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After rising by 50% in the four years to 
September 2015, prime central London 
development land prices are starting 
to ease, falling by 2.7% over the last six 
months. This takes the annual decline to 
2.5%, and leaves prices 46% higher than 
in September 2011. 

This trend reflects the slowing pace of 
house price growth across prime central 
London, with values up 1% year on year 
on average. However this headline figure 
masks a highly localised market, themes 
which are examined further in the latest 
Prime Central London residential index 
report, available at Knight Frank’s online 
research library. 

Developers in London are increasingly 
looking in to Zone 2 – 6, seeking sites 
where developments will attract a wider 
pool of demand in terms of affordability. 

Development costs are also having an 
impact on land values in prime central 
London, as they are across the market. 
In urban markets, construction costs are 
often the crux of development economics, 
determining whether a site is viable  
for development. 

Despite this, urban brownfield land prices 
are rising strongly in value, although it must 

be noted that they are rising from a low 
base. This reflects the renewed economic 
vigour of several of the country’s key cities, 
and demand for housing especially at price 
points which meet buyer affordability criteria. 

The rise in urban land values could be 
further underpinned by new legislations in 
the Housing and Planning Bill which gives 
sites on the brownfield register automatic 
permission for development. This will cut 
out a stage of the planning process, and 
improve the ability of developers to progress 
with residential schemes, however there is 
an expectation that it may take some time 
for the new system to take effect. 

Outside the cities, greenfield development 
land prices dipped for the fifth consecutive 
quarter in Q1, taking the annual change to 
-2.5%. This quarter’s data reflects a  
slightly different mix of sites than Q4 and  
so the data has been re-based to reflect  
this (see overleaf).

Housebuilders and developers have been 
pickier about buying sites in the last 18-24 
months, having largely replenished their  
land pipeline. However ‘oven-ready’ sites 
with planning, especially in areas with 
transport links, can still attract a premium. 

MULTI-SPEED LAND MARKET 
Prime central London development land prices dipped for the second quarter 
in tandem with values for greenfield land in England which fell for the fifth 
consecutive quarter. In contrast, land values in outer London boroughs and 
key regional cities continue to climb amid renewed economic vigour. 

Key facts Q1 2016
Greenfield development land values  
fall 2.5% year-on-year 

Prime central London land prices 
decline 1.8% on an annual basis 

Urban development land prices 
continue to rise, climbing 15.4%  
since Q1 2015 

GRÁINNE GILMORE 
Head of UK Residential Research

“�The recent changes in land 
prices reflect the trends in 
the residential market, with 
an easing of growth in prime 
central London alongside 
strengthening markets in 
some other key cities.”

Follow Gráinne at @ggilmorekf

For the latest news, views and analysis 
on the world of prime property, visit 
Global Briefing or @kfglobalbrief Source: Knight Frank Research

FIGURE 2 
Annual change in development land 
values, Q1 2016 

Source: Knight Frank Research

FIGURE 1 

Residential development land 
values, quarterly changes

Prime central London
Greenfield, England
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Source: Knight Frank Research  

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

The Knight Frank Residential Development Land Index is designed purely to give a snapshot of 
broad trends in the development land market, and should be only be used as such. It is derived from 
valuations of a basket of more than 70 residential development sites around the country.

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 

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.

April 2016
Annual growth declined to 0.5%,  
the lowest rate in six and a half years

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

TOM BILL 
Head of London Residential Research 

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

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

SALES VOLUMES DECLINE IN APRIL 
AFTER STAMP DUTY CHANGE
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
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PRIME CENTRAL
LONDON SALES INDEX

FIGURE 1 
Price growth in prime central London

Source: Knight Frank Research Source: Knight Frank Research

FIGURE 2 
Growth remains positive in lower  
price brackets 
Annual growth by price bracket
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Prime Central London 
Sales Index - Apr 2016

RESIDENTIAL DEVELOPMENT LAND INDEX Q1 2016 

Prime Central London Development Land Index

Date Index 12-month  
% change

6-month  
% change 

3-month  
% change

Mar-14  125.33 15.9% 6.6% 4.7%
Jun-14  133.70 18.9% 11.7% 6.7%
Sep-14  139.54 18.7% 11.3% 4.4%
Dec-14  148.48 24.0% 11.1% 6.4%
Mar-15  148.48 18.5% 6.4% 0.0%
Jun-15  149.87 12.1% 0.9% 0.9%
Sep-15  149.87 7.4% 0.9% 0.0%
Dec-15  148.15 -0.2% -1.1% -1.1%
Mar-16  145.83 -1.8% -2.7% -1.6%

Urban Development Land Index

Date Index 12-month  
% change

6-month  
% change 

3-month  
% change

Mar-15  103.09 3.1%
Jun-15  106.00 6.0% 2.8%
Sep-15  109.12 5.9% 2.9%
Dec-15  111.85 11.9% 5.5% 2.5%

