RESIDENTIAL RESEARCH

RESIDENTIAL DEVELOPMENT
LAND INDEX
POST-EU REFERENDUM EASING
IN DEVELOPMENT LAND PRICES
Residential development land prices slipped again in Q3 2016 for English
greenfield sites and those in prime residential London, while prices were
unchanged for urban brownfield sites.

Key facts Q3 2016
Residential development land values
for English greenfield land dipped by
0.4% in Q3, taking the annual decline
to 3.9%
Prime central London site values are
down 10.3% year-on-year
Urban brownfield land values remain
unchanged in Q3, and are up 6% on
an annual basis

Greenfield development land prices
declined by 0.4% in Q3, meaning they have
fallen by 2.6% between April and the end of
September, and by 3.9% over 12 months.
In prime central London, land prices are
down by 10.3% on the year, and are now
at around the same levels as June 2014.
The declines seen in both of these markets
reflect the increased hurdle rates being put
in place by developers and housebuilders
in the face of the uncertainty around Brexit,
and the potential resulting impact on the
UK economy.
In some cases where developers depend
on a range of funding, increased demands
from lenders are resulting in further
squeezes on margins for land prices.
In central London, the change in economic
climate, coupled with changes to policy
around purchases taxes, is leading to
developers moving their attention from
larger schemes in the centre to those
further out. This, in time, could start to
weigh on unit numbers being delivered
into the market.
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Global Briefing or @kfglobalbrief

The current dynamics of the land market,
especially across the English market
for greenfield land, was highlighted
by Persimmon, the UK’s third-largest
housebuilder by turnover, which recently
announced it was easing the rate at which
it was acquiring land in the face of current
macro political and economic uncertainty
around Brexit.
The market is not homogenous however.
Land agents report that there is still
substantial demand for smaller sites
which are well-located, especially to those
close to cities or towns showing a level of
economic outperformance.

A recent survey by Lloyds Bank highlighted
the uncertainty around Brexit, with more
than a third of housebuilders identifying the
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“Land agents report that
there is still substantial
demand for smaller sites
which are well-located,
especially to those close
to cities or towns showing
a level of economic
outperformance.”

However, housebuilders overall remain
optimistic about the outlook for the sector,
non-withstanding longer-term issues
around skills and planning.

Urban residential development land prices
remained unchanged in Q3, but prices
are still up 6% year-on-year, mirroring the
outperformance of housing markets in urban
centres, including the mid and outer zones
of London, where average capital values
mean there is a wide pool of demand which
is not being matched by supply.
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process of leaving the EU as the biggest
challenge faced by the industry.
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England Greenfield Development Land Index
Date

Index
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% change
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% change

3-month
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Prime Central London Development Land Index
Date

Index

12-month
% change

Sep-14
Dec-14
Mar-15
Jun-15
Sep-15
Dec-15
Mar-16
Jun-16
Sep-16

139.5
148.5
148.5
149.9
149.9
148.1
145.8
135.8
134.4

18.7%
24.0%
18.5%
12.1%
7.4%
-0.2%
-1.8%
-9.4%
-10.3%

6-month
% change

3-month
% change

11.3%
11.1%
6.4%
0.9%
0.9%
-1.1%
-2.7%
-8.3%
-7.8%

4.4%
6.4%
0.0%
0.9%
0.0%
-1.1%
-1.6%
-6.9%
-1.0%

Urban Development Land Index
Date

Index

Sep-15
Dec-15
Mar-16
Jun-16
Sep-16

12-month
% change

109.12
111.85
116.91
115.62
115.62

6-month
% change

3-month
% change

5.9%
5.5%
7.1%
3.4%
-1.1%

11.9%
13.4%
9.1%
6.0%

2.9%
2.5%
4.5%
-1.1%
0.0%

Source: Knight Frank Research

The Knight Frank Residential Development Land Index is designed purely to give a snapshot of
broad trends in the development land market, and should be only be used as such. It is derived from
valuations of a basket of more than 70 residential development sites around the country.
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Average UK house prices
Annual % change

Prices in prime central London are
down 2.1% on the year, after a 0.4%
decline in September
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House price sentiment eased slightly
in October, but remains well above the
post-Brexit vote low
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The UK economy is showing resilience
after the vote to leave the EU, although
sterling has come under increasing
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Source: Knight Frank Research / IHS Markit

The need for more housing in areas of
high demand across the UK continues
to be a hot topic for policymakers and
housebuilders. As such, the industry
is anticipating the release of the
Government’s White Paper on housing,
which aims to outline an action plan to
further boost development. Once it is
released, Knight Frank will analyse its
contents on our research blog.

UK Residential Market
Update - Oct 2016

The prime central London market has
experienced a sharp decline in sales volumes
since mid-2014.
Land Registry data confirms that there were
were 8,599 transactions in the year to 30
June 2016, which was 25% fewer than the
comparable period to 30 June 2014. This
decline was primarily driven by higher rates of
stamp duty.
We have stated previously that while sales have
been weaker, a combination of lower asking
prices and a weaker pound has begun to
push demand indicators higher. Furthermore,
uncertainty generated by the decision to leave
the EU has made vendors more realistic on
asking prices.
Accordingly, the number of viewings, new
prospective buyers and properties under offer
rose across prime central London in the three
months to September 2016 compared to the
same period in 2015 (figure 2).
Data for October has provided some early
evidence this uptick in demand may be
beginning to translate into an increase in

Future house prices
Current house prices

As the chart shows, while the overall
HPSI reading eased slightly in October,
it remains well above the dip seen in the
immediate aftermath of the vote to leave
the EU. As the plan for leaving becomes
clearer and starts to be put into force,
there may be further periods of uncertainty
in the wider economy, but the housing
market has so far adapted to this major
shift in direction for the country.
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Viewings and properties under offer
between £2 million and £5 million rose
71% and 42% in the three months to
September on a y-o-y basis
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Transaction volumes between £2 million
and £5 million in October hit their
highest monthly level since March
this year

House Price Sentiment Index

Source: Knight Frank Research/Nationwide
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The housing market is being underpinned
by the on-going fundamentals of
undersupply and ultra-low mortgage rates.
October’s House Price Sentiment Index
(HPSI) underlines the bounce-back in
households’ expectations for house prices.

