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PRIME CENTRAL
LONDON RENTAL INDEX

As more landlords become vendors, rental values are likely to strengthen,
says Tom Bill

Average annual rental values fell 1.5% in
March in prime central London

A supply decline in the prime central London
lettings market has begun to have a discernible
impact on rental values.

Average rents increased 0.2% between
February and March, the first monthly rise
since September 2015

Average annual rental values fell 1.5% in the
period to March, which was the most modest
rate of decline in almost two years.

The number of new lettings listings fell 5%
year-on-year in the 12 months to February

Furthermore, average rents increased 0.2% over
a one-month period, which was the first positive
monthly movement since September 2015.

The first is that pricing in the sales market has
shown increased signs of stability as stamp duty
hikes have become more fully absorbed. Political
uncertainty means the market is not set for an
upswing in the short-term but signs of stability
are likely to have caused some property owners
to explore the option of a sale.
The other reason behind this trend is the
succession of tax changes in recent years,
which include a stamp duty surcharge and
tighter restrictions around tax relief and other
allowances for landlords.

Meanwhile, tenant demand continues to grow,
suggesting continued upwards pressure on rents.
The number of new prospective tenants that
registered in the year to February was 16% higher
than the previous 12-month period, Knight Frank
data shows. Meanwhile, the number of viewings
rose 14% over the same period.
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Supply levels decline in prime central London

Monthly growth returns in
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“Lettings properties accounted
for 71% of all listings in prime
central London in July 2017.
By February of this year, that
number had declined to 62%.”

PCL lettings listings
PCL sales listings

0%

Mar-16

Head of London
Residential Research

Sales and lettings listings as a % of the total

Annual % change
Monthly % change

May-16

TOM BILL

The same trend is underlined by Rightmove
data. Lettings properties accounted for 71% of
all listings (sales and lettings combined) in prime
central London in July 2017. By February of this
year, that number had declined to 62%, as figure
2 shows.
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Macroview: The Politics of Brexit

The supply of new lettings properties has
declined over the last 12 months due to a
combination of factors.

A survey by insurer AXA last year showed almost
half of UK landlords planned to leave the private
rented sector by 2020. To put that in context,
the last English Housing Survey estimated that
the private rented sector accounted for 30% of
all tenure types in London, a figure Knight Frank
estimates could be as high as 50% in Kensington
& Chelsea and Westminster.
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Lettings properties accounted for 71% of
all listings in prime central London in July
2017. By February of this year, it was 62%.

The number of new lettings listings fell 5% in
the year to February compared to the previous
12-month period, LonRes data shows. It was the
largest such decline since July 2015.
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DROP IN SUPPLY PUTS UPWARDS
PRESSURE ON RENTAL VALUES IN
PRIME CENTRAL LONDON
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This report analyses the performance of single-unit
rental properties in the second-hand prime central
London market between £500 and £5,000-plus per
week. For an analysis of the build-to-rent market
and the institutional private rented sector in London
and the rest of the UK, please see our Private
Rented Sector Update report here.
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MACROVIEW | THE POLITICS OF BREXIT
Political uncertainty is one of the key factors
limiting liquidity and causing uncertainty
in prime central London sales and lettings
markets.

equivalence rules”.

The finely-balanced Parliamentary arithmetic
creates uncertainty over the stability of the
government, which is aggravated by Brexit.
However, March brought some signs of
progress between the UK and EU as both
sides agreed a transitional deal.
It is significant because it avoids a so-called
‘cliff edge’ for businesses, which will have 21
months after Brexit to adapt to life outside of
the EU. It also creates a sense of momentum
that will raise the stakes for any group of MPs
who may wish to derail the process.

While the exact meaning of this is unclear, it
marks a departure from its previous public
statements that a trade deal including financial
services was not on the table.
It implies access for UK companies on the
EU’s terms, which is something the UK rejects
in favour of a system where both sides set the
rules.
One way through the impasse could be a
proposal from the International Regulatory
Strategy Group for financial services to be
included in a free trade agreement, but with a
joint dispute resolution body and mechanisms
for mutual market access.

The fact so many EU companies have a financial
There has also been a subtle shift in position
interest in the UK is also likely to have a strong
on the part of the EU in relation to financial
bearing on trade talks, said Savvas Savouri, the
services, a sector that is a key driver of demand chief economist of asset manager Toscafund.
in the prime central London property market.
“A pleasant resolution would not happen out of
The latest draft of the EU’s negotiating
any selfless benevolence towards the UK, but
guidelines refers to market access for financial because an uninterrupted transition out of the
services based on “reviewed and improved
EU serves their financial interests,” he said.
FIGURE 3
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LONDON SUPER-PRIME LETTINGS INSIGHT

