
UK economic and housing 
overview 
The UK’s economic resurgence seems clear 
when you examine the GDP data (figure 1), 
which shows consistent quarterly growth 
since the beginning of last year. 

The forecast 3.1% annual growth expected 
this year will make the UK the best 
performing G7 nation in terms of output. 
However below the headline data is a more 
mixed picture. 

Wage growth has been sluggish, so while 
the economy is finally emerging from the 
post-crisis recession, many workers are  
not feeling the full benefits. 

Some would argue however, that it is 
precisely the wage squeeze which has 
allowed businesses to step up production 
while avoiding greater labour costs. 

Key facts  
November 2014
UK house prices rose by 0.5% in 
October, with the annual rate of 
growth slowing to 9%

Prime central London house prices 
remained static in October, the first 
month in four years in which no growth 
was recorded

Annual growth in prime central 
London prices slowed to 6.5%

Rents in the prime home counties 
market fell by 0.8% in Q3, but the 
annual rate of growth moved into 
positive territory at 0.1% 

RESIDENTIAL RESEARCH

UK RESIDENTIAL 
MARKET UPDATE

“ A more benign outlook for 
inflation means markets 
are pricing in the first 
interest rate rise in the 
second half of next year”
Follow Gráinne at @ggilmorekf
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MIXED ECONOMIC MESSAGES
A more challenging domestic and global economic outlook means the 
immediate threat of interest rate rises has receded. However political 
uncertainty in the lead-up to next year’s General Election is weighing on 
property price growth, not least in prime central London. 

Source: ONS
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Mortgage rates dip 
5-year swap rates 
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back its expectations of when the first 
base rate rise will occur. 

With a much more benign outlook for 
inflation, the markets are now pricing in a 
rise in October 2015, with the expectation 
that the base rate will still only be at 1% 
well into 2016. 

As a result of the new outlook for interest 
rates, mortgage rates have receded again, 
which is good news for homebuyers and 
those re-mortgaging their home. 

Swap rates, the money market rates which 
determine fixed-rate mortgage pricing, 
dipped sharply last month, as shown in  
the chart below. 

However there are also factors weighing on 
the mortgage market – which are likely to 
feed through to slower activity, such as the 
new loan to income criteria from the Bank 
of England, as well as the new rules for 
mortgage applications under the Mortgage 
Market Review started in April this year.

For more on the outlook for the UK 
housing market, read our latest Residential 
Market Forecast. 

At the same time, the UK economy is 
facing additional challenges from overseas, 
not least the travails in the Eurozone and 
the withdrawal of quantitative easing in  
the US. Global economic growth has also 
slowed to a six-month low.

It is a combination of these factors which 
prompted the Bank of England to push 
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Fig 1: Change in current and future value of property (HPSI) 

 

 

 

NB: A score of 50 equates to no change, above or below representing growth or decline respectively.  

 
Knight Frank/Markit House Price Sentiment Index (HPSI) – October 2014 
 
Household sentiment stabilises but remains below peak 

 
Key headlines for October 2014 
 Households in all regions covered by the 

sentiment index perceive that prices rose in 
October 

 
 Expectations for future price growth also rose, 

although they remain significantly lower than 
May’s record-high  
 

 For the fifth consecutive month, households in 
the South East expect prices to rise most 
strongly over the next 12 months 
 

 In London expectations for house price 
growth have rebounded to their highest level 
in six months 

 
 Some 6.2% of UK households plan to buy a 

property in the next year 
 
Change in current house prices 
Households perceive that the value of their home 
rose in October, according to the House Price 

Sentiment Index (HPSI) from Knight Frank and 
Markit Economics. 
 
Some 27.1% of the 1,500 households surveyed 
across the UK said that the value of their home had 
risen over the last month, while 5.6% reported a fall. 
 
This gave the HPSI a reading of 60.7 (see figure 1), 
the nineteenth consecutive month that the reading 
has been above 50 and marginally higher than the 
60.6 reading achieved in September. This monthly 
increase ends a period of four consecutive months 
that households’ perceptions about house price 
growth had moderated. 
 
Any figure over 50 indicates that prices are 
rising, and the higher the figure, the steeper the 
increase. Any figure below 50 indicates that 
prices are falling.  
 
Households in all 11 regions covered by the index 
reported that prices rose in October, with those 
living in London perceiving that the value of their 
home had risen at the strongest rate (73.3), 

Prices in prime central London were flat 
in October, ending a four-year period of 
uninterrupted growth.

