
UK housing and  
economic overview
House price growth continued to slow in 
the last quarter of 2014, a process which 
is expected to continue this year. Knight 
Frank forecasts growth of 3.5% for UK 
house prices this year.

There are various factors at play in the 
market at present, not least the recent 
reform of stamp duty which has cut 
thousands of pounds off the cost of buying 
for many purchasers of homes worth less 
than £1 million. This could boost activity 
levels in the short-to-medium and, coupled 
with the relatively healthy jobs market, is 
likely to help underpin buyer sentiment. 

The outlook for interest rate rises has 
also changed in recent months. Low 
inflation figures out this month, with CPI 
at 0.5%, against a target of 2% – largely 
as a result of falling fuel prices, mean that 
the likelihood of rate rises in the coming 
months is receding rather than growing, 
with some economists arguing that the 
central bank may not actually make their 
first move until 2016.

Mortgage rates have also fallen in recent 
months, with five-year fixed-rate deals 
at less than 2.4% available to some 
borrowers with a 40% deposit. 

Despite the drop in mortgage rates, 
lenders are still requiring larger deposits, 
and the more onerous MMR mortgage 
rules are also making it more difficult for 
some to get a loan, especially if they have 
varying levels of income. This trend is 
certainly curbing any exuberance in the 
market. In addition, the strong performance 

Key facts  
January 2015
UK house prices rose by 7.2% in 
2014 – broadly in line with Knight 
Frank’s 7% forecast

Prime central London prices rose  
by 5.1% in 2014, after a 0.1% decline 
in December

The value of prime country houses 
in England climbed by 3.4% in 2014, 
after a 3.1% rise in 2013

Knight Frank forecasts moderate 
price growth for the UK in 2015
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“ Limited wage growth 
and funding issues  
mean affordability 
constraints remain in 
the mainstream market, 
especially in London and 
the South East.”
Follow Gráinne at @ggilmorekf

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

GRÁINNE GILMORE 
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STEADY START TO 2015
Price growth continues to ease in most parts of the residential market as 
limited wage growth and mortgage constraints rein in the rise in values. 
Meanwhile in prime central London there are signs that the changes in stamp 
duty are starting to be absorbed. Gráinne Gilmore examines the latest data.

of the UK economy in comparison to 
most other developed countries in 2014, 
wage growth has been minimal over the 
last few years. Average wages rose by 
1.8% in the 12 months to April 2014, 
and is only forecast to rise to 2.1% in the 
next 12 months. While annual pay rises 
are eventually tipped to climb to 4%, this 
won’t be until 2017-2018 according to the 
Office for Budget Responsibility. 

FIGURE 1  

First-time buyer affordability index 
(Gross house price to earnings ratio) 

Source: Nationwide 
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FIGURE 2 Elections and monthly residential transactions (England & Wales)

Source: Land Registry
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Low inflation has helped keep household 
incomes relatively steady, but depressed 
wage growth means that affordability 
constraints remain, especially in markets in 
London and the South East. 

The General Election could also impact 
some buyers’ purchasing intentions. In past 
election years, transaction levels have not 
unduly deviated from their average levels in 
the months around polling day as shown in 
figure 2.
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Price growth in the prime country house 
market lost some of its momentum in the 
latter half of 2014, with property values 
increasing by just 0.5% during the second 
half of the year. This compares to growth of 
nearly 3% over the first six months of 2014.

The annual change in prime property prices 
in 2014 was 3.4%, in line with our forecast 
for the year. The countdown to the 2015 
general election, tighter mortgage lending 
and the prospect of an interest rate rise, all 
contributed to slower price growth in the 
second half. 

More restrained price growth in recent 
months reflects what has happened in the 
mainstream market, with the Nationwide 
House Price Index having eased for the 
fourth consecutive month in December.  
Any slowdown in the wider market is likely 
to have an impact on buyer sentiment in  
the prime markets.

In spite of more moderate prices rises, 
market activity has remained robust.  
The number of prime country house sales 
completed by Knight Frank in 2014 was 
3% higher than the previous year and 24% 
higher than in 2012, indicating that demand 
remains strong.

