
FIGURE 1 

12-month and 3-month rate of change 
Home Counties average prime residential rents

FIGURE 2 

Tenancies agreed across the  
Home Counties  
Completed tenancies in Q4 2014, by price band 
(per month)

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

Prime rents in the Home Counties fell by 
0.5% in the final three months of 2014  
as a seasonal year-end slowdown and a 
desire from landlords to keep void periods 
to a minimum put downwards pressure  
on values.

In spite of the quarterly decline, the annual 
increase in rental values was 1.9%, the 
highest rate of annual growth in nearly two 
years, although this was not quite enough 
to reverse the 3.6% decline seen in 2013. 
Annual growth climbed in the second half 
of the year as the UK economy improved.

There are indications that such favourable 
economic conditions will continue in 2015 
with a recent Deloitte survey of UK chief 
financial officers finding that almost all  
are optimistic about the prospects for  
the UK economy in 2015, a fact which 
could have a positive impact on corporate 
lettings activity across the Home Counties 
this year.

In 2014, over 40% of Knight Frank tenants 
in the Home Counties were from overseas, 
led by North Americans who accounted 
for 14% of all tenancies agreed and 

Europeans who accounted for 11% of all 
tenancies agreed over the period.

The number of new potential tenants, both 
corporate and private, registering with 
Knight Frank lettings agents slowed on a 
quarterly basis in the run up to Christmas. 
However, on an annual basis new  
applicant numbers were 3% higher 
year-on-year in the fourth quarter and the 
number of viewings was 1% higher over 
the same time.

This contributed to a 39% year-on-year 
increase in the number of tenancies  
agreed over the three month period, 
indicating that demand for rental properties 
has remained high.

Flats and small houses up to £8,000 
per month were in particular demand, 
accounting for over 80% of all tenancies 
agreed across the Home Counties in the 
fourth quarter at Knight Frank.

Looking at supply, the number of new 
instructions, which tends to be a good 
indicator of future stock coming to the 
market, was 41% higher in the fourth 
quarter year-on-year.

Results for Q4 2014
Prime rents in the Home Counties 
fell by 0.5% in Q4 2014

On an annual basis, prime rents 
increased by 1.9% in 2014

The number of tenancies agreed 
across the Home Counties in Q4 
2014 was 39% higher year-on-year

Nearly 60% of tenants in 2014 
were from the UK

OLIVER KNIGHT 
Residential Research

“ Annual rental growth 
crept into positive territory 
during the second half of 
the year on the back of an 
improving UK economy and 
there are indications that 
such favourable economic 
conditions will continue.”

Follow Oliver at @oliverknightkf

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

RENTS TURN CORNER IN 2014
Despite a slight decline during the fourth quarter, annual growth for 
prime rents in the Home Counties rose to its highest level in nearly two 
years in 2014. Oliver Knight examines the latest figures.
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Knight Frank Home Counties Prime Lettings Index results

Annual %  
change

Six monthly % 
change

Quarterly % 
change

Q1 2013 -3.3% 0.1% 1.4%

Q2 2013 -1.7% 3.5% 2.1%

Q3 2013 -2.7% -2.8% -4.8%

Q4 2013 -0.4% -6.9% -2.2%

Q1 2014 -4.3% -1.6% 0.7%

Q2 2014 -3.8% 3.3% 2.6%

Q3 2014 0.1% 1.7% -0.8%

Q4 2014 1.9% -1.3% -0.5%

“ Nearly 60% of 
Knight Frank 
tenants in the Home 
Counties were from 
the UK in 2014.”
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UK Residential Market 
Update Dec 2014

UK housing and  
economic overview
The reform of stamp duty comes after years 
of lobbying for a move away from the “slab 
structure”, which meant the whole value of 
a house was taxed according to what  
stamp duty bracket it fell into. The 
new system, which came into force on 
December 4th, is a “progressive” tax, 
like income tax, which means each part 
of the value of the house is taxed at the 
appropriate rate (as shown opposite).

