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Knight Frank/Markit House Price Sentiment Index (HPSI)

House prices fall again as expectations in

financial sector slump

Key headlines forJanuary
e UK house prices are perceived to have fallen
again in January, for the 19" consecutive

month

e The rate of decline has eased over recent
months

e Property values will be broadly stable over
coming year

e Sharp deterioration in house price
expectations among those working in the
financial and business senices sector

Change in current house prices

Knight Frank/Markit’s January House Price
Sentiment Index (HPSI) shows that the rate of
decline in house prices was similar to that in
December. Some 5% of households said that the
value of their home had risen since December,
while around 19% reported a fall. The resulting
HPSI figure of 43.2 is down from 43.3 in
December, but well up from the reading of 38
recorded in January last year.

Any figure under 50 indicates that prices are
falling, and the lower the figure, the steeper the
decline.

Property values were perceived to have fallen in
all 11 regions this month, according to the survey
of 1,500 households. The sharpest declines were

in the North East (38.6) and Wales (40.2). The least
pronounced falls were in London (47.7), but this is
still the lowest reading for the capital in three
months.

There was a notable deterioration in sentiment
among those who own their own homes outright.
The HPSI reading for this group was 36.4, down
from 40.8 in December, and matching the lowest
reading in eight months.

Those working in the private sector (44.9) were
slightly more upbeat than those working in the
public sector (42.1) about the rate of decline in their
house prices.

A lead indicator

Since the inception of the HPSI, the index has
been a clear lead indicator for house price
trends. Figure 3 shows that the index moves
ahead of mainstream house price indices,
confirming the advantage of an opinion-based
survey which provides a current view on
household sentiment, rather than historic
evidence from transactions or mortgage market
evidence.

Outlook for house prices

The future HPSI, which measures what households
think will happen to the value of their property over
the next year, remained below, but close to, the 50

Fig 1: Change in current value of property (HPSI)
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Fig 2: Outlook for value of property (Future HPSI)
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NB: A score of 50 equatesto no change, above or belowrepresenting growth or decline respectively.
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no-change mark in January for the second month
at 49.3, down from 49.7 in December. This is the
first time the index has remained below 50 for
more than a month since May last year.

Regional outlook

Households in only three of the 11 regions expect
the value of their homes to rise over the next year:
London (57.8), the South East (54.3) and
Scotland (52.9). Prices are expected to decline in
all other regions, with the biggest falls anticipated
in the North East (41.7) and Wales (42.6).

Household variations

Sentiment about future house price movements
has dropped sharply among those working in
finance and business senvices. January’s reading
of 43.1 is down from 58.7 in December and marks
the lowest reading since this index began in April
2009 — just as the recession started to ease.

It is also the lowest reading across all sectors in
January, reversing the trend over the last six
months when workers in this sector expected the
biggest rise in house prices.

Howewer there was a surge in optimism over
house prices among those working in the
construction sector, with a reading of 55.4, up
from 44.5 in December.

Mortgage borrowers (51.6) and tenants (50.3)
expect prices to rise over the next year, but those
who own their home out-right (47.2) expect a fall
in prices.

The biggest deterioration in expectations is
among those who live rent-free at home.
January’s reading of 43.9 is down from 56.1 in
December, and is only the second time the
reading has been below the 50 no-change mark in
the last eight months.

Analysis

Gréinne Gilmore, head of UK residential
research at Knight Frank, said:

“There is little New Year cheer among households
this month, perhaps reflecting the wider economic
uncertainty throughout the UK, with fears that the
country may be back in recession only compounded
by alarming unemployment figures released earlier
this week.

“The sharp reversal in sentiment about future house
prices among those working in finance and
business senices is also evidence of the toll being
taken on that sector at present as many banks cut
thousands of jobs. It is striking that this sudden fall
in confidence coincides with the traditional ‘bankers’
bonus’ season.

“The regional differences in expectations for house
prices also highlight the North-South divide which is
becoming ever more evident in the housing
statistics. With the exception of Scotland, where
households also expect prices to bounce back over
the next year, households in London and the South
East are far more upbeat than those elsewhere in
the country”.

