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“ The political and economic 
mood music of the residential 
market is a duet of Brexit and 
future montary tightening”.

For the latest news, views and analysis  
on the world of prime property, visit  
our blog or @kfintelligence

UK HOUSE PRICE FORECASTHeadlines May 2018
UK house price growth has slowed 
from a peak reached three years ago, 
although the annual rate of change 
remains in positive territory

Price growth across the UK is expected 
to be 1% in 2018, and 14.2% 
cumulatively between 2018 and 2022

In London, price growth over the next 
five years is expected to be around 
13%, although prices are forecast to 
dip this year

UK rental growth is expected to be 
14% between 2018 and 2022

2018-2022 Forecasts, May 2018 

2018 2019 2020 2021 2022 2018 - 2022
Mainstream residential sales markets

UK 1.0% 2.0% 3.0% 3.5% 4.0% 14.2%

London -0.5% 2.5% 3.0% 3.5% 4.0% 13.1%

North East 2.0% 2.0% 4.0% 3.0% 3.0% 14.8%

North West 1.0% 2.0% 4.0% 4.0% 4.5% 16.4%

Yorks & Humber 1.0% 2.0% 3.0% 3.0% 3.0% 12.6%

East Midlands 2.0% 2.5% 2.5% 3.0% 3.5% 14.2%

West Midlands 2.0% 2.0% 3.0% 3.0% 4.0% 14.8%

East 2.0% 3.0% 3.0% 4.0% 3.0% 15.9%

South East 0.0% 2.0% 3.0% 4.0% 4.5% 14.2%

South West 1.0% 2.0% 2.5% 3.5% 4.5% 14.2%

Wales 1.5% 1.5% 2.5% 3.0% 4.0% 13.1%

Scotland 1.0% 1.0% 2.5% 3.5% 3.5% 12.0%

Prime residential sales markets

Prime central London East 0.5% 1.5% 2.5% 3.0% 5.0% 13.1%

Prime central London West 0.5% 1.5% 3.5% 3.0% 3.5% 12.6%

Prime outer London 0.0% 1.0% 3.0% 3.5% 4.5% 12.5%

Prime England & Wales 1.5% 2.0% 2.0% 2.0% 2.0% 9.9%

Residential rental markets 

UK 2.5% 2.5% 2.5% 3.0% 3.0% 14.0%

London 1.5% 2.0% 2.5% 3.0% 3.5% 13.0%

Prime central London* 0.5% 1.5% 2.5% 3.0% 3.0% 11.0%

Prime outer London* -1.0% 1.0% 2.0% 2.5% 3.0% 8.0%

There are five main factors at play in the sales 
market at present.

First, the balance between buyer demand 
and the supply of homes being put up for  
sale, which differs across the country.

Certainly, the disconnect in some UK towns and 
cities between rising demand – on the back of 
stronger economic growth – and muted stock 
levels, is contributing to price growth.

Secondly, stamp duty remains a curb on 
transactions. However, in prime central  
London, some parts of the market are moving 
into positive price growth for the first time in 
nearly two years. The trend is becoming 
particularly apparent in areas where lower 
prices more fully reflect higher stamp duty 
charges.

On a more regional basis, the North/South 
divide in price growth has narrowed, with  
the Midlands, East of England and North West 

Source: Knight Frank Research 
NB. Price forecasts are for existing homes. Property values in the new-build market may perform differently.
*Based on Knight Frank indices and boundaries, existing homes only.

seeing stronger growth and activity levels than 
the traditional property powerhouses of 
London and the South East, though large 
discrepancies in capital values remain.

The market’s political and economic mood 
music is a duet of Brexit and future interest 
rate rises. 

Brexit will continue to create uncertainty in the 
short-term. And while interest rate rises will 
push up mortgage rates, the rates payable on 
home loans will remain near historic lows in 
the short to medium-term.

Finally, and perhaps one of the biggest factors 
in the market at present are the growing 
affordability pressures in some parts of the 
country – these will weigh on pricing. 

In the lettings market, rental growth has been 
slowing for a year. However, as with the sales 
market, rental performance is dependent on 
the type of property, as well as its location.

