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Housing remains centre-stage as politicians gear up for Conference
season and, as autumn commences, average UK price growth remains
steady. The market is still localised however, with the strongest price
growth in East Anglia, London and the South East.

Key facts
September 2016
House prices rose by 0.6% in
August, taking annual growth to 5.6%
Prime central London prices dipped
by 0.3% in August, taking the annual
decline to 1.8%
Prime central London rents are
down 4.6% on the year, amid a 7.2%
rise in prospective tenants
House price sentiment ticked up
in August

Economic and housing
market overview

Future House Price Sentiment Index

As policymakers gear up for party
conference season it is interesting to
note that, despite the over-riding focus
on Brexit, there are plenty of fringe events
taking place based on the question of
housing. Delivering enough houses for
a growing UK population remains a key
concern, and an issue for MPs who are
looking to the next election.
The Home Builders Federation (HBF), which
represents the UK’s housebuilders, this
week shone a light on some of the official
data on housebuilding across the country
– suggesting that it is not entirely robust.
Its analysis shows that attention should be
placed on data focusing on the net supply
of housing, and that the shortfall from the
Government’s 200,000 a year target is
smaller that this data suggests, which may
come as a welcome relief for policymakers.
But there is still some way to go to ensure
the sustained annual delivery of enough,
and the right type, of homes.

Prices 80
rising

70
60
No
change 50

40
30
Prices
falling 20

2009 2010 2011 2012 2013 2014 2015 2016

Source: Knight Frank Research / IHS Markit

over the next 12 months, albeit at a more
modest rate than back in May, according
to the most recent House Price Sentiment
Index (HPSI), as seen above.
Average UK price growth remains steady,
although as the map below shows, the
market remains regionalised. The data from
the ONS HPI in the year to July shows a
slightly higher average growth of 8.3%
compared to 5.6% from Nationwide.
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“Just as politicians are
returning to the fray
after their summer
break, the housing
market is moving
towards a typically
more active season.”
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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The housing market too is moving towards
a typically more active season. Watching
the data at the end of September, and
October, will be instructive, as it will mark
the first non-summer months of activity
since Brexit. In the meantime, households
across the UK are expecting prices to rise

London 12.3%
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Prime market update
Property prices in prime central London
fell by 1.8% over the year to the end of
August, according to the latest index from
Knight Frank. Despite prices declining,
there are grounds for cautious optimism
that activity will pick-up over the next
few months.
In the eight weeks following the
referendum, the number of new
prospective buyers rose 22.1% compared
with the same period in 2015. The number
of properties under offer rose 19%, while
viewing levels increased by almost half.
However, stamp duty reforms continue
to have a sizable impact on demand
and transactions across the capital,
something which is explored further in
the London Review.
Transactions in Westminster, Camden,
Islington, Hammersmith & Fulham and
Kensington & Chelsea all fell by an average
of more than 5% per year over the five year
period to March 2016 – the first time this
magnitude of decline has been registered
in this many London boroughs since Land
Registry records began in 1995.

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, but several key urban markets
outperformed this growth.
Prime price growth was 9.1% in
Winchester, 8.6% in Cheltenham, 7.4%
in Bristol and 4.8% in Bath during the
year. Key to the outperformance in these
towns has been good transport links,
good schools and amenities.

Lettings market key indicators
Three months to July 2016 versus 2015
Prime central London
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Rental market

7.2%

Average UK rents rose by 2.4% in the year
to July, unchanged from the 2.4% growth
seen in the year to June. Rental prices
increased in all English regions over the
year, with the biggest rise coming in the
South East (3.5%).
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In prime London, higher stock levels
and a period of economic uncertainty
surrounding the potential fallout of the
Brexit vote means that landlords have to
be competitive to secure tenants, and
headline rents are still under pressure.
Rents dipped by 4.1% in the year to
August in prime central London, and by
-2.9% in prime outer London.
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“The strongest markets
continue to be in prime urban
locations, where price growth
has outperformed that in more
rural locations.”
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“The fundamentals of the
market, characterised by
an imbalance between
supply and demand and
ultra-low mortgage rates,
remain unchanged.”
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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We will be reviewing our forecast in
full in the autumn
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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.
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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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

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.

