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NEW RATE REALITY
The Bank of England’s base rate cut was accompanied by measures
to encourage the effects of the cut to be passed straight to borrowers.
Meanwhile UK house price growth remained steady, while average values
in prime central London dipped again in July.

Bank of England base rates are cut
to a new record low of 0.25%

The rate change came in the wake of
closely-watched business surveys which
suggested that the Brexit vote had delivered
a knock to confidence, investment intentions
and trading activity. However, the Bank’s
own verdict on the economy stopped short
of forecasting a recession, although it did
heavily revise down its GDP growth forecast
for next year from 2.3% to 0.8%. It also
expects unemployment to rise.
While the moves by the Bank of England
seem to echo those taken after the financial
crisis, there is one big difference. Banks are
now much better capitalised than in 2008
and 2009, so there is still an appetite to lend.
After the financial crisis there was an abrupt
withdrawal of credit.
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In fact, the rate cut means that mortgage
rates, some of which are already at record
lows, could edge slightly lower. This could
further encourage buyers, especially firsttime buyers with access to a deposit, as
they can now lock into rates which will
guarantee low monthly rates for years.
This is underlined by new data from the
CML showing the number of mortgages
taken out by first-time buyers in July rose
to the highest level since 2007.
In terms of price growth, the data from the
housing market reflects the regionalised
nature of the market. Prices are slipping
in prime central London, while annual
growth remains steady in the rest of the UK.

56

9%

54

8%
No
change

50

6%

48

5%

46

4%
3%

44

2%

East Midlands

Wales

North West
Yorkshire and
The Humber

North East

Scotland

42
40

Prime Country
Prime Scotland
PCL

7%

52

2016

2015

2014

2013

2012

2011

0

Annual % change in PCL, Scotland and the
prime country market

South West

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

40,000

Prime price growth

West Midlands

Follow Gráinne at @ggilmorekf

Buy-to-let investor

50,000

By region, HPSI

East of England

“Buyers with access
to a deposit can lock
into ultra-low rates for
years, helping boost
the number of first-time
buyers to a 9-year high
in July.”
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The central bank’s move was accompanied
by three other measures – an extension of
quantitative easing, a scheme to purchase
corporate bonds, and a Term Funding
Scheme (TFS), which will allow banks and
building societies who lend into the ‘real
economy’ – to homeowners and businesses
– access to even cheaper money.

70,000

2009

The Bank of England’s rate-setting committee
made its first move in more than seven years
this month. Contrary to strong indications in
the past, the move was not a base rate rise,
but a cut to a new ultra-low rate of 0.25%.
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Mortgage lending to first-time
buyers rises to the highest level
since 2007 in July
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Prime central London prices
were 1.5% lower at the end of July
compared to July 2015
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Average UK house prices rose
0.5% in July, taking the annual rate
of growth to 5.2%, up from 5.1%
in June
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But despite a decline in rental growth, the
expectation is that activity levels will rise
over the summer and into the autumn led
by a pick-up in corporate demand from
executives being relocated for work.
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In the prime country house market annual
growth eased to 1.3% in the year to the
end of June, down from a high of 5.2% in
2014. Prices slipped by 0.2% in the second
quarter, just ahead of the EU referendum.
However, since then transactions have
largely continued while the number of
viewings conducted is only slightly behind
the same period last year.

Prime central London rents were down 3.6%
on the year at the end of July, as higher
stock levels and uncertainty surrounding
the outcome of the EU referendum weighed
on growth. This trend was mirrored in the
Home Counties, where rents fell by 0.8%
annually over the year to June.

Rental value growth in prime
central London

Dec-15

Average UK rents rose by 2.4% in the year
to June, slightly down on the 2.5% growth
seen in the year to May and the 2.6%
reported in April. Rental prices increased
in all English regions over the year to June
2016, with the biggest rise coming in the
South East (3.4%).

Oct-15

Average prices in prime central London
fell by 1.5% over the year to the end of
July, down from a recent peak of 8.1%
in June 2014, although the headline
figure hides areas of outperformance as
shown on the map below. The decision to
leave the European Union has provided
a backdrop of short-term uncertainty
that is affecting behaviour. However, the
primary factor curbing demand, and prices,
remains stamp duty.
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Rental market

Sep-15

Prime market update

The number of tenancies started across
London via Knight Frank’s corporate relocation
service increased 72% in the three months
to the end of June compared to the same
period in 2015, while in the Home Counties
the number of enquiries from relocation agents
in July was at the highest level all year.