Tim Moore, senior economist at Markit, said:
“The verdict from households across the UK is that
there will be little movement in their property values
during 2012, with exactly half expecting no-change
and only slightly more anticipating a fall than a rise.
Forecasts of roughly stagnant house prices are
symptomatic of the caution prevailing about local
job market conditions and the gloomy economic
news spreading from the euro area.

“People working in finance and business senices
saw a steep reversal in their house price
expectations during January, highlighting the
sensitivity of property value sentiment to labour
market developments. Although the HPSI suney
has a relatively short history, house price sentiment
in this industry has so far been a useful bellwether
for future developments in the wider market.”

Ends
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Knight Frank/Markit House Price Sentiment Index (HPSI) — Data Summary

Fig 3: HPSI vs house price indices (12 mnth change

Fig 4: Regional change in current value of propert
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Current: Compared to one month ago, how do you think the value of the property/dwelling in which you live has changed?
All UK North East North Yorkshire East West East of London South East South Wales Scotland
West and The  Midlands Midlands England West
Humber
Jan-11 38.0 35.2 38.6 383 34.0 349 373 40.8 41.9 34.6 37.8 38.3
Feb-11 41.0 41.2 39.0 39.5 41.4 40.1 36.3 49.1 39.2 40.8 38.3 43.0
Mar-11 40.4 36.4 38.6 39.2 38.5 39.3 423 45.7 41.6 395 30.1 42.6
Apr-11 43.0 40.7 38.2 443 40.3 40.6 42.5 49.6 41.5 42.8 40.8 48.2
May-11 41.0 394 39.6 37.9 393 40.0 444 437 42.1 383 39.2 43.1
Jun-11 42.9 39.2 43.1 39.8 37.3 40.1 36.2 50.0 46.4 42.1 40.6 47.8
Jul-11 445 41.7 40.7 419 443 440 42.8 50.5 45.9 44.1 453 44.1
Aug-11 41.5 36.3 39.9 394 36.2 39.1 40.1 45.1 46.0 44.6 36.7 43.8
Sep-11 44.7 41.3 431 413 38.8 43.1 47.5 49.6 46.2 425 45.6 46.8
Oct-11 42.1 40.2 40.3 38.6 41.5 36.8 43.8 46.4 45.2 43.2 37.6 43.1
Nov-11 447 39.9 41.7 41.7 47.0 42.2 46.0 48.7 46.3 453 44.6 443
Dec-11 433 38.5 40.8 40.0 394 433 46.0 49.8 45.5 43.0 38.8 42.0
Jan-12 432 38.6 43.2 40.6 404 42.1 40.9 47.7 45.8 43.6 40.2 445
Future: How do you think the value of the property/dwelling in which you live will have changed 12 months from now?
All UK North East North Yorkshire East West East of London South East South Wales Scotland
West and The  Midlands Midlands England West
Humber
Jan-11 440 359 449 43.0 38.1 41.7 48.0 46.7 445 40.8 424 49.6
Feb-11 48.4 51.0 44.7 424 46.1 47.8 42.2 58.8 49.0 47.9 41.8 53.6
Mar-11 46.2 42.9 41.5 44.7 42.1 439 439 57.0 47.7 46.4 355 50.9
Apr-11 49.5 41.6 42.7 46.2 50.5 48.0 49.5 58.3 50.5 47.8 47.0 53.8
May-11 47.1 46.7 413 42.7 447 442 44 .4 56.0 49.9 439 489 50.7
Jun-11 51.0 449 50.8 44 .4 42.4 48.6 46.2 62.1 52.9 51.2 48.1 56.7
Jul-11 519 447 47.0 54.9 54.2 46.7 49.9 62.3 53.7 47.4 52.2 49.8
Aug-11 48.5 39.8 46.5 47.0 42.4 43.1 48.0 56.0 53.1 49.9 41.7 51.2
Sep-11 53.6 51.0 494 51.1 47.9 53.5 57.3 57.4 59.0 52.2 54.2 50.4
Oct-11 47.7 39.8 49.0 42.5 45.0 46.5 52.1 52.7 53.3 42.1 443 449
Nov-11 51.3 445 48.9 38.6 51.1 43.8 52.4 62.0 56.1 49.6 459 57.3
Dec-11 49.7 40.9 48.8 49.0 53.4 50.4 50.7 58.7 48.0 44.9 42.9 47.9
Jan-12 49.3 41.7 46.0 46.0 453 47.6 45.7 57.8 543 48.8 42.6 52.9
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For further information, please contact

