
UK housing and  
economic overview
The annual rate of house price growth eased 
again in May, down to 4.6% from 5.2% in 
April according to Nationwide. This compares 
to annual growth of 11.1% seen in May last 
year, as shown in the chart below. 
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“�For home buyers with 
a sizeable deposit at 
their disposal, monthly 
mortgage costs have 
never been less expensive, 
but barriers to climbing 
onto the property ladder 
still remain.”
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

STEADY AS SHE GOES 
The General Election result delivered confidence to the housing market, 
and while activity is rising, price growth remains relatively steady so far. 
The rental market is moving much more quickly, with prime London rents 
climbing at the fastest annual pace since 2011, and average UK rents 
growing at the strongest rate in two years. Gráinne Gilmore examines 
the latest data.

The Nationwide index is based on 
mortgages approved, so is a first indication 
of trends after the results of May’s General 
Election. While average prices rose month-
on-month, there was little sign of a large 
bounce in prices, although it is expected 
that in the months to come, the certainty 
provided by the election result could help 
underpin steady price growth. 

House price growth eases 
Annual change in house prices, UK 

Source: Macrobond 
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Future house price expectations steady 
House Price Sentiment Index, May 2015, UK

Source: Macrobond 

0

50,000

100,000

150,000

200,000

250,000

300,000

350,000

400,000

450,000

20
13

20
10

20
07

20
04

20
01

19
98

19
95

19
92

19
89

19
86

19
83

19
80

19
77

19
74

19
71

19
68

19
65

19
62

19
59

19
56

19
53

30

35

40

45

50

55

60

65

70

75

80

May-15May-14May-13May-12May-11May-10

Prices
rising

Prices
falling

No
change

General
Election

Mortgage rates fall 
Bank of England, average mortgage rates, 
5-year fix, 75% LTV

Source: Macrobond 

0

50,000

100,000

150,000

200,000

250,000

300,000

350,000

400,000

450,000

20
13

20
10

20
07

20
04

20
01

19
98

19
95

19
92

19
89

19
86

19
83

19
80

19
77

19
74

19
71

19
68

19
65

19
62

19
59

19
56

19
53

2.0%

3.0%

4.0%

5.0%

6.0%

7.0%

8.0%
Ap

r-1
5

Ap
r-1

4

Ap
r-1

3

Ap
r-1

2

Ap
r-1

1

Ap
r-1

0

Ap
r-0

9

Ap
r-0

8

Ap
r-0

7

Ap
r-0

6

2.9%

Key facts June 2015
UK house prices rose by 0.3% in 
May, but annual growth slows to 4.6% 

Prime central London prices rose  
by 0.3% in May, and at an annual rate 
of 2.3%

Prime central London rents climbed 
by 4.2% year-on-year

House Price Sentiment Index eases 
in May, suggesting no immediate 
‘post-election bounce’

The lack of an immediate boost to prices 
being provided by the General Election 
was also signalled in the latest House Price 
Sentiment Index (HPSI), the monthly market 
indicator produced by Knight Frank and 
Markit Economics. This showed that while 
households across the UK expect the future 
value of their home to rise, the election 
result did not prompt a jump in the pace 
at which they expect prices to increase, as 
shown in the previous chart. 

The overall outlook for the UK economy is 
relatively benign in the short to medium-
term. The prospect of interest rate rises still 
seems some time away as inflation hovers 
close to zero. Indeed, for home buyers with 
a sizeable deposit at their disposal, it has 
never been cheaper to service a mortgage, 
with some five-year fixed-rate deals at 
under 2%, and average rates around 3%.

However, these deals are not so plentiful 
for those with smaller deposits. Add to 
this the new mortgage rules which make 
it trickier to get a home loan, as well as 
affordability issues, and it is clear there 
are still obstacles for some buyers trying 
to climb onto the housing ladder, although 
there is also support in the form of 
government interventions such as stamp 
duty reform and Help to Buy. 

https://twitter.com/ggilmorekf
http://www.knightfrankblog.com/global-briefing/
https://twitter.com/KFGlobalBrief
http://www.knightfrank.co.uk/research/prime-central-london-sales-index-may-2015-2939.aspx
http://www.knightfrank.co.uk/research/prime-central-london-rental-index-may-2015-2940.aspx
http://www.knightfrank.co.uk/research/knight-frank-and-markits-house-price-sentiment-index-hpsi-may-2015-2910.aspx
http://www.knightfrank.co.uk/research/knight-frank-and-markits-house-price-sentiment-index-hpsi-may-2015-2910.aspx
http://www.knightfrank.co.uk/research/knight-frank-and-markits-house-price-sentiment-index-hpsi-may-2015-2910.aspx
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Several weeks after the general election 
produced a majority government and eliminated 
the possibility of a ‘mansion tax’, annual growth 
in prime central London is lower than at any point 
since before the general election in 2010.

Though prices grew 0.3% in May, an annual 
increase of 2.3% is the lowest since November 
2009.

This relatively low level of growth underlines the 
gap between the expected impact of the result 
and the reality of a property market still digesting 
a series of tax changes.