Political uncertainty still provides grounds for caution but buyers and
sellers sense more stable market conditions, says Tom Bill
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interests of £5,000-plus per week in prime central
London. Led by Tom Smith, the team consists of
12 local specialists with over 130 years of collective
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lettings deals in London as its nearest competitor
in 2017, LonRes data shows. The team members
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ST JOHN’S WOOD STOCK BY PROPERTY TYPE

Prime central London update
Average rental values in prime central
London fell 2.1% in the year to February.
This compares to a decline of -5.1%
recorded in February last year and
underlines how rental values are bottoming
out. The prolonged nature of the
adjustment in prime London rents is due to
the high levels of supply introduced to the
market in recent years. As more landlords
sense pricing in the sales market stabilising,
increasing numbers are deciding to sell,
which is curbing supply and putting
upwards pressure on rental values. In St
John’s Wood, there was a 24% fall in the
number of new lettings properties placed
on the market in the year to February
2018 compared to the previous 12-month
period, Knight Frank data shows.

Stevie Walmesley, St John’s Wood
Lettings Manager
“The top end of the market has performed
strongly and we have agreed 13 tenancies
above £5,000 per week in the last year, which
compares to 7 in the previous 12 months.
Between £2,000 and £3,000, demand had
been slower but is strengthening in 2018.
Demand from young professionals below
that price point remains strong. Tenants like
St John’s Wood because of the wide lateral
living and the relative value versus some other
areas of central London and developers have
created some incredible properties that they
are renting out due to uncertainty in the sales
market. However, some tenants sense a
strengthening sales market and are inserting
clauses into contracts to give them first right
of refusal to buy at the end of the tenancy.”
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A FRAGMENTED RECOVERY IN
THE SALES MARKET
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David Mumby, Regional Head of Lettings
“Demand has been most resilient up to £1,000
per week, which covers the majority of private
and corporate tenants and there has been an
overall increase in lettings transactions over the
last year, as figure 2 shows. However, higher
stock levels means the average achieved rent
has fallen. We have seen the largest increase
in available property for family houses due to
uncertainty in the sales market above £2 million,
however we expect these ‘reluctant landlords’ to
return to the sales market as pricing stabilises.
Meanwhile, tenants continue to search a wide
area and are primarily driven by the property
rather than the postcode.”
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l £10,000,000-plus

Prime central London market update
There has been a steady recovery in
transaction volumes in prime central London
in 2017 as asking price reductions stimulate
demand, a trend illustrated in figure 4.
However, the process has not taken place
in a uniform way across all markets and
buyer sensitivity to price remains high. Two
noteworthy figures underline the enduring
nature of demand in Belgravia. First, there
has been a 19% rise in the maximum price
per square foot over the last two years (figure
2). Second, the average sale price in the first
nine months of 2017 was 8% higher than the
bull market conditions of 2014 (figure 5).
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Prime south-west London update
Average rental values in prime southwest London fell 3.9% in the year to
February. This compares to a decline of
-5.1% recorded in February last year and
underlines how rental values are bottoming
out. As landlords sense that pricing in
the sales market is stabilising, increasing
numbers are deciding to sell, which is
putting upwards pressure on rental values
as stock levels fall. In Fulham, there was a
26% decline in the number of new lettings
properties listed in the year to February
2018 versus the previous 12 months,
Knight Frank data shows.
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Stuart Bailey, Belgravia Office Head
“Belgravia is underpinned by its quality of
housing stock which continues to drive
demand. Whilst all markets remain price
sensitive, the increase in maximum pricing
denotes the relative immunity for the very
best quality. Price-sensitive buyers are
heavily scrutinising the characteristics to
ensure they are not overpaying. Accordingly,
pragmatic sellers are reflecting on their
asking prices and are setting levels which
reflect the true value as opposed to historic
hope. While this is a relatively binary test, it
has never been more relevant. At the right
price there is a trading market.”

Harry Turner
+44 20 3861 6974
harry.turner@knightfrank.com
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experience and has a dominant market share in
London. It completed twice as many super-prime
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most exclusive properties on and off the market.
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Rental values in St John’s Wood
Achieved weekly rental values, year to February 2018

Marylebone, Mayfair, Notting Hill, South Kensington

£45,000

* Riverside in prime central London covers the Thames
riverfront from Battersea Bridge in the west to Tower Bridge
in the east, including London’s South Bank. The City Fringe
encompasses the half-mile fringe surrounding most of the
City including Clerkenwell and Farringdon in the west and
Shoreditch and Whitechapel in the east.
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“This option was rarely mentioned a few years
ago but is now a frequent topic of conversation
on viewings. Many landlords have nothing to
lose with this ‘try-before-you-buy’ route,” says
Tom. “The worst case scenario is that you have
an income stream that covers your costs and
the best is that you also have a sale at the other
end.”
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In a sign that more tenants are anticipating this
recovery, there has been an increase in the
number who have requested a clause in the
tenancy agreement giving them first refusal to
buy at the end of the tenancy.
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For the latest news, views and analysis
on the world of prime property, visit
Global Briefing or @kfglobalbrief

The prime central London sales market is now
moving towards recovery mode as higher
transaction costs are absorbed. Average prices
above £10 million rose 0.2% in the year to
January 2018, the first annual increase in almost
two years.

