
Economic and housing  
market update
Brexit negotiations have moved into in a 
new phase as Theresa May returns to  
the EU. The uncertainty around the UK’s 
future relationship with the EU has so far 
caused a “wait and see” effect, particularly 
among buyers, with RICS reporting 
subdued activity. 

However, in some markets there is evidence 
of pent-up demand forming, which could 
come back to the market once there is 
a definitive outcome on Brexit. Recent 
analysis from Knight Frank shows the 
busiest month for sales subject to contract 
is May, meaning vendors who have their 
homes on the market once there is clarity 
on Brexit may be best placed to benefit 
from a pick up in activity.

Average house prices fell by 0.1% in 
February, taking the annual change to 
0.4%, close to the slowest rate of growth 
in around six years. The Nationwide data 
shows that the average house price has 
remained between £210,000 and £217,000 
over the last 18 months. Over the last five 
years, the average value of a home has 
climbed by £40,000 to £214,000.
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“  The chances of an interest 
rate rise receded with  
CPI inflation data showing 
1.8% growth over the 
year to January, under  
the Bank of England’s  
2% target.”
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For the latest news, views and analysis  
on the world of prime property, visit our 
blog @KFIntelligence
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BRICKS AND BREXIT 
Political uncertainty is causing a “wait and see” effect in some parts of 
the market, but Knight Frank data signals pent up demand forming in 
some locations. Meanwhile, average UK house prices remained largely 
unchanged in February.

Key facts March 2019
Annual house price growth was 
at 0.4% in February, after a 0.1% 
fall during the month, according to 
Nationwide data 

Prime central London prices 
declined 0.4%, taking the annual 
change to -4.8% 

Average UK rents rose 1%  
in the year to January 2019

Rents climbed 1.4% in prime central 
London in the year to February taking 
gross yields to a 7-year high 

As ever, the rates of growth vary across the 
country, with prices growing by nearly 3% in 
the West Midlands. 

Average UK house price 

Source: Knight Frank Research/Nationwide 
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UK Economic Growth and Inflation 

Source: Knight Frank Research/ONS 
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The UK economy is also feeling the effect of 
the political uncertainty. 

Fairly sluggish GDP growth of 0.2% in 
the final quarter of 2018, down from 0.6% 
in Q3, took the annual change in GDP to 
1.4%. The result of this lower than expected 
growth is that the chances of an interest 
rate rise this year are receding. This view is 
certainly supported by inflation data which 
showed that the price of goods on the CPI 
inflation measure rose 1.8% in January, 
under the Bank of England’s 2% target. 

http://www.knightfrank.com/blog/category/intelligence/residential
https://content.knightfrank.com/research/1028/documents/en/proponomics-macro-global-growth-central-banks-respond-6199.pdf
https://content.knightfrank.com/research/1028/documents/en/proponomics-macro-global-growth-central-banks-respond-6199.pdf


Accordingly, mortgage rates are likely to 
remain near record-lows for some time 
yet – there are currently two-year fixed-rate 
deals on offer priced at less than 1.5%. 

The trend in the rental market is running 
slightly counter to that in the sales market 
at present, with rising demand against 
falling supply putting upward pressure 
on rents. There is evidence that some 
individual private landlords are exiting 
the private rented sector as additional 
stamp duty and the gradual withdrawal of 
mortgage interest relief prompts them to 
review their portfolios. This trend, and all 
the latest developments in the UK private 
rented sector are examined in more detail 
in Knight Frank’s Multihousing Report.

Prime market update
Average values in prime central London fell 
0.4% in February, taking the annual decline 
in prices to 4.8%. Values are now at the 
same level they were in the first quarter of 
2013 as buyers and sellers adjust to higher 
transaction costs and political uncertainty. 
In prime outer London, prices have fallen 
back to levels last seen in the first quarter 
of 2014. However, the ratio of prospective 
buyers to new listings of homes has risen 
to a two-year high, suggesting a level of 
pent-up demand in the market. 
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Rental values strengthen in PCL  
and POL Annual % change 

Source: Knight Frank Research 
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Prices in prime regional markets slipped 
0.9% in the final quarter of 2018, taking the 
annual change to -0.6%. A modest decline 
in values reflects the increasing influence 
that political uncertainty is having on prime 
property markets, with both buyers and 
sellers showing more caution. Another key 
factor impacting market performance is the 
type and location of properties, with those 
closest to the capital feeling the effects of a 
weaker London market.

In Scotland, prime country house values 
rose 2.3% in 2018, supported by robust 
activity levels in prime markets. However 
an increase in the additional tax levied 
on second home buyers, which was 
introduced in January, could weigh on 
activity this year.

Rental market

Average rents in Great Britain rose 1% in 
the 12 months to January, unchanged from 
December 2018. In contrast to the central 
London sales market, prime rents in central 
London were 1.4% higher over the year to 
January. Declining supply continues to put 
upwards pressure on rental values in prime 
London markets and yields in PCL have 
risen to a 7-year high of 3.38%.