Despite the fact annual growth continued to 
slow in May, it is worth noting that six-month 
and quarterly growth were at their highest point 
in 2015, suggesting the current slowdown is 
bottoming out, as figure 2 shows.

One of the key reasons growth remains subdued 
is the market is still absorbing increases to stamp 
duty for properties worth more than £1 million. 
The changes came into effect in December but 
activity has slowed since the start of the year due 
to the election.

The stamp duty change came on top of a series 
of other tax revisions including to capital gains 
tax and the annual tax on enveloped dwellings. 

All of which followed an exceptional period of 
growth during the financial crisis. It underlines 
how the notion of a sudden return to double-
digit annual growth or any sense of ‘business as 
usual’ is unfounded.

There has undeniably been a release of pent-
up demand in recent weeks but while some 
vendors may expect an ‘election premium’, 
buyers have not responded in a similar way.

The number of new prospective buyers spiked 
in the week after the election following a lull 
during election week. However, new property 
inspections, a lead indicator of supply, have 
risen by a greater degree than the number of 
new prospective buyers since January, as figure 
1 shows, an imbalance that will weigh on asking 
prices. 

Furthermore, against the background of 
affordability concerns in the wider London 
market, high-value property is still subject to 
political measures. Reform of the council tax 
system and the abolition of the more arcane 
aspects of the non-dom rules are two areas of 
potential focus. Additionally, the referendum 
on EU membership and the London mayoral 
elections in 2016 are further areas of uncertainty.

MAY 2015
Annual increase of 2.3% in May was the 
lowest in five and a half years

Rising six-month and quarterly growth 
suggest slowdown is bottoming out

Pent-up demand has been released 
but new demand has not spiked 
following the election

Buyers are still digesting the stamp 
duty increases that came into effect in 
December

Key risks remain against the 
background of affordability concerns in 
wider London market

TOM BILL 
Head of London Residential Research 

“The notion of a sudden return 
to double-digit annual growth 
or any sense of ‘business as 
usual’ is unfounded” 
Follow Tom at @TomBill_KF

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

NO POST-ELECTION REBOUND 
FOR PRICES IN PRIME CENTRAL 
LONDON
The general election result removed the prospect of a ‘mansion tax’ but 
any short-term price rally is unlikely, says Tom Bill

RESIDENTIAL RESEARCH

PRIME CENTRAL
LONDON SALES INDEX

FIGURE 1 
Supply outpaces demand in prime 
central London (rebased to 100)

FIGURE 2 
Price growth slowdown bottoms out

Source: Knight Frank Residential Research

-1

0

1

2

3

4

5

6

7

8

9

M
ay

-1
4

Ju
n-

14
Ju

l-1
4

Au
g-

14
Se

p-
14

O
ct

-1
4

N
ov

-1
4

De
c-

14
Ja

n-
15

Fe
b-

15
M

ar
-1

5
Ap

r-1
5

M
ay

-1
5

05
/0

1/
15

19
/0

1/
15

02
/0

2/
15

16
/0

2/
15

02
/0

3/
15

16
/0

3/
15

30
/0

3/
15

13
/0

4/
15

27
/0

4/
15

11
/0

5/
15

26
/0

5/
15

40

60

80

100

120

140

160

180

200

Source: Knight Frank Residential Research

  New prospective buyers   Inspections

General election

 Annual growth
 Six-month growth 

Prime Central London 
Sales Index May 2015
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UK RESIDENTIAL  
MARKET FORECAST

“ Don’t assume the election 
result means political risks 
have disappeared for the 
prime London market.”

Follow Liam at @LiamBaileyResi

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

LIAM BAILEY 
Global Head of Research

HOUSING FORECAST OVERVIEW
The Conservative Party’s recent surprise election victory has led to a 
spate of frothy house-price forecasts. The reality is likely to be more 
sober, argues Liam Bailey

Headlines May 2015
Our immediate post-election  
forecast review has left our existing 
five-year forecast largely unchanged, 
our risk monitor however has 
undergone a substantial overhaul

Cumulative growth in UK prices will 
total a little over 18% in the five years 
to the end of 2019

While political risk for the prime 
London market has fallen, affordability 
constraints and rising stock volumes 
will limit price growth in the near term

UK rents and prime central London 
rents will rise 2.2% and 3.5% 
respectively in 2015

Interest rate rises and the risk of a 
renewed global economic slowdown  
remain the biggest risks to the UK 
housing market

