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‘ THE RETAIL EFFECT ON
RESIDENTIAL PRICES

THE EPICENTRE OF
LUXURY LONDON

REGAINING ITS STATUS AS
LONDON’S LEADING ADDRESS



KEY FINDINGS

Prices upwards of £5,000 per
square foot and predictions
of £7,000 suggest Mayfair is
on track to regain its crown as
London’s premier address

As the epicentre of luxury
London, Mayfair has almost
three times more Michelin-
starred restaurants than any
other residential district in
London and four times more
five-star hotels

Marked acceleration in the
share of £10 million-plus
properties sold in the last
year, with Mayfair accounting
for 31% of central London
sales in the three months to

1 August 2014

Small development pipeline
of 477 units, of which 123
are under construction with
the majority of schemes under
10 units

Mayfair has been the strongest
performing residential market
in prime central London

since 1976

e |
TOM BILL

Head of London Residential Research

“Mayfair is on track to regain
its status as London’s premier
address and merit its position
of supremacy on the
Monopoly board.”

BACK IN PRIME POSITION

The small scale and premium nature of the residential
development pipeline in Mayfair suggests the world-
famous area is on track to regain its reputation as

London’s leading address.

Mayfair has not always justified its status
as the premier address on the London
Monopoly board.

Construction of its mansions and garden
squares began in the early eighteenth
century, prompting members of the
aristocracy to relocate from smaller
properties further east. What was once
farmland became London’s most
exclusive neighbourhood.

It retained this reputation until last century,
attracting Victorian business owners in the
nineteenth century, with many undertaking
their own building work that enhanced the
area’s architectural grandeur.

The Second World War dented its
desirability as a residential district, with
businesses moving to Mayfair because

their offices in the City had been destroyed.

Families in particular began to favour
other neighbourhoods like Belgravia and
Knightsbridge, including Middle Eastern
buyers who began coming to London
during the oil boom of the 1970s.

FIGURE 1
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In recent decades, as post-war temporary
office permissions expired, properties have
been converted back to residential use.

After the financial crash, demand was
fuelled by global buyers investing in the
safety of prime central London property,
demonstrating that although Mayfair
may have lost its residential crown after
the Second World War it hadn’t lost its
international cachet.

The process of converting offices back to
residential use has gathered pace across
Mayfair but planning rules and space
restrictions mean there is a pipeline of fewer
than 500 units, as figure 5 shows.

However, there is a more profound change
underway. The premium nature of the
development pipeline indicates a step-
change is taking place in relation to quality
and pricing in Mayfair.

With achieved prices for the best new-build
schemes approaching, and in some cases
exceeding, £5,000 per square foot, Mayfair
is on track to regain its status as London’s
premier address and merit its position of
supremacy on the Monopoly board.

Led by large landowners the Grosvenor
Estate and the Crown Estate, there have
also been substantial improvements to
public areas and a growing focus on luxury
retail, which is boosting residential prices
(see page 6).

In addition to high-end shopping streets,
Mayfair’s history as an office district

has helped it attract 29 Michelin starred
restaurants, which is almost three times more
than any other residential district in London.

It also has 44 five-star hotels, four times
more than any other area, and is home to
world-famous names like The Dorchester,
The Ritz and Claridge’s.

Mayfair, Knightsbridge and Belgravia
form the trio of super-prime markets in
prime central London. However, Mayfair's
exclusive origins, global reputation for
luxury and premium development pipeline
give it a particular cachet among buyers
that is likely to rise.



FIGURE 2 A map of luxury London
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FIGURE 4 Key residential schemes in Mayfair
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FIGURE 6

Buyer and tenant nationality in Mayfair
(2010 to mid-August 2014)
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Knight Frank research shows premiums can
exceed 50% for residential property located
within 50 metres of a central London park,
which is the result of stronger demand as
well as property size and type.

In addition to new standards of quality, the
Mayfair development pipeline is expected
to set a new benchmark for pricing.

Given the premium character of the
developments, prices for the best
properties could exceed top prices
achieved in Knightsbridge of £6,500 or
£7,000 per square foot.

The behaviour of residential property
prices in Mayfair over the last four decades
demonstrates the logic of this assumption.

The Knight Frank prime central London
index began in 1976 and, as figure 1
shows, Mayfair has been the strongest-
performing market over that 38-year period.

A house bought in Mayfair for £250,000

in June 1976 was worth £17.4 million in
July this year. That exceeds the same
growth in markets like Chelsea, Kensington
and Knightsbridge.

It was also the strongest performing area to
March 2009, the last low-point in the prime
central London index, by which time the
£250,000 investment in 1976 had grown to
£11.5 million.

As the chart in figure 8 shows, that
outperformance has eased since the
financial crisis, suggesting there is scope
for price growth in Mayfair, which presents

an attractive opportunity for investors and
owner-occupiers.

