
UK housing and  
economic overview
The reform of stamp duty comes after years 
of lobbying for a move away from the “slab 
structure”, which meant the whole value of 
a house was taxed according to what  
stamp duty bracket it fell into. The 
new system, which came into force on 
December 4th, is a “progressive” tax, 
like income tax, which means each part 
of the value of the house is taxed at the 
appropriate rate (as shown opposite).

Key facts  
December 2014
UK house prices rose by 0.3% in 
November, with the annual rate of 
growth slowing to 8.5%

Prime central London property 
values dipped by 0.2% in November; 
the annual rate of growth dropped  
to 6.1%

Rents in prime central London  
were flat in November, but up 3.3% 
year-on-year

A comprehensive reform of  
stamp duty in England & Wales  
has been introduced
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UK RESIDENTIAL 
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“�It will now be difficult  
to suggest that high 
value properties are not 
taxed enough.”
Follow Gráinne at @ggilmorekf

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

GRÁINNE GILMORE 
Head of UK Residential Research

COUNTDOWN TO THE ELECTION
The Chancellor fired the starting gun for the UK General Election campaign 
during last week’s Autumn Statement, responding to years of lobbying for 
a wholesale transformation of the stamp duty rules for residential property. 
Meanwhile house price momentum continues to ease, and the Bank of 
England has calculated the impact that rising interest rates will have on 
households, and the economy. Gráinne Gilmore examines the latest data.

The move reflected the changes announced 
in Scotland several months ago. However, 
whereas Scotland announced rates (which 
will come into force from April next year) 
where anyone buying a home worth around 
£254,000 will pay more under the new 
system, the Chancellor chose a ‘break-
even’ point of £937,500 – making sure that 
the vast majority of purchasers would be 
paying less money in stamp duty under the 
new system. The timing of the move cannot 
be ignored – it is likely to provide a fillip to 
sentiment as parties gear up for the  
General Election. 

Buyers in Scotland will pay the new rates 
announced by the Chancellor until their 
new rates come into force next year. 

Policymakers in Scotland also reformed the 
stamp duty regime for land and commercial 
property, whereas the new rates announced 
in the Autumn Statement only refer to 
residential property in the rest of the UK.

Under the new rules, buyers of higher value 
homes now face higher stamp duty charges, 
as examined in our Tax Update. It is possible 
that this sector of the market may take some 
time to absorb the changes, with harder 
negotiations between buyers and vendors 
likely, especially in these first few weeks 
after the introduction of the new rules. 

However, the changes could actually serve 
to provide more certainty on the outlook for 
this part of the market. With a top rate of 
12% stamp duty, it will be difficult for Labour 
or the Liberal Democrats to imply that these 
properties are not highly taxed enough – a 
key tenet of their arguments for a “mansion 
tax”, something which has been weighing 
on sentiment in the prime markets. 

Meanwhile, average house prices in 
November continued to rise across the  
UK, but at a much slower pace than in 
recent months. According to Nationwide, 
average annual price growth was 8.5%  
in November, down from 11.8% in June. 
There have been suggestions that the cut  
in stamp duty may serve to boost prices,  
as sellers factor the decreased purchase 
costs into their sale price. 

The new stamp duty rates 
Percentage paid in each price band

Source: Knight Frank Residential Research
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For the latest news, views and analysis
on the world of prime property, visit

KnightFrankblog.com/global-briefing

GLOBAL BRIEFING

For the first time in two years the Global 
House Price Index came close to falling into 
negative territory. Muted growth in the third 
quarter comes on the back of jitters over the 
global economy, a lingering malaise in  
Europe and, in the US, a slower-than-
expected housing recovery. 

Ireland now tops our rankings, having 
languished at the foot of the table for most  
of 2009 to 2012. Prices increased by 15%  
in the year to September but remain 39% 
below their pre-crisis peak in 2007.

Ireland isn’t the only country to see a 
remarkable turnaround in fortunes over the 
last 12 months (figure 2). Spain and the UK 
have also seen an upturn, albeit in Spain’s 
case this translates into a slower rate of 
decline as opposed to positive price growth. 
Hong Kong and Dubai, by comparison, have 
seen price growth slow.

