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UK RESIDENTIAL
MARKET UPDATE
RATE RISE ON ICE?
UK deflation returned in September and wage growth eased, leading
some to speculate that the first rise in the base rate in more than six
years may not happen before the summer of next year. Meanwhile
price growth eased across the board as the rate of policy change
in the housebuilding sector speeded up.
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Housing market and economic
overview

Average UK house prices rose by
0.5% in September, taking annual
growth to 3.8%

UK quarterly house price growth

Prime central London values fell by
0.1% in September. Annual growth is
at 1.3%
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Prime Country house prices rose
by 0.7% in Q3, and are up 2.7% on
the year

Although the expectation is that interest
rates will rise before June next year, the Bank
of England was thrown a curveball this week
as the country dipped back into deflation.
The negative inflation reading means that
the cost of goods and services is falling year
on year, and leaves the Bank further from
its sole target – hitting 2% inflation in the
medium term. Despite strong employment
figures, wage growth also eased, meaning
that the Bank of England may hold off for
longer on raising rates, good news for
homeowners with variable rate mortgages.
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The pace of average price growth across the
UK is easing on an annual and a quarterly
basis. However, market dynamics differ
across the country. Even on a regional basis,
price change in the 12 months to the end of
September ranges from 10.6% in London to
-1.3% in Scotland.
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Average values for prime Scottish
homes fell by 0.7% in Q3, taking
annual growth to 0.6%

Falling mortgage rates
Average mortgage rates for 2-year fixed-rate deals
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The undersupply of housing is also a key
factor in the current market. It is estimated
that around 200,000 to 250,000 homes a
year need to be built in the UK. As shown in
the chart above, total delivery is some way
below these targets.
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“On a regional bases the
annual average change in
house prices ranges from
10.6% in London to -1.3%
in Scotland.”
Follow Gráinne at @ggilmorekf
For the latest news, views and analysis
on the world of prime property, visit
Global Briefing or @kfglobalbrief
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Ultra-low mortgage rates for those who have
access to equity or a sizeable deposit, and
who can navigate the tougher application
criteria under the new mortgage rules, are
helping underpin the market.

In order to try and address the shortfall, the
Government this week unveiled its Housing
Bill, designed to try and boost the supply
of housing. Key among the changes is the
introduction of “Starter Homes” – homes
will be sold at 80% of market value (and will
remain priced at this level for five years) and
will be available to first-time buyers aged
under 40. The Prime Minister has pledged
450,000
that 200,000
such homes will be built by
2020,400,000
an ambitious target. Details of how this
350,000
type of
housing will dovetail with the current
300,000
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Housing is also taking centre stage in the
London Mayoral election, with Sadiq Khan,
the Labour candidate for Mayor, pledging
to turn the contest into a referendum on
housing in the Capital.

Prime Scottish prices are moving in a
different direction than those in England and
Wales due to the alternative tax treatment
of properties in Scotland. Prices fell by
0.7% in Q3, the first decline in two years.
Yet despite the slip in prices, activity levels
rose in the third quarter, according to Knight
Frank data.
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Average rents across Great Britain rose
by 2.5% in the year to June, according to
the latest data from the Office for National
Statistics. Rents in London grew by 3.6%
on average over the same time period.
Knight Frank’s own data shows that rents in
prime central London eased to 2.4% annual
growth in September, down from a high of
4.2% annual growth in May.
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Price growth in prime central London
by area in the year to October 2015

The average values of prime country
property across England and Wales has
been edging up for 11 consecutive quarters
now, although the pace of growth is still
modest, with annual growth at 2.7%. Higher
stamp duty charges have affected activity,
but there is also increasing evidence of
buyers from London taking advantage of the
relative price differential for homes within
and outside the capital, especially in key
commuter towns.
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TENANT DEMAND REMAINS WEAK
AS STOCK MARKET VOLATILITY
CONTINUES
Uncertainty in global financial markets in September dampened tenant demand
though not in the highest price brackets, says Tom Bill

