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Developers in London continued to operate in an uncertain
environment during the second half of 2019, with Britain’s
future relationship with the EU still unresolved, a new Prime
Minister, and a challenging planning environment.
Despite this, developers of all types have
continued to seek opportunities, and a lack
of sites available to purchase has halted the
decline in land values in central London.
Demand has been supported by a variety
of factors; housebuilders in outer London
have continued to see positive sales
volumes, aided by Help to Buy, demand
for institutional-grade PRS continues to
surge among an increasingly international
group of investors, and resilience at the
top end of the central London market points
to a shortage of super-prime new homes
in years to come, which is explored
further overleaf.
Brexit continues to weigh on sentiment,
however. Sales volumes including existing

homes were down 8% year-on-year in the
12 months to March, though there is
variation among price bands, with volumes
between £500,000 and £1m proving more
resilient (fig 1).
The suppressed activity has weighed on
house prices, which dipped 1.4% in the year
to July. Pressure on pricing remains greatest
in prime central London, where Knight Frank
data indicates prices declined 4.4% during
the year to August, though the rate of decline
across the capital is slowing.
The number of new prospective buyers
registering with Knight Frank rose 29% in
prime central London in the year to July 2019.
Meanwhile, the number of new listings above
£1 million declined by 25% over the same

KEY TAKEAWAYS

95% of Help to Buy Equity
loans in London have been
granted to first-time-buyers
since the scheme’s
inception through March
2019, indicating London will
largely be unaffected by the
scheme’s restriction in 2021.

Investment-grade PRS
accounted for 28% of
construction starts in the
first half of 2019, with
demand growing among
international institutions for
100+ unit projects.

Please see the important notice on back page.
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Super-prime new homes
sales are outperforming
existing homes, and now
account 34% of total
£10 million-plus sales
in London.

Almost 42,000 units were
granted consent in the year
to Q2, the most since Q1
2015, though construction
starts in projects of 20+
private units continue
to slow.
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period. It is this imbalance has contributed to
a moderation in annual price declines.

FIGURE 2
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The medium-term future of housing activity
in London will continue to depend on the
planning environment, and what happens
politically between now and October 31st,
when the UK is scheduled to leave the EU,
but the data suggests developers of all
types are planning for the long-term.
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Underpinning wider sentiment is the London
jobs market, which has continued to
outperform expectations, particularly in the
technology sector (fig 2). Continued ultralow borrowing costs are also supporting
demand – five year fixed rate mortgages are
available below 1.7% on a 60% loan-tovalue basis, and a current ten-year fix of
2.4% is among the lowest the market has
ever seen.

All jobs (RHS)

Source: ONS
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INVESTMENT-GRADE PRS

Growth in investment-grade PRS
Projects of 100+ private units accounted for
28% of total construction starts in H1 2019

The market for purpose-built rental stock
in London took off from a standing start a
decade ago, driven by seismic demographic
changes and demand from investors from
North America for stabilised blocks. At the
end of Q2 2019, purpose-built rental blocks
of more than 100 private units accounted
for more than a quarter of all private
construction starts in Greater London, up
from 21% in 2015.

H1 2019

28%

2015

21%

Demand is particularly strong, and growing,
among international institutions. The early
North American investors have now been
joined by those from Asia, the Netherlands,
Israel, the Middle East and Australia,
according to Knight Frank research. More
than £800 million of cross border funds
were invested in purpose-built rental
accommodation blocks of more than 100

Source: Knight Frank Research, Molior

units in Greater London during the year to
July 2019, according to RCA (Fig 3).
Analysis of planning data suggests that
delivery of large PRS projects is likely to
increase over the medium-term. Some 6,816
units were approved in schemes of at least
100 units during the first six months of 2019,
an increase of more than 20% year-on-year.

“

The market for PRS took off
from a standing start a decade
ago... demand is particularly
strong, and growing, among
international institutions for
blocks of more than 100 units.
Yield Guide

FIGURE 3

Cross-border investment into London PRS, projects of 100+ private units
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PRIME CENTRAL LONDON

This is, in part, because there have been
more units available to buy, following a
2016 peak in completions in Kensington
and Chelsea and Westminster of 1,087,
which dipped slightly to 1,001 in 2017
before almost halving to 540 in 2018.
However, it is also about a shift in
buyer tastes, according to Rupert des

Forges, head of Prime Central London
Developments at Knight Frank.
“Prime buyers are increasingly focussed
on securing a London residence in a new
scheme and typically they prioritise a high
level of security and extensive amenities,”
he said. “Prime apartments offer a seamless
move away from transient hotel living for the
new generation of global wealth now driving
the top end of the London market.”
Several high-profile schemes have sold out
in recent months, and the current planning
pipeline points to constrained supply on
the horizon. The number of units given
consent across Westminster City Council
and The Royal Borough of Kensington
and Chelsea fell to its lowest level in a
decade during the 12 months to Q2 2019,
according to data from Molior (Fig 5).
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FIGURE 5