Jul-15

Elsewhere, prime property prices in
Scotland fell by 0.6% annually as the
market continues to adjust to higher rates
of taxation. Activity levels were up year-onyear, suggesting that underlying demand
remains strong.

Aug-15

However, it will probably take another few
months for the data to price in the scale
of any Brexit impact. There is more detail
on all aspects of the residential and rural
markets in Knight Frank’s new Post-Brexit
market update and Risk Monitor.
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“The fundamentals of the
market, characterised by
an imbalance between
supply and demand and
ultra-low mortgage rates,
remain unchanged.”
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We will be reviewing our forecast in
full in the autumn

Construction costs, which have risen
notably over the last two years, as shown
in figure 1, are also a factor in land prices,
especially in the central London market.
Here the cost of construction is altering the
viability of some sites and in some cases
this has led to a trimming of land costs.
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Recent PMI data reflected the reality that
the UK is going to experience a bumpy ride
over the next few quarters. That said the
outlook seems less tumultuous than was
initially expected. While a recession for the
UK seems a real possibility, what appears
less likely is an economic crisis, as was
being suggested in the days following
the referendum.

part of a wider story than just Brexit.
Higher stamp duty for the £1m+ sector has
led to an easing in sales at this level since
late 2014.
This slowdown has been reinforced by the
introduction of the additional rate of Stamp
Duty in April this year, and Brexit has
compounded the situation. As we discuss
below, while prime market sales are down a
fifth year-on-year they haven’t collapsed.
During July, £1m+ sales across the UK were
equal to levels seen in 2011 and 2012.

But just because the worst of the original
Brexit predictions for the economy haven’t
transpired it doesn’t mean the property
market is guaranteed a smooth ride.

It doesn’t seem likely that we will see a
notable improvement in the short-term,
August is expected to be quiet, following
seasonal patterns, but September will be a
pivotal month and will give an indication of
the autumn selling season. For this reason
we have decided to wait until the autumn
before reviewing our forecast, which was
last updated in March.

House purchases are a big commitment,
and even if the wider economy holds up
the property market can still underperform.
The extent of this underperformance
depends on where you are. In essence the
lower the price point, the stronger current
market conditions. This trend points to
the fact that the prime market slowdown is
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Property taxes have had as big an
impact on the prime markets as
the referendum
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“The strongest markets
continue to be in prime urban
locations, where price growth
has outperformed that in more
rural locations.”

ENGLISH
GREENFIELD

The post-referendum housing market
has slowed in terms of sales, and price
growth has weakened

PRIME CENTRAL
LONDON

Urban land values are up by more than 9%.
There is still strong demand for city centre
sites in key regional locations, and in outer
London boroughs, although the dynamics
of each market are closely aligned with the
demand and supply fundamentals at play
in the local area.
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The outlook for the economy appears
bumpy, but with lower risk of a
economic crisis

In terms of greenfield sites, smaller plots
for around 150-200 units close to urban
areas and transport links are still the
most in demand, with higher levels of
competition for such opportunities.
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As we move into the second month following the UK’s EU referendum,
economic indicators are beginning to provide some insight on the future
direction of the economy.
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However, some housebuilders and
developers are increasing their margins
and hurdle rates on greenfield and prime
central London land deals. This is in order
to allow for increased uncertainty over
the future economic landscape as the
UK negotiates its way to a new position
within the Europe. This is feeding into
land prices.
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property values

Developers reported that activity
continued in the run-up to the EU
Referendum vote, with house purchase
rates remaining steady, especially in the
regional markets. The fundamentals of the
ENGLISH
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market,
characterised
by an imbalance
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between supply and demand and ultra-low
mortgage rates, remain unchanged.
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Regional Urban land prices dip 1.1%
in Q2, but are still up 9.1% compared
to Q2 2015

In prime central London, average
residential development land prices fell for
the third consecutive quarter, dropping by
6.9%. Average values are down 9.4% on
an annual basis, but this follows several
years of very strong growth, so the index
has returned to 2014 levels.
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“The Brexit vote has been
a trigger for some to make
overdue reductions to their
asking price”
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TOM BILL

Average prices for prime country
properties above £2m fell by 1.1%

Prime Central London development
land prices fall 9.4% on the year, to
levels seen in summer of 2014

The first six months of 2016 versus 2015
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Monthly change
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However, the primary drivers of this
market remain unchanged, with schools
and key transport links remaining a draw
for town and city markets. Prime prices
are still 14% below their previous market
peaks on average and, as such, there
may be scope for outperformance in the
short-to-medium term.