London super-prime lettings volumes and rental values
50

Aug-17

Follow Tom at @TomBill_KF

As well as more transactions, the deals agreed
are now on a longer-term basis as renting
becomes more accepted as a tenure model in
the super-prime market, said Tom. The average
length of a tenancy in 2017 was 589 days, which
compared to 548 in 2016 and 528 in 2015, an
analysis of Knight Frank data shows.
There was also a record number of £15,000plus per week deals last year, with 20 recorded

5%
0%
-5%
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“The impact of stamp duty has
been substantially absorbed
and is now an accepted cost
of transacting.”

“The momentum of recent years is still gathering
pace,” said Tom Smith, Knight Frank’s head of
super-prime lettings. “Demand is resilient due to
higher rates of stamp duty and the associated
uncertainty over the short-term prospects for
price growth in the sales market. A lack of clarity
regarding Brexit has also been a factor.”

compared to 11 in 2016. “There is increasingly
the opportunity to rent the sort of high-quality
stock that has come from the sales market that
historically did not exist on the lettings market,”
said Tom. “The clear message for landlords is
that super-prime tenants will not compromise on
quality in the same way as buyers will not.”
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However, we do not believe the sales market
is poised to enter a strong upswing in terms
of pricing or trading volumes. As we discuss
in Macroview on page 2, political uncertainty
surrounding the Brexit process and the finelybalanced arithmetic in Parliament is providing
continued grounds for caution.

FIGURE 1

More owners decide to sell than let

TOM BILL

Some 134 properties were rented out at £5,000plus per week last year, which represented a
35% increase on the figure of 99 in 2016. In the
three-month period between July and September
there were 48 transactions, which is a record for a
single quarter in 12 years of LonRes data.

The number of properties listed for sale in
prime central London was 5.4% higher in
February 2018 than the same month last
year, Rightmove data shows. Meanwhile, the
equivalent difference in the lettings market
was -21.2%, which will also reflect the recent
additional tax burdens for landlords.

Q3-2016

Indeed, an analysis of asking price reductions
over the last year shows pricing has more than
adjusted to take higher transaction costs into
account. This over-compensation suggests
the market has also undergone a process of
self-correction following the bull market run
between 2009 and 2014.

There is evidence that property owners are
responding to the fact pricing and sales
volumes are bottoming out.

There was a record number of super-prime
tenancies agreed in London in 2017 as pricesensitivity in the sales market continued to boost
demand.

Q2-2016

The impact of stamp duty has been
substantially absorbed and is now an accepted
cost of transacting.
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Macroview: The politics of Brexit

While the market remains sensitive to political
events there currently appears to be a sense of
(relative) stability being restored

Dec-17

The number of properties listed for sale
was 5.4% higher in February 2018 than
the same month last year
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The average asking price reduction
between £1 million and £5 million was
9.9% in the year to February

As pricing in prime central London has
stabilised, so have trading volumes. There was
a 2% increase in sales volumes in the year
to February 2018 compared to the previous
12-month period, LonRes data shows.

Price sensitivity in the sales market meant there was a record number of superprime tenancies in 2017. However, an anticipated recovery in sale prices means
there are more ‘try-before-you-buy’ tenants, as Tom Smith tells Tom Bill
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Trading volumes rose 2% in the 12
months to February

The average asking price adjustment for sales
between £1 million and £5 million was -9.9%
in the year to February 2018, LonRes data
shows. To put this in context, the difference
between the new and old rates of stamp duty
as a percentage of a £5 million sale is 3.3%.
For a £2 million sale, the equivalent figure is
2.7%.

Q1-2016

It was the fourth consecutive marginal annual
adjustment and means prices are 8% below
their previous peak in August 2015.

Q4-2015

Average prices in prime central London fell
1.1% in the year to March.

Feb-16

March 2018
Average prices declined 1.1% in the
year to February

Q1-2015

The prime central London sales index is based on
repeat valuations of second-hand stock and does
not include new-build property, although units from
completed developments are included over time.

0.0%

The Knight Frank Prime Central London
Index, established in 1995 is the most
comprehensive index covering the prime
central London residential marketplace.
The index is based on a repeat valuation
methodology that tracks rental values of
prime central London residential property.
‘Prime central London’ is defined in the index
as covering: Belgravia, Chelsea, The City&
Fringe, Hyde Park, Islington, Kensington,
King’s Cross, Knightsbridge, Marylebone,
Mayfair, Notting Hill, South Kensington,
St John’s Wood and Tower Bridge. ‘Prime
London’ comprises all areas in prime central
London, and in addition Canary Wharf,
Fulham, Hampstead, Richmond, Riverside*,
Wandsworth, Wapping and Wimbledon.
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