September 2015
Annual rental growth declined to 2.4%,
the lowest rate since September 2014
Number of tenancies agreed in the
three months to August fell -5.9%
versus 2014
Number of super-prime tenancies agreed
in the three months to September on track
to be 50% higher than previous threemonths
Stock levels are -15.6% down since April,
which will put upwards pressure on rents
Prime gross rental yields remained at
2.96%
Macro View: Politics and prime central
London

Annual rental value growth in prime central
London declined to 2.4% in September, which
was the lowest level it has been since September
last year.
The slowdown came against the backdrop of
jittery financial markets, with nerves over the
state of the Chinese economy spreading to
commodity and mining stocks, compounded by
declines among carmakers. As a result, the FTSE
100 fell back below 6,000 in the second half of
September.
This current overriding mood of uncertainty
means companies are more hesitant about
recruiting and are more conservative with
relocation budgets for senior executives, which
has dampened demand in the prime central
London lettings market.
As a result, the number of tenancies agreed in
the three months to August fell -5.9% compared
to the previous year and the number of viewings
declined -10.2%. Such declines suggest the
trend for falling rental value growth will persist in
the short-term.
However, the trend is less marked in both lower
and higher price brackets. Demand among
younger professionals remains strong while
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For the latest news, views and analysis
on the world of prime property, visit
Global Briefing or @kfglobalbrief
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Across the whole of the market, the result has
been a rise in stock levels, with weaker demand
compounded by the fact more vendors have
become landlords due to uncertainty over the
strength of price growth in the sales market after
the stamp duty rise.

Key headlines from
Q3 2015
Prime country house prices increased
by 0.7% in the third quarter of 2015
Annual growth stands at 2.7%
December’s stamp duty change
continues to have an effect on the
market above £1.5m
The price differential between the
prime London and the prime country
markets remains significant

However, there are signs this trend for higher
stock levels has peaked which could signal that
recent changes to the sales market including
stamp duty has begun to be processed, which
will put upwards pressure on rents.
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Annual growth also rose slightly to 2.7% on
average, up from 2.3% in Q2 but down from
a recent high of 5.2% in 2014.
The market continues to feel the impact of
the increased cost of stamp duty, following
the Autumn Statement in December 2014.
This continues to weigh on both price growth
and activity at the top end of the market.
In fact, the latest figures from the Land
Registry show that between January and
July there have been 35% fewer sales with
a value above £1.5m outside of London
compared to the same period last year.

Illustrating this fact, prices for homes in the
prime market valued under £1.5m have
risen by nearly 4% annually over the year to
September. In comparison, over the same
time properties priced above £1.5m, the
point at which the 12% rate of SDLT kicks
in, have risen by 2%.

Prime central London lettings market in numbers
Number of tenancies agreed in
the three months to August versus
the same period in 2014

Prime country house prices rose by 0.7%
between July and September, continuing the
modest upward trend of growth that started
in early 2013. Prices have shifted upwards
now for eleven consecutive quarters.

The prime market below £1.5m has been
less affected by these tax changes.

Stock levels in 2015 reached their peak a fortnight
before the general election but have since been
on a downwards trajectory that became more
marked after July, meaning the level in early
August was 15.6% down from its pre-election
high point.
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Follow Tom at @TomBill_KF

The number of super-prime tenancies agreed in
the three months to September was on track to
be 50% higher than the preceding three-month
period.

BUYER CAUTION SPARKS FLIGHT
TO QUALITY IN PRIME CENTRAL
LONDON

Prime country house prices continue to grow, but tax policy is starting
to have an effect at the top end of the market.

“The country house market
continues to feel the impact
of the increased cost of
stamp duty. This continues to
weigh on both price growth
and activity at the top end
of the market.”
Follow Oliver at @oliverknightkf
For the latest news, views and analysis
on the world of prime property, visit
Global Briefing or @kfglobalbrief

Under £1.5m, price growth has generally
been underpinned by demand for
homes in urban centres. Price growth in
town and city markets including Bristol,
Bath and Oxford for example, where
buyers continue to be attracted by good
schooling, amenities and transport links,
has outperformed the wider prime market.
There remains a significant price
differential between property prices in the
prime country market and in London, while
anecdotal evidence from agents suggests
that there is pent up demand from buyers
in the Home Counties and the South West.
This could help underpin prices and an
increase in activity levels across the market
as the year progresses.
The average prime country house price
is still 14% below its 2007 peak. In
contrast, prime prices in London are, on
average, 34% higher than their previous
peak values. The rise in London prices
in the last few years means that buyers
looking to swap the city for the country
are able to get a lot more property for
their money, with such buyers able to take
advantage of the relative “discount” which
currently exists.
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Prime country price growth