Knight Frank Markit

Rosie Cade Rachel Harling, Corporate Communications
Rosie.cade @knightfrank.com rachel.harling@markit.com

+44 20 7861 1038 +44 20 7064 6283

Grainne Gilmore, Head of UK Residential Research Chris Williamson, Chief Economist
grainne.gilmore@knightfrank.com chris.williamson@markit.com

+44 20 7861 5102, +44 7785 527 145 +44 20 7260 2329

Notes to editors

About the HPSI

The Knight Frank/Markit House Price Sentiment Index (HPSI)survey was first conducted in Feb ruary 2009 and is compiled each
month by Markit.

The surveyis based on monthly responsesfrom approximately 1,500 individuals in Great Britain, with data collected by Ipsos MORI
fromits panel ofrespondents aged 18-64. The surveysample is structured according to gender, regionand age to ensure the
surveyresults accurately reflect the true composition of the population. Results are also weighted to furtherimprove
representativeness.

Priorto September 2010, the Household Finance Index was jointly compiled by YouGov and Markit based on monthly responses
from over 2,000 UK households, with data collected online by YouGov plcfromits representative panel of respondents aged 18 and
above.The panelwas structured accordingto income, region and age to e nsure the survey results accurately reflected the true
composition ofthe UK population. Results were also weighted to furtherimprove re presentativeness.

Index numbers
Indexnumbers are calculated fromthe percentages of respondents reporting animprovement, nochange ordecline. These indices

vary between 0and 100 withreadings of exactly 50.0 signalling nochange onthe previous month. Readings above 50.0signala n
increase orimprovement; readings below 50.0 signal a decline or deterioration.

Ipsos MORI technical details (January survey)

Ipsos MORI interviewed 1500 a dults aged 18-64 across Great Britainfromits online panel of respondents. Interviews were
conducted online between 11" - 16" Jan uary2012. Arepresentative sample of adults was interviewed with quota controlsset by
gender,age and regionand the resultant survey data weighted to the known GB profile of thisaudience by gender, age, region and
householdincome. Ipsos MORI was responsible for the fieldwork and data collectiononlyand not responsible for the analysis,
reporting orinterpretation ofthe surveyresults.

About Knight Frank

Knight FrankLLPis the leading independent global property consultancy. Headquartered in London, Knight Frank and its New Yo rk-
basedglobalpartner, Newmark Knight Frank, operate from 209 offices, in 47 countries, across six continents. More than 6,840
professionalshandle in excess of US$755 billion (£521 billion) worth of commercial, agricultural and residential real estate annually,
advising clients rangingfrom individual owners and buyers to major developers, investors and corporate tenants. For further
information about the Company, please visit www.knightfrank.com.

Forthe latest news, views and analysison the world of prime property visit Knight Frank's new website Global Briefingat
http://globalbriefing.knightfrank.com/. Andfollow us on twitter @kfglobalbrief and @knightfrank.
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About Markit
Markitis aleading, global financialinformation services company with over 2,000 employees. The company provides independent
data, valuations and trade processingacross all asset classes in order to enhance transparency, reduce riskand i mprove operational

efficiency. Its client base includes the most significant institutional participants in the financial market place. For more information
please see www.markit.com

The intellectual propertyrights to the HPSI provided herein is owned by Markit Economics Limited. Any unauthorised use, including
but notlimited to copying, distributing, transmitting or otherwise of any data a ppearing is not permitted without Markit’s p rior
consent. Markit shall not have any liability, dutyor obligation for or relating to the content orinformation (“data”)contained
herein,anyerrors, inaccuracies, omissions ordelaysinthe data, orforanyactions taken inreliance thereon.Innoevent shall
Markitbe liable foranyspecial, incidental, or consequential damages, arising out of the use of the data. Markitand the Markit logo
are registered trade marks of Markit Group Limited.



