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Results for Q1 2017

Rising demand for property in Edinburgh city centre has underpinned
prices over the first three months of 2017.

Edinburgh property prices rose
by 1.1% in Q1 2017, taking annual
growth to 3%

Prime property values in Edinburgh rose
by 1.1% between January and March, only
the second time quarterly price growth has
exceeded 1% in the last two years.

Price growth has been underpinned
by rising demand, with a 31% increase
in the volume of new buyer enquiries
year-on-year in Q1

On an annual basis prices have increased
by 3% on average, up from 2.6% at the
end of 2016.

The number of new homes listed
for sale was 38% lower in Q1 2017
compared with a year earlier
Edinburgh’s city centre flats
outperformed in terms of price
growth, rising by 1.8% between
January and March

The pick-up in values so far this year has
been underpinned by a growing imbalance
between supply and demand across the city.
New buyer enquiries, for example, were
nearly double that seen in the previous
quarter and almost a third higher than in Q1
2016. Viewings were also up by 45% yearon-year between January and March. Rising
demand is an indication that buyers are
starting to adjust to higher rates of taxation,
although purchase costs remain a factor.
Flats attracted the highest level of interest
over the course of the quarter contributing to
a 1.8% rise in average values over this time.
Houses saw more modest growth of 0.8%.

Associate

“The pick-up in values over
the first three months of 2017
has been underpinned by a
growing imbalance between
supply and demand.”

At the top end, this has been even more
pronounced. There were 54% fewer
properties valued above £500,000 put up
for sale compared to the same period last
year, with a 64% fall in properties priced
above £750,000.
“Rising demand for property in Edinburgh
city centre is being underpinned by
growing confidence among buyers
regarding the strength of the market,”
Edward Douglas-Home, Head of
Edinburgh City Sales, said.
“Higher purchase costs as a result of
changes to LBTT remain a concern, but it’s
a shortage of good quality stock relative
to new buyers that has been the primary
driver of the market at the start of 2017.”

However, rising demand has not been
matched by a boost in supply, according
to our analysis of all property listings. There
was a 38% fall in the number of homes
listed for sale across Edinburgh in the first

However, Knight Frank sales volumes
so far this year have been robust. While
transaction volumes were lower than
in both 2015 and 2016 – when the
market received an artificial boost from
buyers bringing forward deals ahead of
changes to property taxation – they were
comfortably higher than the comparable
period in 2014, by 41%.
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Edinburgh: Annual and quarterly prime
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On an annual basis prices fell by
1.2%
THE WEALTH REPORT 2017

The top end of the market continues
to adjust to higher purchase taxes
Over 19,000 transactions have
been liable for the 3% ADS since its
implementation in April 2016

Prime country house prices in Scotland
were unchanged over the first three
months of 2017, according to the latest
research from Knight Frank. On an
annual basis, however, prices fell slightly,
dropping by 1.2%.
As we’ve noted in previous updates,
the top end of the market in Scotland
continues to adjust to higher rates of
property taxation with Land and Buildings
Transaction Tax (LBTT) subduing activity.
But while higher taxes have acted as
a constraint on the prime market, there
are signs that confidence is strengthening.
Knight Frank figures show an 11%
increase in the volume of new buyer
enquiries over the year to March 2017
compared with the same period a year
previously. Viewings were 32% higher over
the same timeframe.
This has not, however, been matched on
the supply side, with 10% fewer properties
for sale with a value above £750,000 at
the end of March compared with the same
time in 2016 and 7% fewer than in 2015.

But as Ran Morgan, Head of Scotland
Residential Sales, notes: “There is a
feeling of cautious optimism among
buyers so far this year.
“Properties within commuting distance
of city hubs continue to generate a good
level of interest from both local buyers
and those looking to upsize or downsize
from south of the border, particularly if
they have been priced competitively.”
The introduction of the 3% Additional
Dwelling Supplement (ADS) in April
2016 has served to make buyers even
more price conscious. Statistics from
Revenue Scotland reveal that over 19,000
transactions have been liable for ADS
since its implementation, contributing over
£80 million towards total LBTT receipts.
Buyer sentiment is expected to remain
sensitive as the year progresses - partly
driven by the fresh uncertainty regarding
a second independence referendum
- something which has been reflected in
our House Price Sentiment Index for
Scotland (figure 2).
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Scotland: House price sentiment

Prime country house values increased
by 0.6% in Q1, ending three
consecutive quarters of price falls
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On an annual basis, prices fell 0.1%
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PRIME CENTRAL
LONDON SALES INDEX

The slight pick-up in prices in the first three
months of 2017 is an indication that prime
markets are starting to stabilise following
three consecutive quarters of price falls.