Construction input costs Net balance
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economic crisis
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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.

Headlines August
2016
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Post-referendum market performance

FIGURE 2

Price change
Annual and quarterly change in prime country
property values

2015

Follow Tom at @TomBill_KF

Aug-15
Sep-15
Oct-15
Nov-15
Dec-15
Jan-16
Feb-16
Mar-16
Apr-16
May-16
Jun-16
Jul-16
Aug-16

TOM BILL

Head of London
Residential Research

“Despite the summer lull,
leading indicators of activity
remain strong”
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2016

Price growth performance in prime central
London

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

2012

FIGURE 2

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.

2013

It is still early for firm conclusions of future
market moves following the EU referendum,
however the worst of the initial forecasts appear
to have been avoided to date. The tentative
improvement in some demand indicators
provide grounds to believe the prime central
London market is set for at least a modest
recovery in trading volumes, whether this
translates into an uptick in pricing is less clear.

FIGURE 1

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.

2014

Buyers denominated in overseas currencies are
benefitting from an effective discount of more
than 10% since the start of the year due to the
depreciation of Sterling. Meanwhile, Brexit has
been the trigger for some vendors to reduce

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.

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
URBAN
PRIME CENTRAL
market,
characterised
by an imbalance
GREENFIELD
BROWNFIELD
LONDON
between supply and demand and ultra-low
mortgage rates, remain unchanged.

2009

While Brexit has added to a backdrop of
political and economic uncertainty, it has also
acted as an incentive for action in the two
months since the vote.

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

Regional Urban land prices dip 1.1%
in Q2, but are still up 9.1% compared
to Q2 2015

2010

Macro View: Brexit and the new-build
market

Despite the summer lull, leading indicators
of activity remain strong. In the eight weeks
following the referendum, the number of new
prospective buyers rose 22.1% compared with
the same period in 2015, as figure 2 shows. The
number of properties under offer rose 19%,
while viewing levels increased by almost half.

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.

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

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.

2011

As with the broader economy, any profound
change in performance will only become clearer
over the next year or two, depending on the
outcome of a protracted period of negotiations
between the EU and the UK.

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.

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%.

2007

Annual price growth declined to
-1.8%, the steepest decline since
October 2009

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.

Key facts Q2 2016

2008

While there remains a high level of speculation
over the impact of Brexit on the prime London
property market, it remains too early to discern
its likely long term impact.

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).

£500K-£1M 1.2%

Web viewings grew by 20.8% while
viewings increased by 49% compared
to last year

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%.

£4M-£5M -3.5%

However, there are grounds for cautious
optimism that activity will intensify over the next
few months, as recent stamp duty increases
and, to a lesser extent, the vote to leave the
European Union continue to act as catalysts for
overdue price adjustments.

Prices in prime central London fell -1.8% in
the year to August, the steepest decline since
October 2009. There remain differences across
the region, with the largest annual decline of
-8.9% in Chelsea, compared to positive growth
of 0.7% in Mayfair and smaller declines of
-0.9% in Marylebone and -0.8% in Belgravia.
Meanwhile, the recent declines in Knightsbridge
appear to be bottoming out as asking prices
align with higher expectations..

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.

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.

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

Key headlines from
Q2 2016

£5M+ -2.5%

The number of properties under offer
in the eight weeks since Brexit rose
19% compared to last year

asking prices to levels that take higher rates of
stamp duty and the new economic and political
climate into consideration.

£3M-£4M -0.6%

There has been a 22.1% rise in the
number of new prospective buyers
since the EU referendum versus 2015

Residential sales activity in prime central
London was stronger this August than last year,
though remained relatively subdued due in part
to the seasonal summer lull.

£1M-£2M -0.4%

Despite the seasonal summer lull, there are grounds to believe activity will
increase in the autumn, says Tom Bill

August 2016

DEVELOPMENT LAND PRICES
DIP IN Q2

PRICE MODERATION CONTINUES
IN PRIME COUNTRY MARKET

CAUTIOUS OPTIMISM FOR THE
PRIME CENTRAL LONDON MARKET
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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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