Reforms to stamp duty, announced by 
Chancellor George Osborne during the 
Autumn Statement, sparked a flurry of 

activity in early December as prime 
property buyers looked to move ahead 
of the rate change. Under the new rules, 
buyers of homes valued at more than 
£937,500 face higher stamp duty charges. 

As a result, December 3rd, the day prior to 
the new rules coming into force, was the 
busiest day of 2014 for the prime country 
market in terms of transactions levels.

It is possible that the prime sector of the 
market may take some time to absorb the 
changes as a result of the higher upfront 
cost of moving, with harder negotiations 
between buyers and vendors likely.

Prime country house prices are still trading 
at a large ‘relative’ discount to prices in the 
capital having experienced several years 
of static or modest growth since the end of 
the financial crisis and prime prices remain 
16% below the previous market peak.

As figure 2 shows, price performance is 
increasingly dependent on property type. 
While the average cottage increased in 
value by 6.8% in 2014, manor houses rose 
by just 1.4%.

We are forecasting average price 
growth of 2% across the prime country 
market in 2015, but do not rule out some 
areas of outperformance, especially in 
key commuter towns.

PRIME COUNTRY HOUSE PRICES 
CLIMB 3.4% IN 2014
Prime country house prices rose for an eighth consecutive quarter 
between October and December, the longest run of uninterrupted price 
growth since 2007. Oliver Knight examines the latest figures.

Results for Q4 2014
Prime country house prices increased 
by 0.2% in the final quarter of the year, 
after a 0.3% rise in Q3

Annual growth for 2014 was 3.4%, 
in line with our forecast for a 3.5% 
increase in prices over the course of  
the year

The number of prime country house 
sales in 2014 was 3% higher than  
in 2013

Prime country house prices are forecast 
to increase by 2% in 2015

FIGURE 1 

Quarterly and annual prime  
country price growth

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

FIGURE 2 

Prime country: Annual price change 
by property type

-6%

-4%

-2%

0%

2%

4%

6%

QUARTERLY
ANNUAL

Q4 Q1 Q2 Q3Q2Q3 Q4 Q4Q1
2012 2013 2014

3.4%6.8%
1.4%

FARMHOUSECOTTAGE
MANOR
HOUSE

RESIDENTIAL RESEARCH

PRIME COUNTRY 
HOUSE INDEX

OLIVER KNIGHT 
Residential Research

“ The 0.2% price increase took 
the annual change in prime 
property prices in 2014 to 
3.4%, in line with our forecast 
for the year.”

Follow Oliver at @oliverknightkf

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

Prices in prime central London softened for the 
second consecutive month in December against 
an increasingly unpredictable political backdrop.

A decline of -0.1% was smaller than the 
-0.2% registered in November and annual 
growth eased to 5.1%. Though the annual rate 
was the lowest in five years, prices have risen 
52% over that period.

At the start of December, Chancellor George 
Osborne increased stamp duty for properties 
above £937,500 in a move designed to 
outmanoeuvre his political opponents five 
months from the general election.

Following a spike in transactions before the 
new system came into effect at midnight on 3 
December, there has been a period of tougher 
negotiation between buyers and vendors that 
in some instances has led to prices adjusting 
downwards slightly to account for the new 
higher charge.

Some sellers and buyers opted to split the 
difference between the old and new charges 
and overall there has been minimal evidence 
to date of deals falling through.

Firstly, it indicates how likely the prime central 
London market is to absorb the changes in 

the short to medium term.

The market has reacted in a largely level-
headed manner to previous similar changes, 
including a rise in stamp duty to 7% from 5% 
for properties over £2 million in March 2012. 
Despite negative forecasts at the time, prices 
have since grown 17% in the £2 million to £5 
million price bracket, as figure 2 shows.