Methodology Statement: 
House price forecasts are based upon time series 
regression analysis of relevant statistically significant 
macro-economic variables adjusted in-house to 
encompass externalities such as likely risk factors.  
The forecast uses the Nationwide House Price Index  
as a base. Our forecasts assume a Brexit deal, but  
with a two year transitional period. Rental forecasts 
based on ONS IHPRP.

http://www.knightfrank.co.uk/blog/intelligence
https://twitter.com/KFGlobalBrief
http://www.knightfrank.co.uk/research/prime-central-london-sales-index-april-2018-5523.aspx?search-id=&report-id=156&rank=6
http://www.knightfrank.co.uk/research/prime-central-london-sales-index-april-2018-5523.aspx?search-id=&report-id=156&rank=6


BREXIT
An unfavourable deal for the UK, or prolonged uncertainty past 2019.  
As well as wider economic implications, the lack of a deal could impact  
London’s status as a global financial centre.

3

POLITICAL UPHEAVAL 
The UK Government undergoes a prolonged period of instability, raising the 
prospect of another General Election. This would undermine economic and 
consumer confidence.

UK ECONOMY

UK economic growth underperforms against expectations.

GEO-POLITICAL FACTORS

Rising geo-political tensions cause a global economic slowdown, affecting the  
UK economy.

INTEREST RATES

Interest rates rise more quickly than expected. 

PROPERTY TAX CHANGES

After a series of changes to property taxes, policymakers implement more  
purchase taxes. Any additional charges could curb activity.

RISK MONITOR
Our risk score combines the likelihood of the following scenarios happening, and their impact. The score illustrates the chances that such a scenario results in pricing moving away from 
our central forecast

While the new-homes market faces similar challenges to the resales market, there are a number of additional complexities to consider. Here, we identify key areas which could have the 
biggest impact on supply and the government’s aim to address wider affordability concerns by building more homes
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SCENARIO UK PRIME LONDONRISK

HOUSING DELIVERY

The number of net additions in England has risen 62% over the 
last five years, however total new-build supply needs to rise by 
an additional 28% to reach the target of 300,000 net additions 
a year. New delivery has been boosted in recent years by 
permitted development rights, and the one-off ‘boost’ from the 
change of rules around conversions and change of use may not 
re-occur. There is still a shortage of new homes in areas where 
they are most needed. 

Net supply rose to 39,560 in 2016/17, compared to the 66,000 
new homes a year the GLA say are needed in the capital. 
However, in some areas on the edges of central London, the 
issue of oversupply in some price brackets is worth monitoring. 
A continued decline in housing starts in Inner London is likely to 
result in a drop in construction completions in 2-3 years’ time. 

PLANNING 
The new Revised National Planning Policy Framework will come 
into force in summer 2018, and aims to bolster the delivery of 
new homes. 

New Affordable Housing rules are causing some short-term 
delays in construction starts as developers review scheme 
economics. 

LABOUR
The industry is looking for certainty on supply of labour from overseas amid Brexit negotiations. An increased move to more modern 
methods of construction will change the requirements for skills in some instances, but more work is needed to increase supply of 
skilled labour across all sectors of the construction industry.

POLICY 
Additional policy changes not specifically designed to boost development could constrain activity as developers adjust. A stable 
policy environment will underpin raised levels of delivery.

HELP TO BUY EQUITY LOAN Clarity is still needed on what will happen post-2021 when the scheme is due to end

FUNDING
The cost of private-sector funding for developers (especially smaller SMEs) is becoming a barrier to development, although the 
Chancellor has boosted funding for the Home Building Fund to try and help address this issue. 