Mar-16  118.99 15.4% 9.0% 6.4%

England Greenfield Development Land Index

Date Index 12-month  
% change

6-month  
% change 

3-month  
% change

Mar-14  106.22 5.8% 2.4% 1.0%
Jun-14  107.29 5.6% 2.0% 1.0%
Sep-14  107.51 3.7% 1.2% 0.2%
Dec-14  107.57 2.3% 0.3% 0.1%
Mar-15  105.68 -0.5% -1.7% -1.8%
Jun-15  104.70 -2.4% -2.7% -0.9%
Sep-15  104.48 -2.8% -1.1% -0.2%
Dec-15  104.64 -2.7% -0.1% 0.2%
Mar-16*  103.08 -2.5% -1.3% -1.5%

Development Finance 
Report - 2015 

RESIDENTIAL RESEARCH

Overview
The more widespread growth in house 
prices since mid-2013 has prompted 
a further step up in interest in funding 
residential development schemes among 
lenders. There are now many types of 
funding on offer, with those offering 
senior debt now competing against those 
offering mezzanine finance and equity 
finance. The increased competition in the 
market goes some way to explaining how, 
after several years of rising, the cost of 
finance is now expected to level off in  
the short-term, as shown by Knight 
Frank’s annual survey of lenders. 

Against a global backdrop of low yields, 
residential development can offer 
attractive returns for lenders, which now 
range from banks to private equity and 
investment houses. The large-scale and 
long-term undersupply of new housing in 

areas where it is most needed across the 
UK means that funders are planning to 
pick up their activity levels in the next 12-
24 months, expanding their geographical 
reach as well as looking at a wider range 
of development opportunities. 

To investigate the lending trends in more 
detail, we have surveyed more than 45 
major operators in the development 
finance market. The key findings highlight 
how the market is set to evolve over 2016 
and 2017. 

Expanding reach
As can be seen in figure 1, which shows 
the regions where development finance is 
currently deployed, the focus is still largely 
on London. However, as shown in figure 
2, our survey indicates that this picture 
is set to change over the coming years, 
with more than nine in ten respondents 

FIGURE 2  

…And in which locations will  
you consider over the next  
12-24 months? 
% of respondents

Source:  Knight Frank Residential ResearchSource:  Knight Frank Residential Research

FIGURE 1  

In which locations have you 
arranged development finance in 
the last 12 months…? 
% of respondents

Knight Frank’s survey 
of more than 45 
key operators in the 
development finance 
market* found:

Balance sheet allocations for residential 
development will rise in the 12 months

There will be more lending in regional 
markets over the next two years 

The cost of funding will remain broadly 
unchanged in the coming months

More than three-quarters of  
respondents are planning to increase 
lending to SMEs

“ Funders are planning 
to pick up their activity 
levels in the next 12-24 
months, expanding their 
geographical reach as 
well as looking at a wider 
range of development 
opportunities.”
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

RESIDENTIAL 
DEVELOPMENT 
FINANCE REPORT 
2015/2016

DEVELOPMENT 
FINANCE SURVEY 

RESULTS

*conducted in Q3 2015

UK Residential Market 
Update - May 2016

Economic and housing  
market overview 
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. 

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. 

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.

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.

RESIDENTIAL RESEARCH

UK RESIDENTIAL 
MARKET UPDATE

“ 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

GRÁINNE GILMORE 
Head of UK Residential Research

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

UK GDP growth

Source: Knight Frank Research
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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.

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.

RECENT MARKET-LEADING RESEARCH PUBLICATIONS

UK Housebuilding 
Report - 2015 

CONSTRUCTION TRENDS ECONOMIC AND 
MARKET UPDATE HELP TO BUY ANALYSIS

RESIDENTIAL RESEARCH

EXCLUSIVE 2015 UK 
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HOUSEBUILDING REPORT 2015

Important Notice 
© Knight Frank LLP 2016 – This report  
is published for general information only 
and may not be relied upon in any way. It is 
based on information taken from a limited 
basket of valuations of properties by Knight 
Frank in various parts of the country and  
is not comprehensive and no responsibility 
or liability whatsoever can be accepted by  
Knight Frank LLP for any loss or damage 
resulting from any use of, reliance on or 
reference to the contents of this document. 
As a general report, this material does not 
necessarily represent the view of Knight Frank 
LLP in relation to particular properties or 
projects. Reproduction of this report in whole 
or in part is not allowed without prior written 
approval of Knight Frank LLP to the form 
and content within which it appears. Knight 
Frank LLP is a limited liability partnership 
registered in England with registered number 
OC305934. Our registered office is 55 Baker 
Street, London, W1U 8AN, where you may 
look at a list of members’ names.

For the latest news, views and analysis
on the world of prime property, visit

KnightFrankblog.com/global-briefing
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