
The Bank of England kept interest rates  
on hold at 0.5% again in December, 
marking another full year of ultra-low base 
rates. Economists are not expecting the 
first upward move until later next year.  
All eyes will now be turning to the US to 
see if the Federal Reserve Bank raises 
rates this month. 
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POLICY FOCUS
Annual house price growth continued to moderate across the UK in November, 
with large regional variations in the change in values. Monetary policy was 
unchanged in December, marking another full year of ultra-low interest rates, 
while property taxes for some purchasers are set to be adjusted again.

Key facts  
December 2015
UK house prices rose by 0.1% in 
November, taking the annual change 
to +3.7%

Prime central London prices fell by 
0.3% in November, taking annual 
growth in prices to 0.9%

Average rents in prime central 
London fell by 0.3% on the month, 
taking the annual rise in rents to 1.2%. 
Gross yields are at 2.95%

Households’ expectations for house 
prices remain positive, although there 
are still notable regional variations

Despite the intensifying discussions about 
when interest rates will start to rise, mortgage 
rates are still near record lows as mortgage 
lenders vie for new business. However, with 
additional regulation coming in the form of 
the EU Mortgage Credit Directive from  
March next year, upward pressure may soon 
start to be exerted on home-loan pricing. 

The UK monetary policy landscape may 
remain unchanged for now, but property tax 
policy has been adjusted once again. 

In his Autumn Statement in late November, 
the Chancellor outlined plans for an extra 
3% stamp duty payable on buy-to-let 
investments and second homes in England, 
Wales and Northern Ireland. The detail has 
not yet been issued – the initial consultation 
is due to be published next month. Until this 
happens, it is hard to draw firm conclusions, 
but landlords will likely review their holdings  
in conjunction with the change of policy 
around mortgage interest relief which is 
being phased in from 2017. 

There has been speculation that rents could 
be pushed up as a result of the extra 3% 
stamp duty charge, but competition within 
the local rental market is likely to inhibit any 
sharp rises as landlords will need to stay 
competitive with their near neighbours to 
avoid void periods. Buy-to-let investors  
will also be able to continue offsetting all 
stamp duty against capital gains tax when 
they sell their property. 

In the second homes market, there is likely 
to be a short-term boost to activity as 
buyers look to complete before the rules 
come into force on April 1st 2016. 

Interest rates

Source: Knight Frank Research
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Rental values in prime central London declined for 
the second month in a row in November against 
the background of continued uncertainty in the 
financial services sector and a seasonal end-of-
year decline in demand.

Values fell -0.3%, which meant annual rental 
value growth dipped to 1.2%, which is the lowest 
level since August 2014. Rental yields were flat at 
2.95%.

It follows a peak of 4.2% in May this year as a 
degree of demand moved across from the sales 
market due to uncertainty over taxation and the 
general election.

Since then, nervousness surrounding global 
economic events including the slowdown in 
China means that many companies have reigned 
in relocation budgets and many banks continue 
to cut headcount as part of restructuring plans.

Furthermore, stock levels have risen as more 
owners adopt a wait-and-see approach to pricing 
trends in the sales market, which has tipped 
the balance in the favour of tenants and put 
downwards pressure on rents.

The result is that the number of tenancies started 
has dropped since 2014, though remains above 
the level two years ago. Demand, in the shape 

of new prospective tenants and viewings, is also 
down compared to what was a relatively strong 
2014, though both remain above 2013 levels.

However, demand remains strong in lower 
price brackets and at the super-prime level of 
above £5,000 per week amid uncertainty around 
taxation including recent changes for buy-to-let 
investors and second home purchases.

The result is a three-speed market where 
demand is stronger in higher and lower price 
brackets than it is in the middle.

The changes announced by Chancellor George 
Osborne mean that buy-to-let investors and 
those purchasing second homes will be subject 
to an extra three percentage points on the rate of 
stamp duty from April 2016, which could lead to 
fewer rental properties, which would put upwards 
pressure on rental values.

November also saw the release of Knight Frank’s 
global tax report, which showed London was in 
the middle of the pack compared to other major 
global cities in relation to prime property tax and 
holding costs. The latest changes appear unlikely 
to alter this position materially.

November 2015
Rental values fell -0.3% in November  
as part of a seasonal slowdown

Annual rental value growth dipped to 
1.2%, against a background of a weak 
financial services sector

Rental yields were flat at 2.95%

Latest stamp duty changes unlikely to 
materially alter London’s tax status 
versus other global cities

Macro View: The timing of a Bank of 
England rate rise

TOM BILL 
Head of London Residential Research 

“The result is a three-speed 
market where demand is 
stronger in higher and lower 
price brackets than it is in the 
middle.” 
Follow Tom at @TomBill_KF
 

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

A THREE-SPEED LETTINGS MARKET 
EMERGES IN PRIME CENTRAL 
LONDON
Rental values declined in November as the year-end approached and financial 
services companies continued to cut budgets and staff, says Tom Bill
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FIGURE 1 
Rental value growth in prime central London

Source: Knight Frank Residential Research Source: Knight Frank Residential Research

FIGURE 2 
Lettings demand moderates (rebased to 100)
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“ Regional differences 
in pricing and 
price growth are 
unlikely to unwind 
significantly in 
2016, although the 
improving economic 
and employment 
picture, especially 
in the regions, will 
underpin pricing.”

UK RESIDENTIAL MARKET FORECAST
Last year we correctly anticipated a slowdown in UK house price 
growth in 2015. While the market may end the year slightly ahead of our 
predictions, a continued moderation in price growth underpins our  
latest forecast.