UK LONDON



UK residential transactions

Forecast transaction volumes

2018 2019 2020 2021 2022

UK 1.255m 1.281m 1.305m 1.323m 1.344m

Source: OBR
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FIGURE 1 

Five-year UK house price forecast: 2018-22 
Cumulative change in mainstream house prices

Knight Frank Research Reports are available at KnightFrank.com/Research
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RECENT MARKET-LEADING RESEARCH PUBLICATIONS

Prime Central London 
Sales Index - Apr 2018

UK Prime Country  
House Index - Q1 2018

UK Residential Market 
Update - Apr 2018

RESIDENTIAL RESEARCH

PRIME LONDON  
SALES INDEX

APRIL 2018

FIGURE 1 

Transactions rise and prices bottom out 
Annual growth and annualised % change in sales 
volumes

FIGURE 3 

Price rises versus declines 
Monthly % of areas reporting rises or declines

FIGURE 2 

£5m-£10m sees biggest growth in sales volumes 
% change, year to March 2018 versus year  
to March 2017

FIGURE 4 

Average sale times rise 
Year to March 2018 versus year to March 2017
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PRIME CENTRAL LONDON

PRIME OUTER LONDON

Prime central London index  |  5,892.0

Prime outer London index  |  281.0 Annual change  |  -3.1%

Annual change  |  -1.2%

Monthly change  |  -0.1%

Monthly change  |  -0.3%Quarterly change  |  -2.4%

Quarterly change  |  -1.1%

Figure 1 The number of transactions in the 
year to March 2018 rose 6% compared to 
the previous 12-month period. Activity has 
risen and price declines have bottomed 
out as the market adapts to higher rates of 
stamp duty. 

Figure 2 When sales volumes are split by 
price band, the biggest increase in the year 
to March 2018 was between £5 million and 
£10 million, suggesting stamp duty hikes 
have become more absorbed by the market 
at this price point.

Figure 3 There were more offices in prime 
outer London reporting an annual price 
decline than a price rise in March. Buyer 
caution around stamp duty remains a factor, 
as does political uncertainty.   

Figure 4 Higher rates of stamp duty appear 
not to be fully reflected in asking prices yet. 
The average number of days a property was 
on the market was 22% higher in the year 
to March 2018 compared to the previous 
12-month period, suggesting reluctance 
on the part of buyers to meet some asking 
prices.

The prime London sales indexes are based on repeat valuations of second-hand stock and do not  
include new-build property, although units from completed developments are included over time. 

Prices in the prime regional and country 
house markets rose 0.4% between 
January and March 2018, reversing a 
0.2% fall the previous quarter. 

On an annual basis values were virtually 
unchanged at 0.2%.

An imbalance between supply and 
demand remains the main factor 
underpinning prices across the country, 
with Rightmove data showing a 21% drop 
in £1m+ properties outside of London 
listed for sale during the first three  
months of 2018 compared with 2017.

Stamp duty is still affecting supply  
issues, compounded by the ongoing 
uncertainty over Brexit. This has resulted 
in some prospective vendors adopting a  
cautious attitude, particularly at the  
top end of the market.

Perhaps counterintuitively, this recent 
tightening of new supply follows a period 
during which activity in prime markets has 
been fairly robust. Data from the Land 
Registry, which covers transactions that 
took place in the 12 months to November 
2017, showed the number of £1m-plus 
sales completed outside of London was 
10% higher year-on-year, indicating 

that the underlying demand for homes 
remains fairly strong.

Yorkshire and the Humber, the North 
West, Wales and the West Midlands all 
saw £1m-plus sales volumes increase  
by more than 20% as buyers cast the  
net wider.

Meanwhile, Knight Frank data suggests 
a reasonably active start to 2018 with 
increases in the number of viewings 
conducted and offers made. Agents note 
that where vendors are willing to take 
a more pragmatic approach to pricing, 
deals continue to be agreed.

Early signs of a rural revival?
Over the past 10 years urban areas  
have outperformed their rural 
counterparts in terms of price growth 
as people are drawn to town and city 
amenities, transport links and good 
schools. On average, prime urban  
values stand about 5% above their  
pre-crash peak, while rural values  
remain around 10% below.

However, our index points to a softening 
in prices in town and city markets over 
the last 12 months. The opposite has 

RESIDENTIAL RESEARCH

PRIME COUNTRY 
HOUSE INDEX Q1 2018

PRICING FLAT BUT RURAL 
MARKET OUTPERFORMS
Price growth remains modest as both stamp duty and Brexit uncertainty 
continue to weigh on prime markets, but there are positive signs at the 
start of 2018.