It indicates upwards pressure on prices for
the best Mayfair properties will continue, a
trend demonstrated in the chart in figure 3.

It shows the percentage of all £10 million-
plus sales in central London by area over
the last year and underlines how the pace
of sales is accelerating to a greater degree
in Mayfair than in Kensington, Knightsbridge
or Belgravia.

Strength in depth

Demand for prime central London

property has cooled to some extent in
recent months as the prospect of a general
election and an interest rate rise provoke

a degree of short-term uncertainty.

Though growth may dip next year, we
predict a cumulative increase of 20%
between 2014 and 2018 in prime central
London as supply falls far short of demand,
a reality that is a particularly marked in
Mayfair, as figure 4 shows.

Furthermore, despite the political and
economic backdrop, demand in Mayfair
has remained strong versus the prime
central London average over the last 12
months, as figure 9 indicates. It shows

how the number of viewings, prospective
buyers and exchanges are higher in Mayfair
than the prime central London average.

Demand is underpinned by a broad range
of buyers and tenants.

FIGURE 7 Buyer profile in Mayfair
2010 to mid August 2014
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As figure 6 shows, buyers come from a
diverse range of countries, including 20
different nationalities since January 2010.
Finance and property are the two largest
groups of buyer category and over a third of
buyers are in their 40s, as figure 7 shows.

The lettings market in Mayfair relies on an
even broader group of nationalities — 36 in
total since the start of 2013.

Rental values range from £5,000 to
£50,000 per week for the best properties
and the strongest demand, like the

sales market, is for large lateral flats with
views over Hyde Park and Green Park.
Tenants in the top price brackets include
Middle Eastern royalty and internationally
prominent media figures.

FIGURE 8 Scope for growth
Price growth since 2009 (rebased)
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The area is also popular with international
students due to its cachet, vibrancy and
the fact it is within walking distance of
many of London’s leading universities
including University College London and
the School of Oriental and African Studies
(see figure 2).

Average total investment returns for
Mayfair property in the year to July were
7.2%. Some higher-risk property markets
have had a better short-term performance
in the last 12 months but Mayfair returns
are considerably higher than comparable
safe haven assets. Ten-year UK
government bonds are returning about
2.5% while the price of gold fell about
5% in the year to mid-August 2014.

Mayfair property has also outperformed
gold over the last four decades, as

figure 1 shows. By July 2014 price growth
in Mayfair since 1976 had outpaced
growth in the price of gold by a factor of
almost seven.



THE ‘MOUNT STREET EFFECT’

In recent years several of London’s landed
estates have adopted the principle that
high-quality retail lifts the value of nearby
residential property.

From the designer brands of Cadogan
Estate’s Sloane Street to the independent
boutiques of Marylebone High Street,
controlled by the Howard de Walden Estate,
getting the retail mix right is one of the most
effective ways to increase residential values.

It is often accompanied by an improvement
to public areas and thoroughfares and

this approach to “place-making” has been
used by developers on modern large-scale
schemes including King’s Cross and the
former Olympic Park.

Mayfair is no exception and Mount Street
typifies the changes that have kept upwards
pressure on prices and rental values.

The Grosvenor Estate controls 31 of the 49
retail premises on the 540-metre long street
that runs east of Park Lane. As part of its
wider plan, it attracted high-end fashion
houses, jewellers and restaurants to replace
a series of empty units and antiques dealers
with no street frontage.

In addition, the street was widened, the
pavements resurfaced, the parking spaces
expanded, a sculptural water feature
installed and all street lighting was replaced.

A major redevelopment by the Crown Estate
in neighbouring St James’s will have a
similar effect.

The Crown, which owns almost half the
buildings in St James’s, will invest £500
million over ten years to enhance the
area’s reputation as an office market and
transform it into a world-class district for
shops and restaurants.

To some extent it mirrors the Crown’s
transformation of Regent Street. The size
of the retail units on the street, which is

the eastern boundary of Mayfair, is being
increased to attract international retailers
looking for flagship London stores.

A recent Knight Frank commercial research
study, which ranked the luxury market
position of retailers in London, scored Mount
Street 4.8 out of 5 and Bond Street 4.6.

Additionally, 43% of Mount Street’s retailers
are independent versus 12% on Bond Street
and the fit-out quality of its shops scored a
maximum 5 versus 4.5 on Bond Street.

Partially as a result, Mount Street and the
surrounding area is among the most in-
demand residential property in Mayfair.

The average cost per bedroom is just over
£2 million on Mount Street compared to
£1.7 in the wider Mayfair district, based on
average asking prices in the year to June
2014, which represents a premium of 17.5%.

This ‘Mount Street effect’ on residential
prices will be replicated across Mayfair as
the quality of the retail and public areas
continues to improve.

FIGURE 9

Mayfair vs prime central London average
Year to July 2014 vs year to July 2013 % growth
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