
on the world of prime property, visit 
Global Briefing or @kfglobalbrief

Prime Country House 
Index Q1 2016

Prime Central London 
Sales Index - Mar 2016

Two trends drove demand higher for prime 
central London property in March.

The first was the April deadline for the new 
additional rate of stamp duty. As confirmed 
by Chancellor George Osborne in the 
March Budget, buy-to-let investors and 
second-home buyers will pay an extra three 
percentage points of stamp duty from April 
this year.

The incentive to act before April was one 
of the reasons Knight Frank sales volumes 
in March exceeded last year’s figure. This 
bucked the trend of the first quarter of 2016, 
where volumes were flat in January and 
marginally down in February.

However, the other factor at play is a marked 
slowdown in the rate of annual growth over 
the last 18 months. It is the result of a series 
of tax changes and a preceding period of 
exceptional growth, which is also a topic that 
is increasingly covered by the media.

As a result, there is a growing recognition 
on the part of vendors that the prime central 
London property market is no longer on the 

upwards trajectory it was in the years following 
the financial crisis.

As vendors become more attuned to current 
market conditions and adjust asking prices, 
the effect is to drive demand. Asking prices 
are typically declining by in excess of 10% to 
attract price-sensitive buyers.

Annual price growth in March was 0.8%, 
which is the lowest figure since October 2009, 
when a -3.2% decline was recorded as the 
market found its feet following the collapse of 
Lehman Brothers.

However, as the map on page 2 shows, 
growth is increasingly polarised. In higher-
value western areas around Hyde Park, recent 
tax changes have had more of a dampening 
impact. Meanwhile, the opposite is true in 
traditionally lower-value markets including 
Islington and the City & Fringe.

As a result of this polarisation, Knight Frank 
forecasts a -2% decline in western markets 
and 5% growth in markets east of Mayfair and 
south of the River Thames in 2016.

March 2016
Transaction volumes rose in March 
compared to last year, the first 
increase in 2016

Deals were driven by the 3% stamp 
duty rise in April and double-digit 
declines in asking prices

Annual growth slowed to 0.8%, the 
lowest figure for more than six years

Knight Frank forecasts a -2% decline 
in western markets and 5% growth in 
eastern markets in 2016

Macro View: Bonus season in prime 
central London

TOM BILL 
Head of London Residential Research 

“There is a growing recognition 
on the part of vendors that the 
prime central London property 
market is no longer on the 
upwards trajectory it was in 
the years following the financial 
crisis”  
Follow Tom at @TomBill_KF

For the latest news, views and analysis 
on the world of prime property, visit 
Global Briefing or @kfglobalbrief

PRIME CENTRAL LONDON SHOWS 
SIGNS OF SPRINGTIME MOMENTUM
Lower asking prices and a stamp duty deadline added a sense of impetus 
in March, says Tom Bill

RESIDENTIAL RESEARCH

PRIME CENTRAL
LONDON SALES INDEX

FIGURE 1 
Price growth in prime central London 
Period to March 2016

Source: Knight Frank Research Source: Knight Frank Research

FIGURE 2 
Stronger growth in lower price brackets 
Annual growth in March 2016 by price band
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Although high standards have been used 
in the preparation of the information, 
analysis, views and projections presented 
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the contents of this document. As a general 
report, this material does not necessarily 
represent the view of Knight Frank LLP in 
relation to particular properties or projects. 
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part is not allowed without prior written 
approval of Knight Frank LLP to the form 
and content within which it appears. Knight 
Frank LLP is a limited liability partnership 
registered in England with registered 
number OC305934. Our registered office is 
55 Baker Street, London, W1U 8AN, where 
you may look at a list of members’ names.

ANNUAL GROWTH SLOWS TO ZERO
Since the introduction of LBTT in April 2015, price growth in the  
prime Scottish country house market has slowed

Key facts for  
Q1 2016
Prime prices increased by 0.1% 
between January and March

The annual change in values now 
stands at 0%

Some 62% of all residential sales 
above £1m in Scotland in 2015 
occurred in the first three months  
of the year

Ahead of the Scottish Parliamentary 
Election we have worked with the 
main political parties to produce 
the first comprehensive multi-party 
overview of housing policies

RESIDENTIAL RESEARCH

SCOTTISH COUNTRY 
HOUSE INDEX 

OLIVER KNIGHT 
Senior Analyst

“ Activity in the Scottish country 
house market is generally 
concentrated in the commuter 
belts within an hour of the 
major cities.”