This report is based on repeat valuations of
second-hand stock and does not include newbuild property, although units from completed
developments are included over time.

PRICE DECLINES SHOW SIGNS
OF BOTTOMING OUT IN PRIME
CENTRAL LONDON
Demand indicators, sales volumes and price growth are showing signs of
stabilisation in the first quarter of 2017, says Tom Bill

Knight Frank figures, which track leading
indicators of demand, show the number
of new prospective buyer registrations has
risen by 3% annually over the year to March
2017. The number of viewings rose by 11%
year-on-year over the same period.

March 2017
The number of properties under offer
was 22% higher year-on-year in the
three months to February

Against this backdrop, overall sales volumes
have also seen a robust start to 2017.
Although fewer deals have been completed
in 2017 than at the same point last year
– when transactions spiked ahead of the
introduction of additional stamp duty – the
volume of sales was 5% higher than the
comparable period of 2015, and 8% higher
than in 2014.

The number of exchanges was 13%
higher year-on-year in February

Properties that are located close to good
schools and transport links remain popular,
particularly in town and city markets,
where the property is accurately priced.

The number of £20million-plus deals
in the first quarter was only exceeded
in the last quarter of 2014

However, as we have noted in previous
updates, a shortage of good prime housing
stock continues to act as a barrier to
further growth in sales volumes and could
impact the market over the remainder of
the year.

Macroview: The implications of a weak
sterling

Annual price growth eased to
-6.4% in March and quarterly growth
strengthened to -0.1%

Trends in price growth in central London are
pointing towards an end to the falls we saw in
2016.

network was 13% higher year-on-year in
February.
Transactions in higher price brackets have

Annual growth improved slightly to -6.4% as
quarterly growth climbed to –0.1%, the highest
level since May 2016, as figure 1 shows.

had a relatively robust start to 2017, reflecting

This stabilisation process began in the last
quarter of 2016 following a lull in transaction
activity in the middle of last year. The period
followed a spike in activity in March ahead of a
stamp duty rise. Uncertainty generated by the
EU referendum was also a factor behind the
slowdown.

located and specified properties which,

Leading demand indicators have turned
increasingly positive in October, a process that
is now having an impact on pricing and should
contribute to flat price growth in 2017.
The number of properties under offer in the
three months to February 2017 was 22%
higher year-on-year, while the number of
viewings was up 25% and the number of new
prospective buyers registering was 4% higher.
As figure 2 shows, this has had an impact on
the number of exchanges, which across our

a favourable exchange rate, reduced asking
prices and strong demand for the bestin some instances, has led to competitive
bidding.
The total number of £20million-plus deals
recorded in the first quarter of 2017 was last
exceeded in the last quarter of 2014, a period
that experienced a rush of deals ahead of a
stamp duty hike.
The wider political background remains
uncertain as formal Brexit discussions get
underway, however the realignment of asking
prices to reflect higher rates of stamp duty
remains the primary driver of activity. As we
discuss in the Macroview section on page 2,
a weak sterling is likely to continue to drive
demand for London property.

FIGURE 2

Price change

Price growth by property type

Annual and quarterly change in prime country
property values
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Prime country house prices increased
by 0.6% between January and March,
according to Knight Frank data. On an
annual basis, values were essentially
unchanged at -0.1%.

8

Meanwhile, during the month, house price
sentiment remained broadly steady, with
both the current and future readings above
50. This means that households across the
UK perceive that the value of their home
rose during the month, and that they expect

Change in curent and future HPSI
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This process of price adjustment at the
top end has taken place alongside a
general pick-up in demand, with agents
noting that values are beginning to align
with buyer expectations.
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“The House Price Sentiment
Index remained in positive
territory in March, meaning
households perceived
the value of their home
rose over the course of
the month, and that they
expect the value of their
home to continue to rise in
the next 12 months.”
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In terms of transactions, the OBR expects
a gradual rise in the number of property
sales in the coming years, but does not
see the market returning to pre-crisis levels
of activity by 2021.

15%

In terms of property types, manor houses
recorded the largest price declines at
-1.7% on average over the year.