Key facts  
December 2014
UK house prices rose by 0.3% in 
November, with the annual rate of 
growth slowing to 8.5%

Prime central London property 
values dipped by 0.2% in November; 
the annual rate of growth dropped  
to 6.1%

Rents in prime central London  
were flat in November, but up 3.3% 
year-on-year

A comprehensive reform of  
stamp duty in England & Wales  
has been introduced

RESIDENTIAL RESEARCH

UK RESIDENTIAL 
MARKET UPDATE

“ It will now be difficult  
to suggest that high 
value properties are not 
taxed enough.”
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

COUNTDOWN TO THE ELECTION
The Chancellor fired the starting gun for the UK General Election campaign 
during last week’s Autumn Statement, responding to years of lobbying for 
a wholesale transformation of the stamp duty rules for residential property. 
Meanwhile house price momentum continues to ease, and the Bank of 
England has calculated the impact that rising interest rates will have on 
households, and the economy. Gráinne Gilmore examines the latest data.

The move reflected the changes announced 
in Scotland several months ago. However, 
whereas Scotland announced rates (which 
will come into force from April next year) 
where anyone buying a home worth around 
£254,000 will pay more under the new 
system, the Chancellor chose a ‘break-
even’ point of £937,500 – making sure that 
the vast majority of purchasers would be 
paying less money in stamp duty under the 
new system. The timing of the move cannot 
be ignored – it is likely to provide a fillip to 
sentiment as parties gear up for the  
General Election. 

Buyers in Scotland will pay the new rates 
announced by the Chancellor until their 
new rates come into force next year. 

Policymakers in Scotland also reformed the 
stamp duty regime for land and commercial 
property, whereas the new rates announced 
in the Autumn Statement only refer to 
residential property in the rest of the UK.

Under the new rules, buyers of higher value 
homes now face higher stamp duty charges, 
as examined in our Tax Update. It is possible 
that this sector of the market may take some 
time to absorb the changes, with harder 
negotiations between buyers and vendors 
likely, especially in these first few weeks 
after the introduction of the new rules. 

However, the changes could actually serve 
to provide more certainty on the outlook for 
this part of the market. With a top rate of 
12% stamp duty, it will be difficult for Labour 
or the Liberal Democrats to imply that these 
properties are not highly taxed enough – a 
key tenet of their arguments for a “mansion 
tax”, something which has been weighing 
on sentiment in the prime markets. 

Meanwhile, average house prices in 
November continued to rise across the  
UK, but at a much slower pace than in 
recent months. According to Nationwide, 
average annual price growth was 8.5%  
in November, down from 11.8% in June. 
There have been suggestions that the cut  
in stamp duty may serve to boost prices,  
as sellers factor the decreased purchase 
costs into their sale price. 

The new stamp duty rates 
Percentage paid in each price band

Source: Knight Frank Residential Research
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UK Prime Country 
House Index Q3 2014

Concerns over the introduction of a 
mansion tax, an impending interest  
rate rise and tighter mortgage lending 
meant that quarterly price growth in the 
country house market slowed to its lowest 
level in almost two years between June 
and September.

Prime property values increased by just 
0.3% in the third quarter of 2014 while 
annual growth also slowed, to 4.7%.

Despite these concerns, there hasn’t been 
a noticeable impact on sales volumes and 
the total number of exchanges completed 
so far this year was 8.4% higher than 
the corresponding period last year. The 
rising number of exchanges suggests that 
underlying demand has remained strong.

However, there are signs that this 
momentum is easing. While the number of 
property viewings was fairly steady during 
the three months to the end of September 
compared to the same period last 
year, the number of prospective buyers 
registering their interest in buying a prime 
country home fell by 9%.

Anecdotal evidence would suggest 
that concerns surrounding the possible 

introduction of a “mansion tax” on 
properties worth more than £2 million 
after next May’s general election are 
becoming more widespread among both 
prospective buyers and vendors.