Super-prime new homes grab larger share of market
LHS is annual rolling total

Units

Super-prime new homes sales in London
have remained resilient despite a wider
slowdown in the central London market.
Approximately 30 to 35 new homes are
sold for more than £10 million every twelve
months, a figure that has remained steady
for almost two years (Fig 4). As sales of
existing super-prime homes have slowed
this year, new home sales have gained a
greater market share, from 18% in Q2 2017
to 34% at the end of the second quarter.
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HELP TO BUY
FIGURE 6
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Some 6,115 homes were purchased under the

The government in November announced

Help to Buy Equity Loan Scheme in London

it would restrict the scheme to first-time

during the year to March 2019, up 30% on

buyers and add regional price caps, while

the same period a year earlier. There were

keeping London’s price cap at £600,000. A

1,558 sales during the first quarter, beating the

greater proportion of first-time buyers use the

previous year’s quarterly average of 1,412.

scheme in London, at 95%, compared to the

Almost 20,000 homes have been purchased
with the program since its inception in 2013,

wider country, at 81%, giving developers the
confidence to continue investing in land.

mostly in outer boroughs, according to official

Uncertainty over whether there will be a

figures (Fig 6).

replacement for the program, whether

PLANNING
The number of units given consent ticked up
at the turn of the year, to almost 42,000 units
during the 12 months to Q2 (Fig 7).
The data for consents in Inner London is
flattered by a remarkable Q1, where 5,673
units were granted consent – more than
the total in Inner London during the previous
two quarters – largely due to a handful of
large projects in Wandsworth and Tower
Hamlets. Consents dropped back to
1,290 in the second quarter, reflecting
the prevailing uncertainty and challenging
planning environment.
Consents in outer London continued to climb,
underpinned by robust demand in affordable
locations and Help to Buy. Almost 30,000
units were given consent during the year to
Q2, the most since Q3 2017.
Even so, a little more than 9,000 units were
started during the first half of 2019. If that is
repeated during the rest of the year, developers
will commence fewer than two thirds of the units
started during the 2015 peak.

“

London’s planning
environment is challenging,
with many new faces on
planning committees and
radical approaches being
taken by City Hall and local
authorities. For the time
being, the pipeline indicates
delivery is likely to continue
to fall short of GLA targets.
Stuart Baillie, Head of Planning

public or private sector led, is creeping
into sentiment in the land market, and is
likely to become a dominant issue in the
coming quarters.
In London, the maximum equity loan was
increased from 20% to 40% from February
2016. Since then there were 14,074
completions in London, of which 12,106 were
made with an equity loan of more than 20%.

FIGURE 7

Planning consents, Greater London (schemes of 20+ private units)
Annual rolling total
60,000

Inner London

Outer London

Total

50,000
40,000
30,000
30,000
20,000
20,000
10,000
10,000

0

Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2

2009

2010

2011

2012

2013

2014

2015

2016

2017

2018

2019

FIGURE 8

London private housing starts (schemes of 20+ private units)
Annual rolling total
40,000
35,000

Inner London

Outer London

Total

30,000
25,000
20,000
15,000
10,000
5,000
0

2009

2010

2011

2012

2013

2014

2015

2016

2017

2018

H1 2019

Source: Knight Frank Research, Molior

KNIGHT FRANK RESEARCH

7

“THE FUTURE OF HOUSING
ACTIVITY IN LONDON
DEPENDS TO A LARGE
EXTEND ON WHAT
HAPPENS POLITICALLY
IN THE COMING WEEKS,
THOUGH THE DATA
SUGGESTS DEVELOPERS
ARE PLANNING FOR
THE LONG-TERM.”
Patrick Gower, Residential Research
patrick.gower@knightfrank.com
Knight Frank Research provides strategic advice, consultancy services and forecasting to a wide
range of clients worldwide including developers, investors, funding organisations, corporate
institutions and the public sector. All our clients recognise the need for expert independent
advice customised to their specific needs.

If you would like further insight into residential
markets please get in touch.

* Based on rack rented properties and disregards bond type transactions. NIY - Where reported we have assumed an
appropriate discount for operating costs. This yield guide is for indicative purposes only and was prepared on 19 June 2019.
*Our PCL yield is based on tenanted blocks with a minimum of 6 units, covering locations such as Mayfair, Knightsbridge,
Kensington etc, situated within Knight Frank’s definition of Prime Central London. Yields in the PCL and Zone 1 Prime
categories are reported gross in line with market practice and no allowance has been made for operating costs within this
yield guide. Yields in the London and South East categories are reflective of income-focused transactions of institutional
assets. Regional locations: We have provided an indication of yields in respect of a number of example locations, illustrating
the spread of yields in this classification. These yields are reported in respect of institutional quality, stabilised assets.