“The slight pick-up in prices
in the first three months of
2017 is an indication that
prime markets are starting
to stabilise following three
consecutive quarters of
price falls.”
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Homes valued over £1.5 million for example
have fallen in price by -1.4% annually, the
data shows. By way of comparison, the
sub-£1.5 million market recorded growth of
2.3% over the same period.
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The volume of new buyer enquiries
rose by 3% annually over the year
to March 2017 and viewings were
11% higher
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That said, a closer look at the figures shows
that the market is still highly price sensitive,
particularly at the top end, which continues
to adjust to higher purchase costs following
recent changes to stamp duty.
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Property price continues to be the
biggest driver of performance, with
stamp duty costs weighing on growth
for properties above £1.5 million
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“Tax remains a key driver
of the prime market and
continues to keep a check
on price growth, but there
are signs that buyer
confidence is picking up
with a notable rise in both
enquiries and viewings.”
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Demand for prime property has been robust over the past year,
although higher purchase costs continue to act as a constraint on
further growth.
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The prime market continues to be constrained by LBTT, but there
are encouraging signs that activity is picking up

Prime Scottish house prices were
unchanged between January and
March 2017
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DEMAND PICKS UP BUT TAX
CONTINUES TO LIMIT GROWTH
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“The number of £20millionplus deals recorded in the
first quarter of 2017 was only
exceeded in the last quarter of
2014”
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At present, price growth is at around 4.5%
in February according to the Nationwide.
The ONS measure of house prices shows
6.4% growth in the year to January.
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expects that average UK price growth will
slow to around 4% next year and will then
remain at this level for the next three years.

Annual change in UK house prices
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However, the recent Budget did highlight
some of the assumptions the Office for
Budget Responsibility (OBR) is making
about the future direction of travel in the
housing market, which in turn serve as
the basis for policy decisions. The OBR

UK households’ sentiment on house
prices held steady in March

Jul-16

SALES AND LETTINGS MARKET
PERFORMANCE MAP

“The UK housing market
has so far outperformed
expectations following
the referendum, however,
price growth is expected
to moderate next year as
economic uncertainty and
tax reforms impact on
consumer confidence.”

Prime Country home prices were
broadly flat in 2016, but with areas
of outperformance, for example,
Winchester (5.8%) and Exeter (5.2%)

Between 2017 and 2021 UK house prices
are forecast to rise by 14.2% cumulatively

Apr-16

PRIME
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REVIEW
WINTER 2016

Prime Central London prices rose by
0.1% in February, taking the annual
change to -6.6%, amid recovering
transaction levels

However, the fundamentals of the UK
housing market remain largely unchanged

OBR housing transaction forecasts

This month’s Budget made little mention
of housing. This was perhaps less
surprising given the recent Government
Housing White Paper, which laid out the
Government’s ideas on how to address the
pressing issue of boosting supply across the
country. The likelihood is that the outcome
of this White Paper, which is essentially a
consultation document, will be shared at the
Budget in the Autumn.

Oct-16

The main drivers for weaker market
performance relate to economic
uncertainty surrounding the Brexit
process, which we believe will impact
negatively on consumer confidence in the
run up to and just after the serving of the
formal “notice to quit” the EU. In addition
the impact of reforms to the taxation of
landlords will reduce demand from

Price growth in 2017 is expected to be
notably slower than this year, in all regions

For rental markets – it has been a mixed
year for landlords in central London,
demand from tenants has been strong,
but this has been offset by a strong supply
of rental properties. In our view there is a
risk of further rental falls next year but not
on the scale of the adjustments seen this
year. The wider UK rental market looks
relatively positive with modest rental
growth expected. Rents could rise further
if landlords begin to sell properties in an
effort to offset to the impact of tax rises.

Economic and housing
market overview

Average UK house prices rose by
0.4% in February, taking the annual
increase to 4.5%

Jun-16

Looking into next year we believe that the
slowdown in prices which has been
evident in central London over the past
12-months will spread to the wider
region, with Greater London prices down
marginally in 2017. This slowdown in the
capital will likely be experienced across
the rest of the country with price growth
down notably on 2016 levels.

Key facts March 2017

Both the London and wider UK housing
markets have outperformed expectations
following the EU Referendum

Mar-16

Most regional markets have seen
positive growth, the exception being
Wales. The ripple of price growth from
London continued in 2016 and we
expect the end of year position to be
that the East of England and the South
East will both see stronger growth than
that in Greater London.

SPRING 2017

House prices ticked up in February in both the wider UK market and
in prime central London. Meanwhile, the Office for Budget Responsibility
laid out its outlook for the market in the years to come.

Headlines November
2016

investors which will limit upwards
pressure on prices.
Looking at the prime London market, we
believe that a 7% fall in prices across the
western part of central London in 2016
means that we are close to the bottom in
terms of price adjustment in this market.
Although there could be some further
adjustment downwards in prime outer
London markets through 2017.
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Both the London and wider UK housing
markets outperformed expectations
following the referendum. After a sharp
dip in confidence just after the vote,
conditions have improved into the
autumn. On most measures the
mainstream UK market continues to
perform strongly – with annual price
growth likely to end this year at 5%.
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LONDON
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PRIME LONDON SALES AND
LETTINGS MARKET ANALYSIS

LOOKING TO THE FUTURE

While the UK economy and housing market have held up far better than expected following
the Brexit vote, the outlook for both remains uncertain.
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