Dubai mainstream residential prices fell by 
5.2% in the three months to September – the 
emirate’s first quarterly decline in prices in 
the last four years. The current mismatch 
between demand and supply is behind the 
fall. Residential sales have fallen sharply in 
recent months and there is a steady stream of 
new schemes reaching completion, which in 
turn is exerting downward pressure on prices.

Results for Q3 2014
The Knight Frank Global House Price 
Index increased by 3.3% in the 12 
months to September 2014

Ireland tops the annual rankings  
with prices rising 15% on average  
year-on-year

Dubai recorded its first quarterly 
decline in four years, with prices falling 
5.2% between June and September

In China, 58 of the 70 cities tracked 
recorded a decline in house prices 
over the 12-month period to September

No country has recorded an annual 
fall in house prices in excess of 10% 
for three consecutive quarters

KATE EVERETT-ALLEN 
International Residential Research

“ Ireland now tops the 
rankings, having languished 
at the foot of the table for 
most of 2009 to 2012.”

Follow Kate at @keverettkf

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

SLOWDOWN IN GLOBAL HOUSE 
PRICES CONTINUES
With price growth in Dubai and much of Asia slowing, the Knight Frank 
Global House Price Index has lost its main engines of growth resulting in 
a rise of just 0.1% in the third quarter of 2014. Kate Everett-Allen looks 
at the reasons behind the index’s weak performance.

RESIDENTIAL RESEARCH

GLOBAL HOUSE  
PRICE INDEX

FIGURE 1 Global performance  
Aggregate change in global house prices* 
(weighted by GDP)

FIGURE 2 

What a difference a year makes… 
Annual % change

Source: Knight Frank Residential Research 
* Q3 result = provisional. Excludes those countries that have yet to 
report data for Q3 2014
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Fewer countries are reaching the heights 
of double-digit price growth but it’s not 
all bad news. No country has recorded 
an annual fall in house prices in excess 
of 10% for three consecutive quarters 
suggesting a slight convergence in the 
performance of the 54 housing markets 
tracked (figure 3).

China’s slowdown continued with 58 
of the 70 cities tracked by the National 
Bureau of Statistics recording price falls 
in the year to September; two cities saw 
prices stay the same and ten recorded 
price increases. The city of Xiamen saw 
the strongest annual rise of 4.9%. 

In the US, the price of a single-family 
home increased by 4.8%, down on last 
quarter’s figure of 6.2%. Miami is the key 
city bucking the national trend, with prices 
rising by 10.3% year-on-year.

Analysis by world region shows the Middle 
East recorded the strongest price growth 
(9.5%) in the year to September. Quarterly 
analysis shows all the world regions to be 
borderline anaemic with South America – 
the top performer recording 1.6% growth. 
This was due predominantly to Brazil and 
Colombia’s steady performance over the  
three-month period.
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Not only is the outcome of next May’s 
general election uncertain, it is unclear 
whether the era of two-party politics in the 
UK is coming to an end.

Against this backdrop of heightened political 
uncertainty, with opinion polls indicating 
that a majority government is the least likely 
outcome after the election, demand in the 
prime central London residential market has 
become more restrained.

Prices fell -0.2% in November, which was 
the first drop since October 2010 and meant 
annual growth eased to 6.1%. Discounting 
a minor dip in the second half of 2010 due 
to concerns over the euro zone, November 
marked the end of a run of growth that lasted 
five and a half years, during which time prices 
rose 73%.

It is difficult to rank individual reasons for the 
decline in order of importance, but anecdotally 
they appear to include the looming UK general 
election, the proposals for a mansion tax and 
the impact of capital gains tax reform for non-
residents.

The conclusion must be that prices have 
softened in prime central London due to the 
magnitude of the cumulative uncertainty 

rather than the quantifiable extent of the risks.

However, short-term or domestic risks don’t 
obscure London’s wider appeal. Whatever 
happens in 2015, for example, London will 
retain a competitive advantage versus New 
York, where residents are taxed on their global 
income.