English Greenfield development land
prices slip by 2.3% in Q2, taking the
annual decline to 3.8%

Greenfield development land prices
declined by 2.3% between April and the
end of June taking the annual fall to 3.8%.
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FIGURE 2

FIGURE 1

Price growth performance in prime central
London

2.0%

Higher purchase costs as a result of
two stamp duty increases in the space
of 18 months have also had an impact,
weighing on price growth in some sectors
of the market, most notably for homes
valued in excess of £2m.

Since the vote, a number of buyers have
requested discounts due to the climate
of political and economic uncertainty.
However, where the asking price was set
at an appropriate level before the vote,
deals are proceeding with no reductions. In

All eyes will now turn to the impact of
the UK’s vote to leave the EU on the
market. There is likely to be a further
period of uncertainty as the terms of
the UK’s exit are worked out and this
has the potential to affect some parts
of the market as discretionary buyers
weigh up the implications.

Key facts Q2 2016

2011

Indeed, despite the widespread media
coverage devoted to the EU referendum
and its potential impact on house prices,

Prices for larger country properties
prices above £2m fell by -1.1%
between April and June

There was a softening in demand in the
immediate run up to the vote, with potential
purchasers awaiting the outcome of the
Referendum. The number of viewings
conducted in June was 10% lower than the
same month last year, and there was also
a dip in new buyer enquiries. However, the
EU referendum has not been the only factor
at play in the market.

FORECAST OVERVIEW

Pricing for residential development land slipped between April and the
end of June. While this quarterly reduction extended annual declines in
pricing for prime central London and greenfield development land, urban
brownfield land is still recording strong annual growth.

2007

This slowdown was a natural consequence
of strong price rises between 2009 and
2013, however the process was accelerated
by two stamp duty increases and a series of
other tax measures.

Uncertainty surrounding the outcome
of the EU referendum and higher
stamp duty charges contributed to
the slowdown

The strongest markets continue to be
in prime urban locations, where price
growth has outperformed that in more
rural locations.

£500K-£1M 1.2%

The sub-£1 million market registered
a relatively stronger performance, with
annual price growth of 1.1%

Indeed, had the result of the referendum
been a victory for ‘Remain’, it is likely
there would have been a similar mismatch
between expectations and reality that
followed the 2015 general election.
Following the formation of a majority
Conservative Party government, high stamp
duty costs acted as a brake on demand that
was widely expected to surge.

On an annual basis price growth was
1.3%, down from a recent high of
5.2% in 2014

On an annual basis, price growth over
the year to the end of June 2016 eased
to 1.3%, down from a recent high of 5.2%
in 2014 (figure 1).

£4M-£5M -3.5%

The number of exchanges including
new-build properties fell -10.5% in the
first half of 2016

In June 2014, annual growth in prime central
London was 8.1%, the last peak before a
period that saw growth fall steadily to -1.5%
in July 2016.

The result of this two-year slowdown is that
vendors had already begun to adapt to the
new pricing environment and in many cases
Brexit has been a trigger to make overdue
reductions to asking prices.

Prime country house prices fell by 0.2%
in Q2 2016

between April and June, taking the
annual rate of growth to 0.7%. In
contrast, properties priced at under
£2m recorded an average rate of growth
of 0.4% over the quarter, taking the
average rate of growth to 3.3%.

£3M-£4M -0.6%

The number of new prospective buyers
declined -6.2% over the same period

Early indications suggest the Brexit vote
is reinforcing existing pricing trends and
viewing the referendum in the context of the
preceding two-year period is helpful.

the primary factor curbing demand in prime
central London remains stamp duty.

Prime country house prices dipped
by 0.2% between April and June as
uncertainty surrounding the outcome of
the EU Referendum filtered through to
the market.

£1M-£2M -0.4%

The number of viewings in the six
months to June was 40.8% higher
than in 2015

As with the wider UK economy, the decision
to leave the European Union has provided
a backdrop of short-term uncertainty that
is affecting behaviour in the prime central
London property market.

Key headlines from
Q2 2016

£2M-£3M -0.5%

JULY 2016
Prices fell -1.5% in the year to July

DEVELOPMENT LAND PRICES
DIP IN Q2

Prices slipped in Q2, the first quarterly decline since late 2012

The vote to leave the EU has brought pre-existing market dynamics into
sharper relief, says Tom Bill
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“Just because the worst of
the economic predictions
haven’t transpired doesn’t
mean the property market is
guaranteed a smooth ride.”
For the latest news, views and analysis
on the world of prime property, visit
Global Briefing or @kfglobalbrief
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