Get in touch
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CONSTRAINED SUPPLY
UNDERPINS LAND VALUES

RESIDENTIAL
INVESTMENT
REPORT 2019

A lack of sites for sale stemmed or halted declines in average land prices
across markets in England during the second quarter as developers who
scaled back investing in land in the months following the EU referendum
sought to replenish their supply of sites.

Key Facts Q2 2019
Average greenfield development land
prices declined 0.4% during Q2,
taking the annual decline to -3.1%
Urban Brownfield land values declined
0.8% during the quarter, taking the
annual decline to -1.3%
Prime Central London development
land values were unchanged during
Q2, moderating the annual decline
to -6.1%

Values in Prime Central London, which have
declined 21% since the peak in Q3 2015,
remained flat in Q2 amid a dearth of sites for
sale. Vendors in many cases are choosing
to wait for political clarity before marketing
sites as developers seek to plan beyond the
current political upheaval by investing in land.
“We may have seen values dip further if it
hadn’t been for the current lack of supply of
well-priced, suitable land across all markets,”
said Justin Gaze, head of residential
development land at Knight Frank.
Average Greenfield land values declined 0.4%
during the quarter, taking the annual decline
to -3.1%.
Though uncertainty and moderating house
price growth continue to weigh on values,
housebuilders have seen encouraging sales
activity in recent months and are increasingly
competing for well-priced sites in optimal
locations after pulling back from buying land
in the months following the 2016 vote to leave
the EU.

regional prices caps and restrict the loans to
first time buyers from 2021, and intend to end
the scheme in 2023.
Uncertainty over whether there will be a
replacement for the program, whether public
or private sector led, is creeping into sentiment
in the land market, and is likely to become a
dominant issue in the coming quarters.

FIGURE 1

FIGURE 2

Residential development land prices

Annual change in average land values
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Residential Capital Markets
Nick Pleydell-Bouverie

However, some sentiment surveys point
to a possible pick-up in sales volumes and
house prices in the months ahead.
Estate agents reported a modest rise in
appetite from potential purchasers to acquire
property in June, according to the RICS UK
Residential Market Survey. Meanwhile the
IHS Markit House Price Sentiment Index,
a measure of homeowner sentiment, also
ticked up. The survey, where a net balance
of higher than 50 indicates that homeowners
expect house prices to rise in future, reached
+60 in July.

Q1

Q2 Q3
2017

Q4

Q1

Q2 Q3
2018

Q4

Q1

Q2
2019

Source: Knight Frank Research

UK Res Dev Land Index
– Q2 2019

Senior Living Survey –
2019

Residential Investment
Report – 2019

The London Report –
2019
RESIDENTIAL RESEARCH

RESIDENTIAL RESEARCH

PRIME LONDON
SALES INDEX

nick.pleydell-bouverie@
knightfrank.com
Land and Consultancy
Charlie Hart
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The prime London sales indices are based on repeat valuations of second-hand stock and do not
include new-build property, although units from completed developments are included over time.
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Firepower surges in London

Sales volumes pick up in Q2
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Figure 4 The number of prospective buyers
in London has risen strongly over the
last year and their total spending power
increased to £51.5 billion in Q2 2019.
Demand has built after stamp duty-related
price adjustments, though some hesitancy
remains due to political uncertainty.

Justin Gaze

FIGURE 2

High-value sales breakdown by borough

Year-on-year % change

Q4-14

Figure 3 Despite this overall trend,
transactions in Q2 2019 increased year-onyear. This was due to the relative strength
of the higher-value market - the number
of £10 million-plus transactions in Q2 was
the highest in four years. Activity was also
boosted by the postponing of the Brexit
deadline from March to October.
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Figure 2 The impact of higher stamp duty
was initially more marked above £2m.
However, prices have adjusted more quickly
in higher price brackets, where trading
volumes are typically lower, and the annual
decline in volumes above £2m is now more
modest than above £1 million.
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Figure 1 Boris Johnson has raised the
prospect of a stamp duty cut to stimulate
economic activity. Any impact on property
prices is difficult to assess given the lack of
detail and the potentially distortive effect on
supply and demand. However, higher stamp
duty and political uncertainty have curbed
activity above £1m over the last four years.
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If you’re thinking of buying or selling,
or would just like some property
advice, please do get in touch.

Sectors Analysed | Growth Forecasts | New Investor Survey

Urban Brownfield land values dipped 0.8%
in Q2, taking the annual decline to -1.3%.
Values were largely flat across regional cities,
and declined moderately in zones 3 to 6 in
London, where the planning environment
continues to be challenging and sentiment
among home purchasers is most susceptible
to Brexit.

Sales of new homes have been particularly
resilient where properties are eligible for the
Help to Buy Equity Loan scheme, which
accounted for more than 50,000 sales
across England during 2018, according to
official figures. The government will introduce

PATRICK GOWER

“Housebuilders are increasingly
competing for well-priced
sites in optimal locations after
pulling back from buying land
in the months following the
2016 vote to leave the EU.”
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