Neither should buyers overlook the long-term 
potential for price  performance of prime 
central London property which, as figure 
two shows, has been exceptionally strong 
through past elections.

Price declines in November included a -2.3% 
fall in Notting Hill, due to weaker demand in the 
£5 million to £10 million price bracket, a family 
house market that is more reliant on domestic 
demand than other areas of central London.

Elsewhere, prices in South Kensington fell 
1.2%. Though more buyers are adopting a 
wait-and-see approach to pricing, the most in-
demand and well-priced properties are selling 
quickly.

There were declines of less than 1% in 
Kensington, Islington and Marylebone, while 
prices were flat in the three golden postcodes 
of Belgravia, Knightsbridge and Mayfair.

NOVEMBER 2014
Prices fell -0.2% in November, which 
resulted in annual growth easing to 6.1%

Prices have risen 73% in the five and 
a half years since the last low-point in 
March 2009

Notting Hill and South Kensington 
recorded monthly declines of 2.3% 
and 1.2% respectively

More buyers are adopting a wait-and-
see approach on pricing but the best 
properties are still selling quickly

Prices were flat in Belgravia, 
Knightsbridge and Mayfair and declined 
by less than 1% in Kensington, 
Islington and Marylebone

TOM BILL 
Head of London Residential Research 

“Prices have softened in prime 
central London due to the 
magnitude of the cumulative 
uncertainty rather than the 
quantifiable extent of the risks.” 
Follow Tom at @TomBill_KF

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

PRICES DIP IN PRIME CENTRAL 
LONDON AS BUYERS SEEK VALUE
As political uncertainty intensifies ahead of next May’s general election, 
demand has become more restrained and some buyers are betting on a 
pause in price growth, says Tom Bill
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PRIME CENTRAL
LONDON SALES INDEX

FIGURE 1 
Growth eases in prime central London

FIGURE 2 
House prices on general election day 
The rising value of a prime central London 

property worth £1 million in May 1979

Source: Knight Frank Residential Research Source: Knight Frank Residential Research
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TAX UPDATE

The main change announced by the 
Chancellor is the creation of a new stamp 
duty structure which came into immediate 
effect at midnight on 3 December. 

Instead of the historic slab structure, stamp 
duty is now a progressive tax, more in line 
with income tax.

Those purchasing a residential property 
will now pay no stamp duty on the first 
£125,000 of property’s value, 2% on the 
amount between £125,000 and £250,000, 
5% on any additional amount up to 
£925,000, 10% between £925,000 and £1.5 
million and 12% on everything above that.

The changes mean that those buying homes 
worth up to £937,500 will pay less stamp 
duty than under the old slab structure. 
However above this value, buyers will be 
paying more, although there is a small 
anomaly between £1.01 million and £1.11 
million, where under the new regime buyers 
will still pay less tax.

Removing the slab structure of the old form 
of stamp duty will remove distortions in 
the market. A more progressive form of tax 
means that many more first-time buyers and 
home movers will be paying less duty when 
they buy a home, easing the pressure on 
saving the funds needed for a deposit. This 
could help ease progression up and down 

the property ladder. This measure, coupled 
with Help to Buy, will make it more affordable 
to buy a home, and we believe policymakers 
now need to turn their attention to supply – 
making sure there are enough new homes to 
meet demand across the country.

For more expensive homes, tax bills will rise, 
and this effect will be noticed particularly in 
London, a region that already contributes 
42% of stamp duty revenue in England and 
Wales. The new rates are likely to increase 
this contribution and mean that the London 
region is contributing in an even more 
disproportionate manner to tax revenues. 
Some 86% of transactions of more than 
£937,500 last year took place in London  
and the South East.

The Government is expecting to take a hit to 
its stamp duty receipts as a result of the new 
measure. Last year it collected £6.4 billion in 
stamp duty on house sales alone. It expects 
overall stamp duty receipts, including stamp 
duty paid on commercial property, to rise in 
the years to come, but says that the measure 
will cost £760 million in receipts next year and 
£840 million in 2016-17.

While the majority of homebuyers in the UK 
will see immediate savings as a result of the 
new regime, the upper end of the market will 
see costs rise.