Follow Oliver at @oliverknightkf

For the latest news, views and analysis  
on the world of prime property, visit  
Global Briefing or @kfglobalbrief

Scottish country house prices were 
largely unchanged in the first three 
months of 2016, rising by 0.1%. This 
reflects a lack of urgency among buyers 
in the prime market which continues 
to be constrained by the Land and 
Buildings Transaction Tax (LBTT).

Buyers, especially those at the top end,  
have become more circumspect about 
moving, resulting in a impasse in the  
country house market as it adjusts to 
the new regime.

The extent to which the prime market 
was affected by the introduction of 
the new tax can be seen in figure 2. 
The latest available data from the 
Registers of Scotland shows that 62% 
of all residential sales above £1m in 
Scotland in 2015 occurred in the first 
three months of the year, prior to the 
introduction of the levy.

Ongoing global economic uncertainty, 
potential Brexit fears and concerns  
over the price of oil have also given 
buyers additional cause for concern in 
early 2016.

On an annual basis, prices were 
unchanged compared with a  
year previously.

Some notable deals have been 
completed in this time, but activity has 
generally been concentrated in the 
commuter belts within an hour of the 
major cities.

Ran Morgan, Head of Scotland 
Residential, said: “LBTT remains a 
live issue, though there has been a 
slight added impetus in the first three 
months of 2016 ahead of the proposed 
change on 1 April that will add three 
percentage points to the upfront cost 
of purchasing second homes.”

Ahead of the Scottish Parliamentary 
Election in May, we have worked with 
the main political parties in Scotland to 
produce the first comprehensive multi-
party overview of housing policies 
(page 2). From here it is possible 
to see where the parties agree and 
diverge on how to address the issues 
in the current delivery and usage of 
housing in Scotland.

Housing is high on the agenda for all 
parties with changes to council tax, 
land reform and the private rental 
sector just some of the issues being 
debated in the run up to the vote.

Source: Knight Frank Research / Registers of Scotland

Source: Knight Frank Research
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FIGURE 1 

Prime Scotland price change  
Annual and quarterly price growth
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FIGURE 2 

Scotland: £1m+ residential sales

*Sales grouped by ‘date of entry’ at Registers of  
Scotland database

Prime Scottish Index 
- Q1 2016

band, where prices are up 4% year-on-
year. However across the whole market, 
the increased price sensitivity of buyers has 
partly fed into the slowdown in annual price 
growth from a peak in 5.2% in 2014 to 2.4% 
at the end of Q1 this year. 

Values in the prime Scottish market remain 
unchanged on the year. The introduction 
of the Land and Buildings Transaction Tax 
(LBTT) in April last year has weighed on 
market activity, although there has been a 
pick-up in sales in the first three months 
of the year ahead of the introduction of 
the additional 3% LBTT for additional 
purchases in April. This activity, like much 
of that over the last year to 18 months, has 
been concentrated in urban and commuter 
markets. This is reflected in a slightly higher 
1% annual growth in prime Edinburgh prices.

Rental market
Average UK rents rose by 2.6% in the year 
to the end of February 2016, while they rose 
by 3.8% in London. However prime central 
London rents fell by 1% over the same 
period. This central prime rental market is 
becoming more polarised, partly due to a 
movement of demand from some financial 
services tenants to the east, where rental 

UK Housing Market 
Forecast - Mar 2016
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UK RESIDENTIAL  
MARKET FORECAST

“ Despite a slight slowdown 
in UK economic growth, the 
annual rate of growth is still 
outperforming that in many 
countries in the G8.”

For the latest news, views and analysis  
on the world of prime property, visit  
Global Briefing or @kfglobalbrief

FORECAST OVERVIEW
We last reviewed our UK house price forecast in November 2015.  
At that point, a continued moderation in price growth underpinned  
our predictions for prices. This remains the case, although the market 
faces a number of new challenges.

Headlines March 2016
Policy changes and political decisions 
could weigh on activity and prices  
in 2016

The uncertainty over the outcome of the 
EU Referendum in particular could have 
a dampening impact on the market

Despite new headwinds, the 
fundamentals underpinning the UK 
housing market remain positive

Household incomes are set to grow,  
an interest rate rise is looking more 
remote and demand continues to far 
outstrip supply

The risk that UK interest rates rise more 
rapidly than expected or that the global 
economy suffers a notable slowdown in 
activity remain the biggest threats to the 
UK housing market

Knight Frank Residential Market Forecast March 2016

2015 
(actual)