Any further property tax would come on 
top of the large contribution purchasers 
of high value property already make in 
the form of stamp duty. Data for the 
2013/14 tax year shows that across 
England & Wales over £1bn of stamp 
duty revenue, of the total £6.4bn annual 
tax take, was collected from the £2 
million-plus price bracket alone.

Price growth over the last quarter was 
strongest in the South West, at 1%, 
followed by Yorkshire and the Humber. 
On an annual basis, prime homes in 
these areas have risen by 7.7% and  
5.1% respectively.

Prime town and city markets across the 
UK have benefited from rising demand 
from those relocating from London and 
downsizers and price changes in urban 
locations have reflected this. Growth of 
1.3% was seen in the three months to the 
end of September, while annual growth 
totalled 8.9%.

TAX CONCERNS DAMPEN DEMAND
Prices rose for the seventh consecutive quarter between June and 
September, but there are signs that the market is slowing. Oliver Knight 
examines the latest figures.

Results for Q3 2014
Prime property values increased by  
0.3% in Q3 2014, the slowest rate of 
growth in nearly two years

Annual price growth in the country  
house market is 4.7%

The number of sales completed so far 
this year is 8.4% higher than the same 
period of 2013

But there are signs that momentum 
is easing. The number of new buyers 
registering fell by 9% year-on-year

FIGURE 1 

Quarterly and annual price change

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

FIGURE 2 

Ups and downs in the prime  
country market

-6%

-4%

-2%

0%

2%

4%

6%

QUARTERLY
ANNUAL

Q3 Q4 Q1 Q2Q1Q2 Q3 Q3Q4
2012 2013 2014

U
P

D
O

W
N

Exchanges

+8.4%

-8.9%

Applicants

+1.2%

-5.7%

Viewings

Stock

U
P

D
O

W
N

Exchanges

+8.4%

-8.9%

Applicants

+1.2%

-5.7%

Viewings

Stock

RESIDENTIAL RESEARCH

PRIME COUNTRY 
HOUSE INDEX

OLIVER KNIGHT 
Residential Research

“ The rising number of 
exchanges suggests that 
underlying demand has 
remained strong.”

Follow Oliver at @oliverknightkf

For the latest news, views and analysis 
on the world of prime property, visit 
Global Briefing or @kfglobalbrief
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Rental values in prime central London were 
flat for the second consecutive month in 
December as a seasonal year-end slowdown 
and the impact of global economic uncertainty 
dampened demand.

Though monthly growth slowed to zero by the 
end of the year, the annual increase in rental 
values was 3.3%, which was the highest rate in 
three years.

Annual growth has been climbing steadily 
since July as the UK economy improves and 
some buyers switch to the rental market while 
political uncertainty surrounds the outcome of 
the general election and the prospect of further 
property taxes remains.

However, while the UK’s economic indicators 
have improved, caution surrounded the world 
economy in the last quarter of the year, including 
falling oil prices and the economic outlook in 
China and the euro zone.

The result is that companies or individuals are 
more likely to postpone decision-making while 
they wait for clarity.

As figure 2 shows, global economic 
unpredictability rose in December. The VIX 

index measures volatility on the US stock 
market and the spike in December is linked 
to the recent drop in oil prices, which has 
unnerved investors due to its pace and impact 
on oil-exporting countries like Russia.

It followed a spike in October linked to events 
in Syria and Hong Kong as well as the Ebola 
outbreak and concerns the Federal Reserve 
was going to raise interest rates sooner than 
expected.

Despite this uncertain global economic and 
political backdrop, prime central London 
residential property remained a sound 
investment in 2014, as figure 2 shows.

Total returns, which include rental income and 
capital value growth, outperformed a series of 
other asset classes in the year to November, 
proving its resilience as an investment.