Second, there has been a debate surrounding 
the taxation of high-value residential property, 
including the proposed mansion tax, for more 
than five years. The composed initial reaction 
to the stamp duty changes and the fact annual 
growth has been moderating for three years 
indicate the market has priced in some form of 
political intervention.

However, that is only true up to a point and 
uncertainty remains over the possibility of 
further property taxes after the election. After 
December’s stamp duty changes and an 
OECD report this month showing UK property 
taxes as a proportion of total tax revenues are 
already the highest in the world, the case for 
further property taxation is significantly weaker 
than it was in November.

DECEMBER 2014
Prices declined -0.1% in December, 
which meant annual growth slowed to 5.1%

Annual growth is the lowest in five years 
but prices have risen 52% since the 
end of 2009

The market has begun to absorb stamp 
duty changes and in some instances 
prices have moderated slightly to 
reflect the new charges

Prices have risen 17% since the last 
time stamp duty rates were raised for 
high-value properties

OECD report findings raise questions 
over the viability of further property 
taxation in the UK

TOM BILL 
Head of London Residential Research 

“The composed initial reaction 
to the stamp duty changes 
and the fact annual growth 
has been moderating for three 
years indicate the market has 
priced in some form of political 
intervention.” 
Follow Tom at @TomBill_KF

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

THE PRIME CENTRAL LONDON 
MARKET STARTS TO ABSORB 
STAMP DUTY CHANGES
The restrained initial reaction to December’s stamp duty changes 
suggests the market had been braced for some form of political 
intervention, says Tom Bill
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PRIME CENTRAL
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FIGURE 1 
Prime central London price growth in 
December 2014

Source: Knight Frank Residential Research Source: Knight Frank Residential Research
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FIGURE 2 
Price and transaction growth following 
the march 2012 stamp duty changes

Prime Central London 
Sales Index Dec 2014
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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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However this year, the outcome of the 
election will have more significance for 
buyers towards the top end of the market, 
with Labour pledging to push ahead with an 
annual “mansion tax” on properties worth 
more than £2m, despite the recent reform of 
stamp duty which has increased the cost of 
buying a home worth more than £1m.

Prime markets 

Prime Central London prices slipped for the 
second consecutive month in December, 
taking the annual change in prices to 5.1%. 
This is the lowest annual rate of growth 
since the end of 2009, but prices have 
risen by a cumulative 52% since that point. 
There is evidence that the market is already 
starting to absorb the higher rates of stamp 
duty introduced in December, although there 
have been tough negotiations on some 
transactions, and evidence of buyers and 
sellers agreeing to split the difference on the 
new, higher, stamp duty charge. There is 
still some uncertainty in the market however 
over the possible introduction of a mansion 
tax, and this is unlikely to abate until the 
Election is decided. 

Rental growth in prime central London hit 
a three-year high at the end of 2014 as the 
uncertainty in the sales market boosted 
activity in the private rented sector. Rents 
rose by 3.3% last year, and are forecast to 
climb by 3.5% this year. 

FIGURE 3 Quarterly and annual prime  
country house price growth

Source: Knight Frank Residential Research
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Average prices in the prime country house 
market rose by 3.4% during 2014, after 
a strong start to the year. This is broadly 
in line with our forecast for 3.5% growth 
in prices last year. Activity levels in this 
market have picked up strongly over the 
last two years, with transactions up 24% 
since 2012. There are signs that given the 
“relative discount” available on country 
properties compared to London, demand is 
set to remain strong. 

Meanwhile in Scotland, prime country 
house values rose by 1% in the final quarter 
of 2014, after the political clarity provided 
by the result of the Referendum. However 
there are still hurdles ahead for the market 
in Scotland as the new Land and Buildings 
Tax, due to come into force in April, is much 
more onerous than the new stamp duty 
regime. Yet this could also mean a flurry of 
activity in the housing market between now 
and then. 

The Edinburgh market continues to lead 
from the front, with a 0.5% rise in prices in 
the final quarter of 2014, taking the annual 
rate of price growth to 4.2%. 

FIGURE 4 Price growth in 
prime central London 
by area in the year to 
December 2014
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