 
2016

 
2017

 
2018

 
2019

 
2020

 
2016-2020

Mainstream residential sales markets

UK 4.2% 3.9% 4.1% 3.5% 3.1% 4.0% 20.0%
London 12.1% 5.0% 4.5% 3.0% 3.0% 2.5% 19.3%
North East 2.3% 2.5% 2.5% 2.5% 2.0% 3.0% 13.1%
North West 0.6% 2.0% 2.0% 2.5% 2.5% 3.0% 12.6%
Yorks & Humber 0.4% 2.0% 3.0% 3.0% 2.5% 3.0% 14.2%
East Midlands 3.6% 4.0% 3.5% 3.0% 2.5% 4.0% 18.2%
West  Midlands 1.5% 3.5% 3.5% 3.0% 2.5% 4.0% 17.6%
East 2.3% 4.5% 4.0% 4.0% 3.5% 4.5% 22.3%
South East 6.7% 4.0% 4.0% 4.0% 3.0% 4.5% 21.2%
South West 3.8% 4.0% 4.0% 3.5% 3.0% 4.0% 19.9%
Wales 0.7% 3.5% 3.0% 2.5% 2.5% 3.0% 15.4%
Scotland -2.0% 1.5% 2.5% 2.5% 2.5% 3.0% 12.6%

Prime residential sales markets

Prime Central London East* 4.5% 5.0% 5.0% 4.5% 4.5% 5.0% 26.4%

Prime Central London West** -0.6% -2.0% 0.0% 3.0% 4.0% 5.0% 10.2%

Prime Outer London 3.1% 4.0% 4.0% 4.0% 5.0% 5.0% 24.0%

Residential rental markets 

UK 2.5% 2.2% 2.3% 2.3% 2.5% 2.6% 12.5%

Prime Central London East* 1.5% 2.5% 3.0% 3.5% 3.0% 3.0% 15.9%

Prime Central London West** 0.2% 1.0% 2.0% 3.0% 3.0% 3.0% 12.6%

Prime Outer London 0.6% 2.0% 2.5% 3.0% 3.5% 3.5% 15.4%

A number of policy changes and political 
decisions could create headwinds in the 
market this year. These include the 
introduction of the 3% additional stamp 
duty charge for additional homes, the 
Mayoral Elections in London in May and a 
decision on whether the UK should stay in 
the European Union in June.

The uncertainty over the outcome of the 
referendum in particular could weigh on 
activity in the run-up to the vote.

However, the fundamentals underpinning 
the housing market remain positive. Despite 
a slowdown in UK economic growth, the 
annual rate is still outperforming that seen 
in many countries in the G8.

The deposit ‘hurdle’ for those hoping to get 
onto the housing ladder still remains 
significant, and affordability remains a key 
issue in some parts of the market. However, 
household incomes are also set to grow, 

and an interest rate rise is now looking 
more remote, with the first rate rise now 
expected in 2017, keeping mortgage rates 
at record lows for longer.

We have examined this, as well as other 
factors with the potential to impact the 
market, in more detail in our Risk Monitor 
on page 2.

The demand for housing continues to  
far outstrip supply, despite a significant 
pick-up in construction activity. The 
imbalance between supply and demand  
will continue to underpin prices.

Investment in house building is rising, 
especially in light of recent government 
initiatives, but the delivery of new homes  
is still well below the annual totals  
needed to address the shortfall in  
homes, particularly in London and parts  
of southern England.

Source: Knight Frank Research 
*City & Fringe, Islington, Southbank, King’s Cross and Riverside
**Notting Hill, Kensington, South Kensington, Chelsea, Knightsbridge, Belgravia, Hyde Park, Marylebone, Mayfair, St John’s Wood

For the latest news, views and analysis
on the world of prime property, visit

KnightFrankblog.com/global-briefing

GLOBAL BRIEFING

Prices are also performing differently across 
price bands, with properties valued at less 
than £1m and at between £1m and £2m 
rising by 3.3% and 3.2% respectively over 
the last 12 months, compared to a 1% fall for 
properties priced at between £5m and £10m. 

In the prime country market, prices rose by 
0.3% in Q1 underpinned by a flurry of activity 
in the run up to the new stamp duty deadline 
on April 1st, especially in the sub-£1m price 

Price change 
Annual and quarterly change in prime country 
property values

Source: Knight Frank Research
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values are lower and the City financial 
district is closer. Knight Frank forecasts 
annual rental growth of 1% in western 
areas of prime central London and 2.5% 
in markets east of Mayfair and south of the 
River Thames in 2016.

Prime rents in the home counties are up 
1.7% year-on-year.

Rental value growth in the Home 
Counties Q1 2016

Source: Knight Frank Research

1.7%
ANNUAL

0.9%
QUARTERLY

0.6%
SIX MONTHLY

Prime Outer London Annual price growth to end Q1 2016

Source: Knight Frank Research
Battersea covers Battersea Park SW11 areas towards 
Clapham and Wandsworth Commons 
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