For example, while commodity prices have 
fallen markedly, partly due to concerns over the 
Chinese economy, demand among Chinese 
tenants and buyers for prime central London 
property has increased, buoyed by its safe 
haven appeal. This is underlined by the fact the 
number of Chinese tenants increased by almost 
fourfold in 2014 compared to 2013.

DECEMBER 2014
Rental value growth was flat for the 
second consecutive month in December

Annual growth hit a three-year high of 
3.3% as the UK recovery continued

Some buyers have opted to rent due 
to the possibility of further property 
taxation after the general election

Prime central London property 
outperformed other asset classes in 
2014 despite global economic volatility

The number of Chinese tenants rose 
fourfold between 2013 and 2014 in spite 
of China’s economic slowdown

TOM BILL 
Head of London Residential Research 

“While commodity prices have 
fallen markedly, partly due to 
concerns over the Chinese 
economy, demand among 
Chinese tenants and buyers 
for prime central London 
property has increased” 
Follow Tom at @TomBill_KF
 
For the latest news, views and analysis 
on the world of prime property, visit 
Global Briefing or @kfglobalbrief

RENTAL GROWTH HITS A THREE-
YEAR HIGH AS ECONOMIC 
UNCERTAINTY RISES
The recovery in the prime central London rental market continued in 
December despite the impact of wider economic uncertainty in the final 
quarter of the year, says Tom Bill

RESIDENTIAL RESEARCH

PRIME CENTRAL
LONDON RENTAL INDEX

FIGURE 1 
Prime central London rental value growth 
in December 2014

FIGURE 2 
Prime central London property 
outperforms other asset classes in a 
volatile year (12 months to November 2014)

Source: Knight Frank Residential Research Source: Knight Frank Residential Research
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Prices in prime outer London fell in October, 
ending a period of 40 consecutive months of 
growth.

A decrease of -0.2% was the first fall since 
May 2011, which meant annual growth slowed 
to 10.1% from 11.8% in September. Despite 
the fact annual growth eased, it exceeded the 
figure of 8.4% in October last year.

Knight Frank forecasts growth in prime 
outer London will slow to 3% in 2015, 
predominantly due to the possibility of a 
mansion tax after the general election in May 
next year, though we expect cumulative 
growth of 26% between 2015 and 2019 as 
demand continues to exceed supply.

Doubt also surrounds the timing of an interest 
rate rise even though weak wage growth and 
low inflation means the likelihood of a near-
term increase has receded.

The combination of this uncertainty and 
the fact prices have risen strongly over a 
prolonged period of time means annual 
growth will unavoidably slow, which it has 
been doing since the summer.

In many cases, more realistic asking prices 
have re-awakened the interest of buyers.   

The most marked decrease was in Fulham, 
where prices fell 1.1% in October. The area 
has a high number of houses worth between 
£2 million and £4 million, which could 
potentially be liable for mansion tax.

Meanwhile, there was growth in east London, 
with prices increasing by 0.4% in Wapping 
and 0.1% in Canary Wharf in October, the 
only two Knight Frank offices in prime outer 
London to record a rise.

Both areas benefit from their relative 
proximity to London’s two financial centres 
of the City and Canary Wharf, the fact they 
have fewer £2 million-plus properties and 
the emergence of high-quality new-build 
schemes in east London that lifts prices in the 
re-sales market.

Rental values fell -0.1% in October and 
the annual decline was -0.9%. Despite the 
decrease, demand rose in the third quarter 
of 2014, which meant quarterly growth 
remained positive, as figure two shows.

Meanwhile, yields jumped by the most in over 
three years to 3.59%, their highest level in 
seven months.

