
FIGURE 1 

Housing starts and completions

Source: Knight Frank Research

THE EU REFERENDUM AND THE 
UK HOUSING MARKET 
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.

Pre-referendum
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.

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.

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  

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.

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. 

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

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. 

Post-referendum 
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. 

Key headlines, 
March 2016
Economic uncertainty due to the 
unknown implications of the vote  
is the key issue

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
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FIGURE 2 

What has happened to prices?

Source: Knight Frank Research / Land Registry
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“ 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.”



The prevailing assumption is that a “leave” 
vote would necessarily require a period 
of negotiation to settle the UK’s new 
relationship with the EU. During this period 
it would be fair to assume that uncertainty 
would continue to influence investment 
decisions for businesses and individuals, 
particularly if the question of Scottish 
independence is raised again. 

While the speed and terms on which this 
new settlement is made remain unclear, 
one factor suggests there will be some 
urgency in the process. With the Irish 
economy so closely linked with the UK’s 
the EU will be under pressure to ensure 
trade for Ireland is maintained. The UK’s 
bargaining position may also be bolstered 
by pressure from other organisations 
and countries like China, with whom the 
country has strengthening trade ties.

Looking beyond the immediate settlement, 
an analysis of whether leaving the EU will 
result in a slow decline in the UK economy 
or herald a new expansionary future is well 
beyond the ambitions of this paper. There is a 
fundamental reason to assume the impact on 
the UK housing market should be relatively 
benign whatever the outcome. 

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. 

This imbalance is most noticeable in  
London and the South-East, where  
decades of undersupply contribute to the  
on-going need for a considerable uptick  
in construction activity.
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Prime country houses increased in value 
by an average of 0.6% in the final quarter 
of 2015, leaving values 3.1% higher than 
a year ago. This builds on annual growth 
of 3.4% across the market in 2014.

Although price growth has eased 
slightly over the course of the year it 
has outpaced the capital where prime 
property prices rose by just 1% in 2015.

In recent months tentative signs have 
begun to emerge that both buyers and 
sellers at the top end of the market are 
adjusting to the stamp duty changes 
introduced by the Chancellor in the 2014 
Autumn Statement.

Indeed, Knight Frank sales data for the 
prime country market shows that the 
number of £2 million-plus properties sold 
in the three months to December was 
15% higher than the preceding quarter 
and more than double the number 
completed in the first three months  
of 2015.

This reflects the fact that the higher 
transactional costs at the top end of the 

market are increasingly being factored 
into pricing.

In the sub-£1 million market, demand for 
properties has remained robust over the 
course of the year.

Accordingly, homes in this price bracket 
have experienced the strongest price 
growth in 2015, rising by 4.3%. By 
contrast, homes worth between £4m 
and £5m saw values increase by just 
1.8% in 2015.

In 2016, prime country house prices are 
forecast to rise by an average of 3%. 
Key town and city locations are likely to 
outperform as the trend for urban living 
continues to grow and more Londoners 
look to take advantage of the relative 
price differential on offer.

Higher rates of stamp duty due to come 
into effect from April 2016 for buy-
to-let investors and those purchasing 
additional homes may provide a boost 
to activity across the market in the short 
term (see back page).

PRIME PRICES RISE 3.1% IN 2015
Tentative signs are emerging that both buyers and sellers are adjusting 
to stamp duty changes announced in 2014.

Key headlines from  
Q4 2015
Prime country houses increased in 
value by an average of 3.1% in 2015

Between October and December 2015 
prices rose by 0.6%

The number of £2 million-plus 
properties sold in the three months to 
December was up 15% compared to 
the previous quarter

Prime country house prices in England 
and Wales are forecast to rise by an 
average of 3% in 2016

FIGURE 1 

Price change 
Annual and quarterly change in prime country 
property values

FIGURE 2 

Different tiers of the market 
Prime country price growth, by price band, 2015

Source: Knight Frank Research Source: Knight Frank Research
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PRIME COUNTRY 
HOUSE INDEX

OLIVER KNIGHT 
Senior Analyst

“ In the sub-£1 million market, 
demand for properties has 
remained robust over the 
course of the year.”

Follow Oliver at @oliverknightkf

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

UK Prime Country 
House Index - Q4 2015

UK Housing Market 
Forecast - Nov 2015
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UK RESIDENTIAL  
MARKET FORECAST

“ 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.

Please refer to the important notice at the end of this report

The Bank of England left interest rates 
unchanged for the 83rd consecutive month 
in February. There was little surprise in this, 
but the data released by the Bank when 
announcing its decision has led economists 
and markets to change their expectations 
about when rates may start to rise. Whereas 
many had forecast a rise around the middle 
of the year, the verdict is now that rates are 
on hold until the final quarter of the year, if 
not 2017.
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UK RESIDENTIAL 
MARKET UPDATE

“ Expectations for a UK 
rate rise have been 
pushed forward again 
after central bank data 
showing muted inflation 
and wage growth, and 
a slight slowdown in 
forecast GDP growth”.
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

POLICY AND POLITICS IN 2016
Average UK property prices remain broadly stable, and this stability is likely 
to be underpinned by a further period of ultra-low interest rates and a solid, 
although slowing, economic recovery. The political outlook is less clear as 
an EU Referendum draws closer. 