Prime London v Prime Country
price differential

Annual and quarterly change in prime country
property values
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“This current overriding
mood of uncertainty means
companies are more hesitant
about recruiting and are more
conservative with relocation
budgets for senior executives”

demand at the super-prime level of £5,000 per
week and above has been buoyed by the fact
tenants have moved across from the sales
market due to last December’s stamp duty
increase.
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Rental value growth in prime central London
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Price growth in prime central London
continued to slow in September, with
increased stamp duty charges for
transactions worth more than £1.1 million
weighing on values. Activity picked up
after the summer, although this was not
uniform across all areas, and it is yet unclear
if demand will keep up with an increase
in supply. Knight Frank has adjusted its
forecasts for the prime central London
market for 2016 from 4.5% growth to 2%.

This easing in rents reflects the effect
that global economic jitters have had on
corporate demand for rental property
in which to house executives. However
demand remains strong among young
professionals and at the top end of the
market as more people choose to rent while
they consider the higher stamp duty charges
for home purchases.
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Sales volumes in September rose
from August and were on track to match
September 2014
Rising transaction costs appear to have
sparked a flight to quality
Macro View: Politics and prime central
London
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Prime Country House
Index - Q3 2015
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This heightened price sensitivity among buyers
has resulted in a flight to quality, meaning
demand is particularly strong for properties in
the best condition and on a prime floor, street
or square.

Furthermore, some high-quality stock has
come onto the market, which has driven
demand. The volume of sales in September
has risen since August and was on track to
match September 2014.

So, while the anticipated gear change
materialised as summer moved into autumn,
there was no sense the market is entering
full-blown recovery mode after what has been
a subdued 2015.

However, rising supply is not uniform across
prime central London and there is not yet clear
evidence that new demand will keep pace with
any supply increase. New applicant levels are
down -34% compared to September 2014,
though this decrease is partly explained by a
growing trend among buyers to find the right
property on the internet before registering.
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For the latest news, views and analysis
on the world of prime property, visit
Global Briefing or @kfglobalbrief

Prices fell -0.1% in September and annual
growth declined to 1.3%, which was the
lowest since October 2009 following the
collapse of Lehman Brothers a year earlier.
An east/west divide around Hyde Park has
emerged more clearly, as the map on page
2 shows. Prices have declined by more than
3% in some markets to the west, possibly
due to the greater concentration of high-value
properties subject to higher rates of stamp
duty.
FIGURE 2

Buyers are fewer and more selective
Annual change in new prospective buyers and
viewings, September 2015

September 2014
September 2015
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is demonstrated by the fact that viewings have
only declined -4% compared to September
2014.

Activity has certainly increased following a
subdued summer period as buyers came
to terms with an increase in stamp duty
and a July Budget that curbed exemptions
surrounding resident non-doms.

Price growth in prime central London
declines since 2014

Head of London Residential Research
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September marked the start of the autumn
selling season in prime central London, a time
of year when transactions traditionally rise.

Underlying demand remains strong but buyers
have become more circumspect and stringent
in their requirements due to the stamp duty
increase. The strength of underlying demand

“Heightened sensitivity to price
among buyers has resulted in a
flight to quality”

110

-6%
2010

New prospective buyers declined
-34% but viewings only fell by -4%
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Annual price declines were in excess
of -3% in some markets in the west
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Annual price growth declined to 1.3%,
the lowest rate since October 2009
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The autumn selling season has begun but early indications suggest the
subdued mood of 2015 persists as higher stamp duty means buyers have
become more circumspect, says Tom Bill
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affordable housing requirements are yet to
be released, but are expected in the coming
months. This comes just months after the
Government announced cuts to social
rents, creating more uncertainty in the
affordable housing market. So while there
is a fast-paced policy environment, the
current lack of detail is creating a sense of
limbo in some corners of the development
market at present.