Results for third 
quarter 2014
Prices fell -0.2% in October, the first 
fall registered since May 2011

Annual growth slowed to 10.1%, 
but still exceeded a figure of 8.4% in 
October 2013

Fulham recorded the largest 
decrease, an area with a high number 
of properties that could be liable for 
mansion tax

Prices fell -0.5% across south-west 
London but there was growth in east 
London

Rental values fell -0.1% but demand 
rose strongly in the third-quarter

TOM BILL 
Head of London Residential Research 

“The most marked decrease 
was in Fulham. The area has 
a high number of houses 
worth between £2 million 
and £4 million, which could 
potentially be liable for 
mansion tax.” 
Follow Tom at @TomBill_KF

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

PRICES DIP IN PRIME OUTER 
LONDON AS POLITICAL 
UNCERTAINTY COOLS DEMAND
Price growth is slowing in prime outer London as the general election 
approaches, an effect that is more marked in some areas, says Tom Bill

RESIDENTIAL RESEARCH

PRIME OUTER
LONDON INDEX

FIGURE 1 
Annual growth slows in the sales market

FIGURE 2 
Rising demand in the lettings market

Source: Knight Frank Residential Research Source: Knight Frank Residential Research
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Prices in prime central London softened for the 
second consecutive month in December against 
an increasingly unpredictable political backdrop.

A decline of -0.1% was smaller than the 
-0.2% registered in November and annual 
growth eased to 5.1%. Though the annual rate 
was the lowest in five years, prices have risen 
52% over that period.

At the start of December, Chancellor George 
Osborne increased stamp duty for properties 
above £937,500 in a move designed to 
outmanoeuvre his political opponents five 
months from the general election.

Following a spike in transactions before the 
new system came into effect at midnight on 3 
December, there has been a period of tougher 
negotiation between buyers and vendors that 
in some instances has led to prices adjusting 
downwards slightly to account for the new 
higher charge.

Some sellers and buyers opted to split the 
difference between the old and new charges 
and overall there has been minimal evidence 
to date of deals falling through.

Firstly, it indicates how likely the prime central 
London market is to absorb the changes in 

the short to medium term.

The market has reacted in a largely level-
headed manner to previous similar changes, 
including a rise in stamp duty to 7% from 5% 
for properties over £2 million in March 2012. 
Despite negative forecasts at the time, prices 
have since grown 17% in the £2 million to £5 
million price bracket, as figure 2 shows.

Second, there has been a debate surrounding 
the taxation of high-value residential property, 
including the proposed mansion tax, for more 
than five years. The composed initial reaction 
to the stamp duty changes and the fact annual 
growth has been moderating for three years 
indicate the market has priced in some form of 
political intervention.

However, that is only true up to a point and 
uncertainty remains over the possibility of 
further property taxes after the election. After 
December’s stamp duty changes and an 
OECD report this month showing UK property 
taxes as a proportion of total tax revenues are 
already the highest in the world, the case for 
further property taxation is significantly weaker 
than it was in November.

DECEMBER 2014
Prices declined -0.1% in December, 
which meant annual growth slowed to 5.1%

Annual growth is the lowest in five years 
but prices have risen 52% since the 
end of 2009

The market has begun to absorb stamp 
duty changes and in some instances 
prices have moderated slightly to 
reflect the new charges

Prices have risen 17% since the last 
time stamp duty rates were raised for 
high-value properties

OECD report findings raise questions 
over the viability of further property 
taxation in the UK

TOM BILL 
Head of London Residential Research 

“The composed initial reaction 
to the stamp duty changes 
and the fact annual growth 
has been moderating for three 
years indicate the market has 
priced in some form of political 
intervention.” 
Follow Tom at @TomBill_KF

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

THE PRIME CENTRAL LONDON 
MARKET STARTS TO ABSORB 
STAMP DUTY CHANGES
The restrained initial reaction to December’s stamp duty changes 
suggests the market had been braced for some form of political 
intervention, says Tom Bill

RESIDENTIAL RESEARCH

PRIME CENTRAL
LONDON SALES INDEX

FIGURE 1 
Prime central London price growth in 
December 2014

Source: Knight Frank Residential Research Source: Knight Frank Residential Research
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FIGURE 2 
Price and transaction growth following 
the march 2012 stamp duty changes
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