Knight Frank Residential Market Forecast May 2015

2014 2015 2016 2017 2018 2019 2015-2019

Mainstream residential sales markets

UK 7.2% 3.5% 2.5% 3.0% 4.0% 4.0% 18.2%

London 17.8% 3.5% 4.0% 5.0% 5.5% 5.5% 25.8%

South East 10.6% 5.0% 3.0% 3.5% 5.0% 5.0% 23.4%

South West 8.0% 4.0% 2.5% 3.0% 4.5% 4.0% 19.3%

East Anglia 9.8% 4.5% 3.0% 3.5% 4.5% 5.0% 22.2%

East Midlands 6.0% 3.5% 2.0% 2.5% 4.0% 4.0% 17.0%

West Midlands 6.8% 3.5% 2.0% 2.5% 4.0% 4.0% 17.0%

North East 4.4% 3.0% 2.0% 2.0% 3.0% 3.5% 14.2%

North West 3.8% 3.0% 1.5% 2.0% 3.5% 3.5% 14.2%

Yorkshire & Humber 1.5% 3.0% 2.0% 2.0% 3.5% 3.5% 14.8%

Wales 1.4% 3.0% 2.0% 2.5% 4.0% 4.0% 16.5%

Scotland 4.2% 3.5% 2.5% 3.0% 4.0% 4.0% 18.2%

Prime residential sales markets

Prime Central London 6.7% 1.0% 4.5% 5.0% 5.0% 6.0% 23.3%

Prime Outer London 10.5% 3.0% 5.5% 5.0% 5.0% 5.0% 25.8%

Residential rental markets 

UK Mainstream 2.0% 2.2% 2.3% 2.3% 2.4% 2.4% 12.1%

Prime Central London 4.0% 3.5% 3.3% 3.3% 3.0% 3.0% 17.1%

Prime Outer London 0.5% 4.0% 3.3% 3.0% 2.8% 2.8% 16.8%

Source: Knight Frank Residential Research

We last reviewed our UK house-price 
forecast in February. At that point, despite a 
slowing economy, we left our outlook for 
modest future growth unchanged. Since then 
forward-looking economic indicators, such 
as our own House Price Sentiment Index, 
have begun to tick upwards.

A majority win for the Conservative Party at 
the General Election on 7 May, means fears 
of weak government for the next five years 
have, in the short-term at least, disappeared. 
In light of this, and allied to improvements  
in economic and consumer sentiment, we 
have revisited our forecast for UK house-
price growth.

However, with the exception of moving the 
prediction for our Prime Central London 
Index from 0% to +1% in 2015 (there appears 
sufficient momentum in central London to 
deliver modest positive growth this year), we 
have held firm on our view for other markets 
for the moment. We will be reviewing our 
figures again in June, following the Queen’s 

Speech, and with the benefit of a month’s 
post-election market activity.

The risk from higher interest rates, and 
therefore potential future affordability 
pressures, global economic risks and the 
uncertainty surrounding the outcome of the 
promised UK referendum on EU membership 
by 2017, collectively mean we don’t foresee 
an immediate upswing in UK price growth 
above our existing forecast.  

Although our view on prime London prices 
has turned positive, we are monitoring the 
volume of new housing supply, especially 
new-build, which has the potential to weigh 
on price growth.

In terms of key risks, while we have 
downgraded the impact of political risk,  
we remain mindful that the previous 
Conservative-led administration was arguably 
the most activist in recent history regarding 
high-value property taxation. But interest rate 
and global economic uncertainty in our view 
remain the key risks for house prices.

Prime Country House 
Review Summer 2015

UK Housing Market 
Forecast - May 2015

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

Source: Knight Frank Residential Research

The Wealth Report 
2015

Prime markets 

Prices in prime central London eased to 
the slowest rate of annual growth in May 
than at any time since late 2009. However, 
the six-monthly and quarterly rates of 
growth, both at 0.7%, hit the highest level 

Rents are rising  
Annual rental growth, %, Great Britain

Source: ONS 
20152014
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General election

since the beginning of 2015, suggesting 
that the slowdown in price growth may be 
bottoming out. 

While confidence has returned to the 
market after the election, the number of 
inspections – the pre-cursor to instructions 
to sell – have risen faster than the number 
of new applications, as shown in the 
chart to the left, suggesting that supply 
is more than keeping pace with demand. 
This could weigh on the rate of growth in 
the coming months. Growth also remains 
localised across the prime central London 
market as shown on the map below. 

Prime country home prices across 
England and Wales rose by an average of 
2.5% in the year to March, while values in 
Scotland rose by 1.2%. 

Meanwhile, new research in Knight 
Frank’s latest Prime Country Review, 
shows that location really can boost value 
– with homes situated in National Parks 
commanding an average price premium 
of 43% compared to properties in the 

surrounding county. Houses in Areas of 
Outstanding Natural Beauty command an 
even higher 48% price premium. For more 
details, read the Prime Country Review in full.

Rental markets
Prime central London rents continued to 
climb in May, reaching 4.2% annual growth. 
Average rents across the country are also on 
an upward trajectory as demand for rental 
accommodation remains strong. 

http://www.knightfrank.co.uk/research/prime-central-london-sales-index-may-2015-2939.aspx
http://www.knightfrank.co.uk/research/prime-central-london-sales-index-may-2015-2939.aspx
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http://www.knightfrank.co.uk/research/uk-housing-market-forecast-may-2015-2899.aspx
http://www.knightfrank.co.uk/research/uk-housing-market-forecast-may-2015-2899.aspx
http://www.TheWealthReport.net
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