Key facts
Prime values rose 0.4%  
between January and March  
2018, reversing a 0.2% fall  
the previous quarter

On an annual basis values  
prices increased by 0.2%

Some 21% fewer £1m+ properties 
were listed for sale outside London 
during the first three months of 
2018 compared with in 2017

Prices for homes located in  
more rural settings rose 0.5% 
between January and March,  
and by 0.4% annually

OLIVER KNIGHT 
Associate

“ A recent tightening in 
new supply follows a 
period during which 
activity in prime markets 
has been fairly robust, 
especially where 
vendors are willing 
to take a pragmatic 
approach to pricing”.

Prime Regional House Price Change 
to Q1 2018

Quarterly Six months Annual

Central 0.6% 0.8% 1.3%

North 0.8% 1.5% 3.1%

North Surrey -0.4% -2.1% -3.8%

North Thames & Chilterns 0.0% -0.4% 0.7%

South West 0.3% 0.1% -0.9%

Southern Home Counties 0.5% 0.5% 1.4%

Source: Knight Frank Research

Economic and housing  
market overview  
House price growth across the country 
remained broadly stable at 2.6% in April, 
according to Nationwide. There are still 
regional variations in pricing, but the north/
south divide in house prices which has typified 
the market in recent years has narrowed.

RESIDENTIAL RESEARCH

UK RESIDENTIAL 
MARKET UPDATE

“ Some 45,000 first-
time buyers claimed 
the stamp duty relief 
between January and 
March, taking the total 
number of first-time 
buyers benefitting from 
zero or reduced stamp 
duty to 69,000.” 
Follow Gráinne at @ggilmorekf

For the latest news, views and analysis  
on the world of prime property, visit our 
blog or follow @KFIntelligence

GRÁINNE GILMORE 
Head of UK Residential Research

PRICING STABLE
Annual house price growth was relatively stable in April, rising slightly 
compared to the previous month. There are signs that pricing is also 
stabilising in central London. Low interest rates have underpinned the 
market in recent years and there are conflicting signals about whether 
another rise is imminent.

Key facts April 2018
Average UK house prices rose by 
0.2% in April, taking the annual change 
to 2.6%

Prime central London prices slipped 
by 0.1% in March and are down -1.1% 
on the year

Average UK rents rose by 1.1% in the 
year to March 

Prime central London rents on 
existing homes declined by 1.5% in 
the year to March 

Annual house price growth, Q1 2018 

6.2%

3.3%

4.8%

3.1%

6.3%

7.3%

4.9% 4.0%
-1.0%

4.0%
4.8%

Source: Nationwide/ ONS, Land Registry 

Home buyers and owners alike are watching 
the Bank of England closely into May, as 
there are conflicting signals about whether 
the central bank will move to raise interest 
rates next month. Mark Carney, the Bank 
of England governor, has signalled that the 
Bank is ready to move rates from 0.5% 
to 0.75%, the highest rate in nine years, 
however some downbeat economic data 
over the last few weeks has cast some doubt 
on whether this will be the case. 

Even if the base rate moves up, it would 
remain at an historically low level. Yet any  
rise in the rate will have an impact on 
mortgage holders. Those on variable rate 

deals will see an immediate rise in their 
repayments. However, the impact of the 
rate rise is likely to be moderated by the 
popularity of fixed-rate deals, which will 
shelter borrowers from any rate rises until 
they come to the end of their mortgage term. 

More than nine in ten mortgages taken out 
over the last two years has been a fixed-rate 
deal, up from 50% in 2010, as the chart 
below shows.

Activity levels across the market dipped in 
Q1 2018, down 2.2% compared to the same 
period last year, according to the latest data 
from HMRC. 

Source: UK Finance 

Fixed-rate mortgages, new lending 
1993-2017
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The global perspective on prime property and investment

Helping you navigate the world’s prime property markets
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KNIGHT FRANK GLOBAL WEALTH ADVISORY

Knight Frank’s Global Wealth Advisory team leverages market-leading research  
and best-in-class advice to provide exceptional service to our global private clients

Connecting people & property, perfectly.

Source: Knight Frank Research
NB. Price forecasts are for existing homes. Property values in the new-build market may perform differently.
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