Key facts  
February 2016
Average UK house prices rose by 
0.3% in January, and are up 4.4% 
year-on-year

Prime central London prices rose 
by 0.1% last month to take annual 
growth to 1.2%

Prime Central London rents dipped 
by 0.3% in January

Price growth for prime property in 
some regional hubs continues to 
outperform the wider prime country 
house market 

This change was prompted by the Bank’s 
forecasts, showing muted inflation and wage 
growth in the coming years as well as a 
downgrade in forecast GDP growth.

The central bank now expects 2.2% 
GDP growth this year, instead of 2.5%. 
The slower growth is attributed to global 
economic conditions, not least the effect 
lower oil prices are having on many 
economies around the world. 

However, senior bank officials were clear 
that the UK economy was still experiencing 
a “solid recovery”, and that the fall in oil 
prices was a “net good” for UK consumers, 
helping boost consumption and therefore 
wage growth. 

Overall, average UK house prices rose by 
0.3% in January according to Nationwide, 
taking the annual rate of growth to 4.4%. 

Households expect prices to continue 
rising this year according to the latest 
House Price Sentiment Index (HPSI) from 
Knight Frank & Markit Economics. Any 
reading above 50 on this index, which is 
a bellwether for house prices, suggests 
prices are rising, or are set to rise. The 
future index has now been above 50 for 35 
consecutive months. 

Economic and housing 
market overview  

Bank of England forecast for GDP

Source: Bank of England Inflation report
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However, the outlook for 2016 must take 
into account the policy changes and 
political decisions which will be made this 
year, not least another change to the  

UK Residential Market 
Update - Feb 2016

Prime Central London 
Sales Index - Jan 2016
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Sales volumes in prime central London have 
increased following a period of subdued trading 
last autumn.

The pick-up suggests buyers and vendors 
have begun to absorb the stamp duty changes 
introduced in December 2014, with asking 
prices that increasingly reflect higher rates of 
stamp duty and lower levels of price growth, as 
figure 2 shows.

Indeed, the escalating level of market 
commentary and media coverage concerning 
the slowdown in the prime central London 
property market means it has become easier 
for vendors to accept the fact prices have been 
essentially flat since summer 2014.

While prices in eastern markets like Islington 
and the City have performed more strongly, 
prices in prime markets in Westminster and 
Kensington & Chelsea fell by an average -0.3% 
in the 18 months to January 2016.

The result is that buyers are typically not 
prepared to exceed 2014 prices and asking 
prices often need to decline by 10% or more to 
reflect this more subdued state of demand.

Despite the recent uptick, volumes in the second 
half of 2015 were 17% lower than the same 
period in 2014.

This sense of momentum has also been driven 
to some extent by the proposed changes to 
stamp duty, which come into effect on 1 April.

Under current proposals, buyers would pay an 
extra three percentage points in stamp duty for 
buy-to-let properties and second homes and the 
impending deadline means buyers and sellers 
have felt a greater sense of urgency in recent 
weeks.

This moderate rise in activity  meant prices 
rose 0.1% in January, the first positive monthly 
growth since July 2015. Indeed, viewings in the 
final quarter of 2015 were 4% higher than 2014.

It meant annual growth rose marginally to 
1.2% after dipping to a six-year low of 0.9% in 
November.

The price-sensitive nature of the market means 
buyer cautions remains high, which is reflected 
in higher fall-through rates. The number of 
properties withdrawn from sale in 2015 rose 7% 
compared to 2014.

January 2016
Prices rose 0.1% in January, which 
edged annual growth higher to 1.2%

Sales volumes declined 17% in the 
second half of 2015 versus 2014

Prices in prime markets in Westminster 
and Kensington & Chelsea have fallen 
-0.3% since mid-2014

The number of properties withdrawn 
from sale rose 7% in 2015

Macro View: The falling oil price  
and London property

TOM BILL 
Head of London Residential Research 

“It has become easier for 
vendors to accept the fact 
prices have been essentially flat 
since summer 2014”  
Follow Tom at @TomBill_KF

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

A TALE OF TWO STAMP DUTY 
REFORMS IN PRIME CENTRAL 
LONDON
A combination of strengthening demand and April’s stamp duty deadline 
has resulted in higher sales volumes in the last two months, says Tom Bill
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PRIME CENTRAL
LONDON SALES INDEX

FIGURE 1 
A muted start to the year 
Annual price growth in January, 2011-2016

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

FIGURE 2 
Sales volumes in prime central London  
(rebased to 100)
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FIGURE 3 

Central London take-up by  
quarter & sub-market 
Q4 2014 - Q4 2015 (000’s sq ft)

Source: Knight Frank Research
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An additional indicator of market 
sentiment surrounding the forthcoming 
referendum comes from office market 
take-up, reflecting confidence from 
employers around longer-term economic 
conditions in the UK. This data reveals 
plans for expansion and employment 
growth from businesses. Following last 
May’s General Election result, which 
made the forthcoming referendum an 
inevitable event, there is clear evidence 
that firms have remained committed to 
London, with some even strengthening 
their presence. In H1 2015, 672 firms 
acquired offices in central London totalling 
6.8 million sq ft, which increased in H2 
to 743 firms acquiring 7.1 million sq ft of 
offices. The supply of available offices also 
fell throughout 2015, and currently stands 
at a 14 year low (see the Central London 
Quarterly for more insight). Data for Q1 
and Q2 2016 will be closely watched. 

LONDON OFFICE MARKET RESILIENCE
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