Post-Brexit confidence
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However, this headline figure for the UK
masks a continued multi-speed market –
recent data from the ONS showed that while
the borough of Newham in London saw one
of the largest annual rises in house prices in
the year to August 2016 at 23%, just a short
distance away, the borough of Camden saw
average prices fall 3% on the year.

“The need for more
housing in areas of high
demand across the UK
continues to be a hot
topic for policymakers
and housebuilders.”

Annual price growth declined to -2.3%
in October
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Prime Scottish house prices fell by
0.3% in Q3, taking the annual decline
to 0.2%

There is early evidence of strengthening demand in higher price brackets
albeit from a relatively low base, says Tom Bill

pressure after the central bank cut interest
rates and policymakers seemed to commit
to a ‘hard Brexit’. Inflation has also risen, to
1% in September, on the back of higher raw
material prices, however the ONS said there
was little sign that this was currently feeding
through to consumer prices.

12-month change
6-month change
Quarterly change
Monthly change

1.0%
0.5%

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

80%

2015/2016

Knight Frank’s survey
of more than 45
key operators in the
development finance
market* found:
Balance sheet allocations for residential
development will rise in the 12 months
There will be more lending in regional
markets over the next two years
The cost of funding will remain broadly
unchanged in the coming months
More than three-quarters of
respondents are planning to increase
lending to SMEs
*conducted in Q3 2015
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The more widespread growth in house
prices since mid-2013 has prompted
a further step up in interest in funding
residential development schemes among
lenders. There are now many types of
funding on offer, with those offering
senior debt now competing against those
offering mezzanine finance and equity
finance. The increased competition in the
market goes some way to explaining how,
after several years of rising, the cost of
finance is now expected to level off in
the short-term, as shown by Knight
Frank’s annual survey of lenders.
Against a global backdrop of low yields,
residential development can offer
attractive returns for lenders, which now
range from banks to private equity and
investment houses. The large-scale and
long-term undersupply of new housing in

HOUSEBUILDING
REPORT 2016

areas where it is most needed across the
UK means that funders are planning to
pick up their activity levels in the next 1224 months, expanding their geographical
reach as well as looking at a wider range
of development opportunities.
To investigate the lending trends in more
detail, we have surveyed more than 45
major operators in the development
finance market. The key findings highlight
how the market is set to evolve over 2016
and 2017.

Expanding reach
As can be seen in figure 1, which shows
the regions where development finance is
currently deployed, the focus is still largely
on London. However, as shown in figure
2, our survey indicates that this picture
is set to change over the coming years,
with more than nine in ten respondents
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In which locations have you
arranged development finance in
the last 12 months…?

…And in which locations will
you consider over the next
12-24 months?

% of respondents

% of respondents
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Stronger performance in
higher price brackets
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“Prices fell -2.3% in the year
to October, meaning they sit
at the same level as at the
second quarter of 2014”

Annual price growth between £2 million and
£5 million in the year to October was -2.4%
compared to a decline of -1.4% between £1
million and £2 million, a price bracket where
demand has remained more resilient. Overall,
prices fell -2.3% in the year to October,
meaning they now stand at the same level as
in the second quarter of 2014.

July-Sept 2016 versus July-Sept 2015

1.5%

Head of London
Residential Research

It would be premature to suggest a recovery
is underway and buyers remain exceptionally
price-sensitive. For context, the number of
£2 million to £5 million transactions between
January and October this year remains a third
lower than the same period in 2014. Future
negotiations between the UK and the EU
also have the potential to act as a brake on
demand.
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Price growth in prime central London

TOM BILL

transactions. Sales volumes between £2m
to £5m, a bracket hit relatively hard by recent
stamp duty reform, were higher in October
than in any month this year, with the exception
of March. March’s spike in activity reflected
the introduction of the additional rate of stamp
duty in April.

Viewings

Economic and housing
market overview
House prices are up by 5.3% across the UK
according to Nationwide, slightly down from
the 5.6% increase seen in August.

Stock
Under Offer

The annual rise in UK house prices
was 5.3% in September, down
from 5.6% in August, according to
Nationwide data

Source: Knight Frank Research

New Applicants

Key facts
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ASKING PRICE REDUCTIONS
STRENGTHEN DEMAND IN PRIME
CENTRAL LONDON

Average UK house price growth slipped a little in September, but the
annual rate of growth remains above 5%. However, this masks key
regional differences in market performance, with higher growth in and
around UK cities, including many London boroughs in zones 2-6.
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UK RESIDENTIAL
MARKET UPDATE

“Funders are planning
to pick up their activity
levels in the next 12-24
months, expanding their
geographical reach as
well as looking at a wider
range of development
opportunities.”
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