The positive run began in November 2010, 
the same month Ireland became the second 
European country after Greece to receive a 
bailout as concerns grew over the future of the 
eurozone. 

Ireland has since left its bailout programme 
and the economic risks that drove buyers 
into the safety of London property have been 
superseded by political risks that have created 
a mood of caution. As a result there is growing 
evidence that asking prices are having to 
adjust to more subdued market conditions.

The risks include the possibility of a ‘mansion 
tax’ after next May’s general election, a 
proposal that pre-dates the Irish bailout 
by a year, though it is a prospect that has 
moved into the foreground as the election 
approaches.

Its potential impact remains difficult to assess 
given a lack of detail but the behaviour of 
prices in prime central London suggests a 
certain level of risk is already priced in.

As figure 1 shows, annual price growth has been 
slowing for the last three years from a peak of 
12.6% in November 2011, down to 6.5% in 
October this year due to uncertainty relating to a 
series of tax changes in addition to mansion tax. 

It is worth emphasising the gradual nature 
of the slowdown, which is typical after such 
a strong run. Furthermore, the fact monthly 
growth reached zero in October is in line with 
a forecast we made more than a year ago.

While we expect zero growth in central 
London prices throughout 2015, if the 
prospect of a mansion tax recedes after May, 
we could see modest positive growth in the 
second half of the year.

Between 2015 and 2019, we forecast cumulative 
growth of 22% during what we believe will be 
a more subdued period for the prime central 
London market compared to recent years.

Prices grew 40% in the four years to 
October, exceeding growth of 15% in the 
UK mainstream market and a 9% fall in the 
price of the safe haven asset gold. As figure 2 
shows, growth of 56.4% was strongest in the 
£1 million to £2 million price bracket.

OCTOBER 2014
Price growth slowed to zero in 
October due to uncertainty over the 
outcome of next May’s general election

First time in four years that monthly 
growth was not registered as market 
conditions become more subdued

Annual growth continued a three-year 
slowdown from November 2011 to 
reach 6.5% in October

Prices have risen 40% over the last 
four years, exceeding growth in the UK 
mainstream market and the price of gold

Knight Frank forecasts 22% cumulative 
growth between 2015 and 2019

TOM BILL 
Head of London Residential Research 

“It is worth emphasising 
the gradual nature of the 
slowdown, which is typical 
after such a strong run”  
Follow Tom at @TomBill_KF

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

PRICES PLATEAU IN PRIME 
CENTRAL LONDON AFTER FOUR 
YEARS OF GROWTH
Price growth slowed to zero in October, with political uncertainty rising 
seven months ahead of the general election, says Tom Bill
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PRIME CENTRAL
LONDON SALES INDEX

FIGURE 1 
Monthly grows reaches zero as annual 
growth continues to slow

FIGURE 2 
Four years of growth by price bracket 
November 2010 to October 2014 

Source: Knight Frank Residential Research Source: Knight Frank Residential Research
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The annual growth slowdown

 12 month % change   
 monthly % change £1.56m £2.76m £6.44m £12.7m

Prime Central London 
Sales Index Oct 2014

UK Housing Market 
Forecast Q4 2014

PRIME MARKET 
ANALYSIS

COMPREHENSIVE DATA  
AND COMMENTARY

UK AND REGIONAL 
PRICE FORECASTS

UK RESIDENTIAL 
FORECAST & 
RISK MONITOR  
Q4 2014
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Home Counties  
Lettings Index Q3 2014

FIGURE 1 

Nationality of Home Counties tenants 
(Q3 2014)

FIGURE 2 

Home Counties rental change by 
bedroom Q3 2014

Source: Knight Frank Residential Research
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Rental values in the Home Counties grew 
on an annual basis for the first time since 
June 2012. Values were 0.1% higher than in 
September 2013 and are 2.4% higher than 
at the turn of the year.

However while annual growth may have 
crept into positive territory for the first time 
in two years, a gradual slowdown in the 
number of corporate relocation enquiries 
and a desire among landlords to keep void 
periods to a minimum, meant that between 
July and September prime rents actually fell 
by 0.8%.

Landlords do not want their properties 
sitting empty over the winter months and 
some, especially at the top-end of the 
market, have been willing to reduce asking 
rents as a result. 

Figure 2 shows the average quarterly rental 
change by bedroom, with larger 5-bedroom 
properties seeing significantly higher rental 
declines over the course of the quarter than 
those with fewer bedrooms.

The flexibility shown by landlords on rents 
has helped boost the number of tenancies. 
The number of tenancies commenced 
between July and September was 27% 
higher than the corresponding three month 
period in 2013.

