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UK RESIDENTIAL
MARKET UPDATE
POLICY & PROPERTY
The EU Referendum is starting to dominate most discussions about the
economy and the real estate sector, however other policy changes have
had a notable impact on the residential market in recent weeks, with
transactions reaching a record high in March.

Key facts May 2016
House prices rose by 0.2% in April,
taking the annual average rise in
prices across the UK to 4.9%
Prime central London prices
remained unchanged in April, with
an annual growth rate of 0.5%
Average UK rents are up by 2.6%
on the year in March, and by 3.7%
in London

Economic and housing
market overview

The key change has been the introduction
of the extra 3% stamp duty payable for the
purchase of additional homes. The rule came
into force on April 1, and as a result there was
a rush of activity in March as buyers sought
to complete their purchase and thereby avoid
paying the extra tax. This took transaction
levels to a record high. As can be seen from
the chart below, such sharp increases usually
unwind in the following months, and this is
what we expect to see in May and June.

The EU Referendum is starting to dominate
most discussions about the UK economy,
but it is worth listening to the mood music
emanating from the economy.
A slowdown in activity has led several key
economic and business bodies to revise
down their forecasts for GDP.
The CBI has said that the UK economy will
grow by 2% this year and next, down from
its previous forecast for 2.3% growth in 2016
and 2.1% in 2017, while the IMF now expects
2.2% growth in both years.

Yet even as activity levels start to normalise,
the horizon period for low interest rates
seems to be expanding, with some in the
markets not pricing in a rate rise until 2020.
Low mortgage rates will continue to underpin
pricing, alongside the continuing imbalance
between housing supply and demand.

The forecasts assume that the UK stays in the
European Union, so they reflect underlying
trends. However, there is an argument that
the “wait and see” approach currently being
taken by many businesses and investors in
the run up to the vote on June 23 will leave
a permanent imprint on the economy, even if
activity rebounds after a vote to stay in.
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While a slightly slower rate of growth
is expected, the UK is still forecast to
outperform the wider EU area where an
average growth of 1.7% is expected this year.
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In the housing market, monitoring the “wait
and see” effect of the EU Referendum, with
some buyers and sellers choosing to hold off
making a move until the outcome is clear, is
more challenging given other policy changes.
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Policy impacts on property transactions UK residential property transactions & UK house prices

“The market is not only
feeling the effect of
the run-up to the EU
Referendum, but also the
effect of policy changes.”
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 market update

prime market outside of London remains
highly localised with stronger performance
in areas with good schools, amenities
and transport links back to the capital,
something we examine further in our
Prime Country Review.

Property prices in prime central London
were unchanged in April, while annual
growth slipped to 0.5% the lowest rate
in six and a half years. The higher stamp
duty rate for second homes and buy-to-let
property, which came into effect on
April 1, dampened demand over the
course of the month.

UK annual rental value growth
3.00%

Price change
Annual and quarterly change in prime country
property values

Indeed, while the number of sales in March
was 52% higher than in March 2015, the
number of sales in April fell by almost a
half year-on-year, highlighting the extent
of the activity that took place before the
April deadline.

growth was positive in all English regions
over this time, with the strongest growth
in London at 3.7%.
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In prime outer London, prices grew by
3.1% in the year to March 2016, marginally
down on the rate of 5.2% recorded in the
year to March last year.
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Knight Frank data shows there was a
46% increase in the number of sales to
Londoners in the prime country market
over the first quarter of 2016 compared to
the previous year.
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Prime central London rents* fell by 0.4%
in February, the seventh consecutive
monthly decline. As a result, annual
rental growth in prime central London
was -1.8% in April, the lowest rate in two
years. The decline in rental growth has
been less marked in lower price brackets
where demand has been stronger.

Source: Knight Frank Research

In the country market, house prices rose
by 0.3% on average in the first quarter
of 2016, taking annual growth to 2.4%.
Similarly to the mainstream market, the

Average UK rents rose by 2.6% over the
12 months to March 2016, according to
the latest figures from the ONS. Rental

*A measure of rents for existing, rather than new-build properties
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Annual growth has been less than 5%
for 16 consecutive months
Viewings rose 25% in the first quarter
of the year but new prospective buyers
fell 10%
The number of transactions in March
rose 52% compared to last year due to
the stamp duty deadline
Macro View: Offshore companies
and London property

The effect of politics on the prime central
London sales market was evident again in
April as the impact of the higher stamp duty
rate for second homes and buy-to-let property
dampened demand.
The number of transactions since the start of
the year has been higher than in 2015 but the
extra three percentage points, which came
into effect on 1 April, had a distortive effect on
a property market finding its feet after a series
of previous tax changes.
While the number of sales in March was
52% higher than in 2015, the number in April
was almost half, highlighting the extent of
the activity that took place before the 1 April
deadline.
The longer-term result of higher rates of stamp
duty, including the reform of December 2014
that increased the rate for properties worth
more than £1.1 million, is that buyers have
become more price-sensitive.
Indeed, higher transaction costs are
producing similar distortions in the prime
FIGURE 1