CHANGES TO UK RESIDENTIAL 
PROPERTY TAXATION
The UK’s Autumn Statement on 3 December introduced a number of 
revisions to existing residential property taxation. In this note we assess  
the key points and consider the potential impact on the market.

The Changes, 
December 2014
Progressive stamp duty system 
replaces the previous slab structure 
and becomes less expensive for  
properties under £937,500

Stamp duty will rise for more 
expensive homes, a change that will 
disproportionately impact London, 
which already contributes 42% of 
stamp duty revenue in England  
and Wales

New system raises questions over  
the feasibility of a Mansion Tax, which 
could be watered down or discarded 
as a result

It is the latest in a series of tax 
changes that mean London is in 
the middle of the pack in terms of 
property taxation across major  
world cities

The Chancellor also announced 
increased charges for both properties  
held as ‘enveloped dwellings’ and 
non-dom residents

Source: Knight Frank Residential Research 

FIGURE 2 

New versus old How new progressive stamp duty rates compare to the old ‘slab’ system
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FIGURE 1 The new stamp duty rates 
Percentage paid in each price band

Source: Knight Frank Residential Research
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Prime central London prices:  
Annual % growth 

Global House Price 
Index Q3 2014

economists conclude that its findings “do 
not imply that gradual increases in interest 
rates from their current historically low 
levels will have unusually large effects on 
household spending.” 

Prime markets 

Prices in prime central London declined in 
November for the first time since October 
2010, although values are still up by 6.1% 
year-on-year. The change in sales and rental 
prices is examined by local area in the latest 
London Map.

Source: Bank of England
*Results for borrowers and savers within each income quintile are aggregated.

Impact of a 1 percentage point rise 
in rates on income and spending  
(by income quintile*)
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IMPACT ON POST-TAX INCOME

IMPACT ON CONSUMPTION
VIA CASH-FLOW EFFECT

Prime central London prices have grown 
by 73% since the market trough in 2009, 
but are now reflecting the uncertainty in the 
market as the run-up to the General Election 
starts in earnest. The new stamp duty rates 
are likely to have an impact on negotiations 
in the prime markets in the coming weeks 
and months, and there could be some 
adjustment of prices to take account of the 
new regime. However, as referred to earlier, 
the stamp duty charges significantly impact 

the arguments for a “mansion tax”, and could 
result in the idea being watered down, or 
discarded completely. 

Prices in the prime country market were up 
4.7% in the year to the end of Q3 2014, but 
the rate of growth has slowed in the second 
half of this year. Despite this, the “ripple 
effect” on prices, emanating from London 
and the South East, has been evident in 
activity in the £1 million plus market, as 
examined in the latest Prime Country Review.

Meanwhile, more detail has emerged on 
how the new capital gains tax charges for 
non-resident property sellers will work. It 
confirmed that residential property owners 
who are ‘non-resident’ in the UK will pay 
CGT at 18% or 28% on any gains arising 
after April 2015 when they sell their property. 
For more details, read the full CGT update. 

UK rents rose by 1.5% in the year to 
October, while prime London rents remained 
unchanged in November. Rents in the Home 
Counties remained broadly unchanged in  
the year to the end of Q3 2014.

However, it is likely that the boost to prices 
may be minimized by macro-economic 
concerns. Any re-pricing effects that do 
filter through are likely to be most noticeable 
around the old “sticking points” of the slab 
structure, where sellers were tempted to cut 
their asking price to make sure it fell below 
the old stamp duty thresholds, e.g. £250,000 
or £1 million.

In its latest publication, the Bank of England 
has assessed the impact of interest rate 
rises. In a move which could be seen as a 
significant step in preparing the country for 
a change in monetary policy, it analyses the 
impact of varying levels of rate increases 
across the country by region and by age  
and income. 

While older people are expected to benefit 
from base rate rises, given they are more 
likely to have savings, the Bank finds that 
higher income households could be most 
adversely affected by a sudden rate rise, 
as they are more likely to have higher levels 
of borrowing. However, overall the Bank 
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