Headlines  
November 2015
Cumulative growth in UK prices will 
total 20.3% in the five years to the end 
of 2020

In the prime London and prime 
country markets higher transaction 
costs will continue to weigh on activity 
and price growth in 2016 as the market 
absorbs stamp duty

Prime central London prices are 
forecast to rise by 2% in 2016 and by 
20.5% cumulatively by 2020

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 
risks to the UK housing market

As always national average performance 
disguises large regional variations that still 
characterise the UK market. 

Values are growing more strongly in the 
South of England (particularly London  
and the South East) compared to slower 
growth in the North of England, Scotland 
and Wales. 

These regional differences are unlikely to 
unwind significantly in 2016, although the 
improving economic and employment 
picture, especially in the regions, will 
underpin pricing. This is reflected in our 
House Price Sentiment Index which we 
produce with Markit Economics. 
Households in every region of the country 
expect the value of their home to increase 
over the next 12-months.

Interest rates continue to play a key role in 
the market. While capital values will continue 
to be supported by ultra-low interest rates, 
the discussion has now turned to when, not 
if, the Bank of England will start to raise 
rates; markets are pricing in a rise in the 
second half of 2016. However, as we 
highlight in our Risk Monitor on page 2, the 
Bank is most likely to act cautiously when 
increasing the base rate. 

The current ultra-low base rate, alongside an 
increased appetite for lending among banks, 
has led to record-low mortgage rates, and 
mortgage lending has risen during 2015. The 
flip-side of this trend however, is that the 
best mortgage rates are generally only 
available to those who have access to 
sizeable deposits or equity.

While there are now more mortgage deals 
available to those with only a 5% deposit –  
a trend which will continue into 2016, the 
MMR mortgage rules mean that clinching  
a mortgage deal will continue to be 
challenging for some, especially for first- 
time buyers.

Activity in the market has stabilised at 
around 100,000 transactions a month, 
although it is interesting to note that the cut 
in stamp duty for homes worth less than £1.1 
million in December last year and the 

definitive General Election result failed to 
produce an increase in activity. 

This was closely linked to a lack of stock on 
the market, particularly second-hand stock. 
A lack of available homes to buy will likely 
continue to put a floor under pricing in 2016. 
There is now even more emphasis on the 
delivery of new homes, and while levels of 
housebuilding have picked up in recent 
years, the supply of new-build dwellings is 
still far below Government targets.

Prime markets
The prime London property market faced a 
number of headwinds in 2015, led by the 
increase in stamp duty. Higher transaction 
costs will continue to weigh on activity and 
price growth in 2016 as the market absorbs 
the new rates.

There is a degree of nervousness 
surrounding global economic events  
and some reticence following exceptional 
price growth in some markets in recent 
years. These factors, combined with the 
Mayoral election in May, will continue to 
weigh on demand.

However, the strength of the UK’s economic 
recovery, continued supply constraints and 
the diminishing likelihood of a near-term rate 
rise means price growth will remain positive 
next year.

The turning point for the prime country 
property market occurred in early 2013, as 
prices started to edge upwards. By June 
2014 annual growth had reached 5.2%.

However, since then the rate of growth has 
slowed, partly due to uncertainty 
surrounding the election but also because 
the top end of the market is adjusting to 
stamp duty reform.

Prices remain 14% below their 2007 peak. 
The price differential between most prime 
markets and the capital is likely to underpin 
price growth in 2016.

As the economy continues to recover and 
house prices outside of London show further 
growth, the trend for more London buyers to 
move will gain traction, boosting the ripple 
effect from the capital.
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Which factors are important when choosing a rental property? 
% of respondents who identified each factor

Sector Overview

Price growth in prime central London 
by area in the year to November 2015

Good schoolsClose to
work/study

Good transport
links

Good local
shops

Close to network
(friends & family)

Affordable Good amenities
(gym etc) 

52%

47%

39%
36% 35% 33% 11%

1% Don’t know | 10% None of these

The Treasury is examining how to ensure 
that large-scale investors in the private 
rented sector are exempt from the 
additional stamp duty, a signal of  
its support for this part of the market. 
Knight Frank research suggests 
investment in this sector could treble by 
2020, as shown on page 1.

Looking to the future for house prices, 
Knight Frank forecasts cumulative 20.3% 
growth across the UK and 20.5% in prime 
central London to the end of 2020. 

How the private rented sector has grown Changing Housing Tenure

Source: Knight Frank Research / DCLG
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The growth of the rental sector in recent 
years is highlighted in Knight Frank’s 
Tenant Survey, the largest survey of its 
kind ever conducted, with more than 
5,000 respondents. 

The survey shows that the main priority 
for tenants looking for a new property is 
proximity to work or study, followed by 
being close to good transport links, as 
shown above. However this result was 
reversed for tenants living in London, with 
71% of tenants in the capital identifying 
proximity to transport as a priority.

The market in prime central London has 
started to show signs of absorbing last 
December’s change to stamp duty, with 
vendors responding to price sensitivity 
among buyers. Underlying demand is 
strong however, with a rise in viewing 
numbers in the prime central market 
in recent months. However the market 
remains localised in terms of price 
movements, as shown in the map.

Average values in the prime English 
country homes market rose by 0.7%  
in Q3, to take annual growth to 2.7%, 
while prime prices in Scotland up by  
0.6% on the year. 

Average rents across the UK rose by 
2.7% in the year to the end of Q3, while 
rents in prime central London are up by  
1.2% year-on-year. 

Source: Knight Frank Tenant Survey 2015/16

Source: Knight Frank Research
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