There are indications that activity will 
continue to be robust in the coming months 
with the number of potential tenants, both 
corporate and private, registering with Knight 
Frank lettings agents over the three months 
to September rising by 37%, compared to 
the same period last year and the number  
of viewings 14% higher over the same time.

The number of new instructions, which 
tends to be a good indicator of future stock 
coming to the market, was 38% higher  
in the third quarter year-on-year.

Over the last three months, some 55% of 
tenants in the Home Counties were from the 
UK (figure 1), followed by North Americans 
at 15% and Europeans who accounted for 
14% of all tenancies agreed over the period.

Results for Q3 2014
Home Counties rents fell by 0.8% 
between July and September 2014

In the year to September 2014 rents 
have risen by 0.1%, the first annual 
rise in two years

The number of tenancies agreed was 
27% higher in Q3 2014 year-on-year

In Q3 2014, some 55% of tenants  
in the Home Counties were from  
the UK

OLIVER KNIGHT 
Residential Research

HOME COUNTIES RENTS BEGIN  
TO STABILISE
Despite a slight decline in rental values during the third quarter of 2014, 
prime rents across the Home Counties are higher on an annual basis  
for the first time in two years. Oliver Knight examines the figures.
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“ Larger properties saw higher 
rental declines over the 
course of the quarter than 
those with fewer bedrooms”

Follow Oliver at @oliverknightkf

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

House Price Sentiment 
Index (HPSI) Oct 2014

Prime markets 

Price growth in the prime central London 
market continues to moderate amid 
growing political uncertainty in the run-up 
to next year’s general election. Prices 
remained static in October, the first month 
in which values have not risen since 
October 2010. The annual rate of growth 
continued its slow downward trajectory  
to hit 6.5%.

The election is primarily causing unease 
because of the property tax measures 
which depend on the outcome. Both 
Labour and the Liberal Democrats have 
pledged some sort of tax on higher value 
properties, whether a ‘mansion tax’ or a 
re-banding of council tax. Ed Balls, the 
shadow chancellor, pledged that those in 
homes currently valued at £2 million to £3 
million a year would not pay more than 
£250 a month, or £3,000 a year (after tax) 
as part of this additional tax levy, however 
his comments have only raised more 
questions about how much those in  
homes worth £3m+ will pay. 

PCL price growth slows

Source: Knight Frank Residential Research
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The annual growth slowdown

 12 month % change   
 monthly % change

The disquiet about this potential property 
tax was evident in prime outer London 
locations too, with average prime prices in 
areas from Fulham to Hampstead falling 
by an average of 0.2% in Q3, slowing the 
annual rate of growth from 11.8% to 10.1%. 

The current movement of prime central 
London prices are in line with forecasts we 
made last year. While our latest forecasts 
show no growth in prime central prices 
in 2015, there is a chance that without a 
mansion tax, there could be some rebound 
in prices in the second half of the 2015.

Prime country house prices rose by 4.7% 
year on year to the end of September, while 
values in Scotland rose by 1.4% over the 
same period. It is expected that there will 
be a surge of activity, especially at the top 
end of the market, before new stamp duty 
levies are introduced on April 1st next year. 
The chart below shows how the levy will 
change the tax payable by price band.

New ‘stamp duty’ rates for Scotland 
Current stamp duty costs v future Land and 
Building Transaction Tax

Source: Knight Frank Residential Research
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Rental market
Average UK rents rose 1.5% in the year 
to September, just under the 1.6% growth 

seen in prime central London over the same 
time period. The most recent PCL rental 
data, however, shows that rental growth 
climbed to 2.6% in the year to October, 
the highest rate of growth since December 
2011. Yields rose to 2.9%. 

Yet the recovery in rents and yields in 
central London remains hesitant, with 
changeable levels of activity in the market. 
While the number of viewings and tenancies 
agreed in October higher than on the same 
month last year, the number of tenancies 
started was lower, signalling that it may  
be a slower path to full-on recovery in the 
prime rental market. 

Corporate demand in the market has no 
doubt been affected by the difficulties in  
the Eurozone as well as closer to home.  
As mentioned earlier – the headline 
economic figures from the UK may be 
positive, but new data from E&Y shows that 
the number of profit warnings from quoted  
UK companies hit a six-year high between 
July and September this year. 

In the prime home counties market,  
rents are up 2.4% since the start of the  
year, but this has only resulted in 0.1%  
year-on-year growth. 
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