
UK housing and  
economic overview
The threat of interest rate rises has receded 
again as the Bank of England Governor Mark 
Carney last week warned that the country 
could be entering a period of deflation. 
Falling real prices would mean there is little 
impetus for policymakers to lift interest rates 
from their current record low of 0.5%. As a 
result, mortgage rates are falling again, but 
the full impact of cheaper loans is being 
tempered by new mortgage regulations 
introduced last year. Buyers still have to 
access large deposits, and the historical rise 
in house prices means meeting affordability 
ratios still remain a challenge. 

Instead, the pace of house price growth 
continues to moderate, with average values 
in the UK and in prime central London, 
easing in January. Across the UK, buyer 
demand has moderated since last summer, 
despite falling unemployment and a growth 
in wages. This is also reflected in the latest 
Knight Frank/Markit house price sentiment 
index (HPSI) which shows a slowdown in 
expectations for house price growth over the 
next year, as shown in chart opposite.

The election is now taking centre stage and 
many of the main parties have made housing 
a priority in their campaigning – meaning it 
will be a key battlefield for votes on May 7th. 
Brandon Lewis, the housing minister, Emma 
Reynolds, the shadow housing minister and 

Key facts  
February 2015
The annual rate of UK house price 
growth slowed to 6.8% in January, 
down from 7.2% in December

Average property prices in prime 
central London dipped by 0.1% in 
January, taking the annual rate of 
growth to 4.6% 

Prime central London rents rise by 
3.4% year-on-year, the highest rate of 
growth in 3 years 

Complete pre-election round-up of 
housing policies in Knight Frank’s 
new house price forecasts report
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“�The General Election is 
now taking centre stage 
– housing will be a key 
battlefield for votes on 
May 7th.”
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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PRICE MOMENTUM EASES 
Average UK house price growth slowed again in January, as did the pace 
of price rises in the prime central London market. All eyes are now on the 
election build-up as the political parties start to lay out their stall for housing 
policies, including housebuilding, taxes and the private rented sector. 
Gráinne Gilmore examines the latest data.

housing spokespeople from all the main 
parties share their housing goals with Knight 
Frank in our pre-election forecast update. 
It is notable that housebuilding targets, 
property taxes and the private rented sector 
are some of the key areas of contention. 

The need for more homes to be built is 
highlighted by the chart below. Labour, the 
Lib Dem’s and the Conservatives continue 
to tussle about the idea of a “mansion tax”, 
with Brandon Lewis, the housing minister, 
dubbing it a pledge under the “politics of 
envy”. Data analysis by my colleague Tom 
Bill shows that houses bought in London 
for £250,000 in 1995 could now be liable for 
such a £2m+ mansion tax if it is introduced. 

House Price Sentiment Index  

Source: Knight Frank Residential Research / Markit
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•…pledge on housebuilding (England) Labour
•…needed to avert housing crisis* (HBF 2014)

•…needed to meet total forecast household growth*

{
•…needed to ‘improve market’* (Kate Barker review 2004)
•…pledge on housebuilding (UK) Liberal Democrats 2015
•…needed to improve the market* (HBF 2014)
ANNUAL TARGET…

* In England only
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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
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“ 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 declined marginally for the third 
consecutive month in January, as the UK 
general election approached and ambiguity 
continued to surround the prospect of further 
property taxation.

A decline of -0.1% meant annual growth eased 
to 4.6%, the lowest rate in more than five years.

The prime central London market is operating 
in an increasingly febrile political environment, 
where the debate surrounding the merits of a 
‘mansion tax’ frequently takes centre-stage.

In addition to internal divisions within the 
Labour Party over the feasibility of the tax, 
further uncertainty surrounds its possible 
implementation because the likely outcome of 
the election will be coalition government.

With inconclusive polls and an unprecedented 
range of smaller parties competing for a share 
of power, the sort of uncertainty that historically 
dampens activity in the run-up to a general 
election has reached new heights in 2015.

Compounding the uncertainty in prime central 
London is a lack of detail surrounding any 
proposals beyond the fact the Labour Party 

would set the tax at £3,000 per year for 
properties valued between £2 million and £3 
million.

The result is that some buyers and sellers are 
delaying decisions until greater clarity emerges. 
This is compounding the traditional seasonal 
low in transaction volumes.

Monthly growth remains positive for properties 
below £2 million and annual growth was 7.6% 
for properties worth between £1 million and 
£2 million in January. The figure is down from 
12% this time last year and transaction levels 
remain healthy, particularly where vendor 
expectations have moderated.

The strongest annual growth was away from 
the more established prime markets, with 
Hyde Park Estate, Islington and the City & 
Fringe all recording growth in excess of 9%. 
Prices fell 1.4% in Kensington after strong 
growth in recent years in what is more of a 
house market than a flat market compared to 
areas like Knightsbridge and Mayfair.

JANUARY 2015
Prices declined -0.1% in January, the 
third consecutive monthly fall

Annual growth eased to 4.6%, the 
lowest rate in five years

Uncertainty surrounding the general 
election has caused some buyers and 
sellers to delay acting

Annual growth was 7.6% in the £1 
million to £2 million price band

Hyde Park Estate, Islington and the City & 
Fringe recorded growth in excess of 9%

TOM BILL 
Head of London Residential Research 

“The sort of uncertainty that 
historically dampens activity in 
the run-up to a general election 
has reached new heights in 
2015.” 
Follow Tom at @TomBill_KF

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

PRICES IN PRIME CENTRAL 
LONDON SOFTEN AS ELECTION 
COUNTDOWN BEGINS
Uncertainty over the outcome of the general election is rising alongside 
the political rhetoric surrounding property taxation, says Tom Bill
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FIGURE 1 
The decline in annual growth

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

FIGURE 2 
Annual price growth by price band and 
property type
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POLITICIANS SHARE  
THEIR PLEDGES WITH  

KNIGHT FRANK

Tax Update 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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Prime markets 

Prices in prime central London slipped 
by 0.1% in January, taking the annual 
rate of growth to 4.6%, the most modest 
change for five years. However, the pace 
of growth remains localised, as shown in 
the map below.

Across the rest of England and Wales, 
prime house prices rose by 3.4% last 
year. Again this market is regionalised, 
with key commuter towns such as 
Oxford outperforming, as well as key 
regional cities such as Bristol. There is 
increasing interest from buyers moving 
from London, keen to capitalise on the 
relative difference in pricing between the 
capital and the rest of the country. House 
prices in prime central London have risen 
by 73% since the start of 2009, prime 
country house prices have only edged up 
by 5% in that time. 

The debate about “mansion tax” in the 
run-up to the election is having some 
impact on the prime markets however, 
weighing on activity for homes in the  
£2-£4m bracket. It is noticeable that the 

Prime central London prices 
by value and type 12 months to 
January 2015

Source: Knight Frank Residential Research
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pace of growth for homes worth less 
than £2m is currently much stronger than 
higher value homes. 

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

Rental markets
Average rents rose by 1.7% across the 
UK in 2014, according to new data from 
the Office for National Statistics. This is 

well above the current CPI rate of inflation 
of 0.5%. However, rental increases in the 
mainstream market in London were the 
highest, at 2.4%. 

Rental growth in prime central London 
outpaced this with 3.4% growth  
year-on-year in the 12 months to January. 

Source: Knight Frank Residential Research
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