Knight Frank Research Reports are available at KnightFrank.com/Research

UK Prime Country House 
Index – Q4 2018

RECENT MARKET-LEADING RESEARCH PUBLICATIONS

PRIME MARKET UPDATE
Pent-up demand is forming across prime regional markets while uncertainty  
over Britain’s impending departure from the European Union weighs on pricing.

The annual change in prices in prime regional 
housing markets in England and Wales fell for 
the first time in 18 months in 2018, according 
to Knight Frank figures. Values dipped by 
0.9% in the fourth quarter of the year taking 
the annual change to -0.6%. 

Recent performance reflects a general 
lack of urgency among both discretionary 
buyers and new vendors, with uncertainty 
over Brexit and the political future of the UK 
now at the forefront of their minds. Many, 
according to our sales negotiators, are 
choosing to sit tight and wait for clarity as 
the March 2019 deadline for leaving the  
EU nears.

Despite hesitancy, it is worth noting that 
demand, as measured by prospective buyer 
registrations and viewings, is on a par with 
levels seen a year ago and above the level 
seen in 2015, irrespective of the current 
uncertainty. This may suggest that pent-up 
demand is forming and could be released 
once the political uncertainty recedes.

Where sales are being achieved they 
are generally taking longer to complete, 
particularly in the south of England. Knight 
Frank analysis measuring the time taken 
between when a property is listed for sale 
and a sale is agreed shows that, so far in 
2018, the time taken to sell a house valued 
above £500,000 in the South East has 
increased by 23% compared with 2016. 
In the East of England the increase is 28% 
(figure 1).

REGIONAL VARIATIONS
It remains the case that there are variations 
in price performance depending on property 
type and location. At a regional level, for 
example, prices dipped by 3.1% annually in 
prime markets across the North Thames and 
Chilterns. In the North, annual price growth 
was positive, albeit only at 1.3%.

Price movements also varied by property 
type, with longer-term performance 
highlighting some stark differences. Manor 
houses, for example, have reported modest 
growth of just 0.8% during the past five 
years, compared with growth of 19% 
and 24% respectively for cottages and 
townhouses over the same period.
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FIGURE 1 
TIME FROM LISTING TO SALE AGREED 
Properties valued at £500,000+, Jan-Nov 2018 v 2016 

Source: Knight Frank Research
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We are presently in the midst of a 
moderate global economic slowdown, as 
demonstrated by sluggish GDP figures 
for the UK, Germany and China for Q4 
2018. The US statistics when released are 
expected to follow suit. Business surveys 
show that trading conditions remained 
subdued in January, especially for 
manufacturing firms. The global economy 
is certainly not tanking nor likely to do so, 
but the temperature has cooled. 

The reasons why 
Why are we seeing a slowdown? There 
are four key reasons – 

1. Cyclical – Following the big oil price 
correction in late 2014, the advanced 
economies moved into a sweet spot of 
low inflation, cheap energy and easy 
monetary policy. Yet, by summer 2018 
investors had become nervous over the 
long bull market for equities, reasoning 
that no cycle lasts forever. The notion 
of a ten year cycle for the economy, 
while debatable, is believed by some 
and 2018 marked a decade from the 
onset of the 2008/2009 recession. 

Slower profits growth for US 
corporations in Q3 2018 encouraged 
the view that late cycle had arrived, 
and investors retreated from risk. 

2. Central bank guidance – 2018 was 
a year that began with more central 
banks joining the US Fed in guiding 
markets that they would hike rates 
and end Quantitative Easing (QE). 
However, by the autumn concerns 
were growing that policymakers were 
moving in the wrong direction, as 
more recent data pointed to a loss of 
momentum. Also, in China in 2018, 
action was taken to reduce lending 
by the shadow banking sector, which 
in turn slowed growth. Consequently, 
early 2019 has seen most central 
banks revise their guidance, talking 
down the chances of near-term  
rate hikes.

3. Technology upgrades – This is best 
illustrated by the motor industry which 
is experiencing seismic change. 
Around the world carmakers are 
pivoting from combustion to electric 
engines, which involves a mix of 

Headlines
Recent GDP figures point to a global 
slowdown in late 2018, with subdued 
conditions continuing into Q1 2019. 

Central banks have now revised their 
guidance accordingly, and most are 
committed to supporting growth. 

We see new momentum emerging  
by the summer, and property  
investors and occupiers will prepare  
for future deals. 

JAMES ROBERTS 
Chief Economist

“ Policymakers are now 
responding to the slowdown, 
with leading central banks, 
including the Fed and the Bank 
of England, now talking down 
the likelihood of rate hikes”

Follow James at @KF_JamesRoberts

For the latest news, views and analysis on 
the world of property, visit Knight Frank’s 
blog www.knightfrank.co.uk/blog

GLOBAL GROWTH – 
CENTRAL BANKS RESPOND 
The global economy has slowed in recent quarters, but a change of stance 
by major central banks could result in stronger growth by the summer. 
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FIGURE 1 

GDP growth – quarter on quarter 
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