London property market as they do with other
assets including stocks and bonds. Average
holding periods increase, trading volumes
decline, prices adjust to some degree and
there is a stronger demand for ‘best-in-class’
assets that can be traded more easily.
In this new environment, vendors are typically
lowering asking prices by 10% or more and
buyers have become more hesitant.
While the number of viewings in the first three
months of the year increased by 25%, the
number of new prospective buyers declined
10%, indicating buyers are taking longer
before making an offer.
As a result of more subdued levels of demand,
annual growth slowed to 0.5% in April. It is
the lowest rate in six and a half years and
means annual growth has been lower than 5%
for 16 consecutive months. To put that into
perspective, annual growth did not exceed
5% for 17 months in the period preceding and
following the collapse of Lehman Brothers.

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 2

Price growth in prime central London

Growth remains positive in lower
price brackets
Annual growth by price bracket

0.5%

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”.
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Prime Central London
Sales Index - Apr 2016

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.

Headlines March 2016

prime country market compared to the
corresponding period of 2015.

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

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.

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

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.

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

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.

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

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.
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Price change

Prime country sales split by price band

Annual and quarterly change in prime country
property values
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on the world of prime property, visit
Global Briefing or @kfglobalbrief

Up to £1m
£1m to £2m
£2m to £5m
£5m to £10m
Over £10m

6%

May-15

Follow Tom at @TomBill_KF

12 month % change

“Higher transaction costs are
producing the same distortions
in the prime London property
market as they do with other
assets including stocks and
bonds”

monthly % change

TOM BILL

Head of London Residential Research

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

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.

Key headlines,
March 2016

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.

Economic uncertainty due to the
unknown implications of the vote
is the key issue

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.
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A referendum on the UK’s membership of the European Union has been
a possibility since January 2013 when David Cameron pledged to hold a
vote on the issue. This possibility became a certainty with the election of
a majority Conservative government in May last year and the subsequent
announcement that the vote will be held on June 23rd 2016.

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.

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.

Prime residential sales markets

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

THE EU REFERENDUM AND THE
UK HOUSING MARKET

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.

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

UK Housing Market
Forecast - Mar 2016

Knight Frank Research Reports are available at KnightFrank.com/Research

Transactions and development
volumes have risen steadily
since 2013
The mainstream UK housing
market is primarily driven by
domestic dynamics
An exit from the EU would
not affect the demand/supply
imbalance which is a key feature
underpinning current housing
market trends

Pre-referendum

of this slowdown is, in reality, guesswork
at the current time.

Rising economic uncertainty due to the
unknown implications of the upcoming
EU vote is the key issue. This lack of
clarity could lead to fewer residential
transactions and could even weigh on
development volumes.

One issue we have seen develop in
recent weeks is the weakening of
the pound. This trend has potential
implications for the central London market,
where foreign home buyers are more
active. If anything the weakening of the
pound could provide a short-term boost
to demand in the Capital.

Can we see evidence of these trends in
existing market data? Figure 1 confirms
that both transaction volumes and
development starts have seen healthy
growth since David Cameron’s 2013
referendum pledge, and again following the
Conservative Party victory in May last year.

Post-referendum

Despite the resilience of the market to
date, experience from the 2014 Scottish
Referendum shows that we ought to expect
a slowdown in housing market activity as
we get closer to the poll date. The extent

FIGURE 2

What has happened to prices?

Sales volumes and new construction starts have
risen steadily since 2013, confirming the EU
referendum announcement has not, so far, led to
a slowdown in housing market activity.

“Experience from
the 2014 Scottish
Referendum shows
that we probably
should expect
a slowdown in
housing market
activity as we
get closer to the
poll date.”

There is no doubt that a clear “remain”
vote would remove immediate economic
uncertainty and market activity might
be expected to recover any lost ground
relatively rapidly, this was certainly
the experience in Scotland following
their referendum.

FIGURE 1

Housing starts and completions
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Price growth in the prime central London market
has slowed over the last year, especially when
compared to mainstream markets, but this is the
result of recent stamp duty reform rather than
the EU referendum announcement.
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Annual growth declined to 0.5%,
the lowest rate in six and a half years

FORECAST OVERVIEW

Construction starts, monthly

Sales volumes and viewings have increased this year but so has the length
of time buyers are taking before making an offer, says Tom Bill

April 2016
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SALES VOLUMES PICK UP AHEAD
OF STAMP DUTY CHANGE

SALES VOLUMES DECLINE IN APRIL
AFTER STAMP DUTY CHANGE
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