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MARKET UPDATE
A LOOK BACK… AND FORWARD
Average house price growth moderated in 2017, with average values
up 2.5% in the 12 months to December, compared to 4.4% a year
ago. Meanwhile, in prime central London, price declines moderated.
Looking ahead, current trends will continue, although the market
remains localised, with forecasts for price changes in the regions
ranging from -0.5% to +2% in 2018.

House prices forecast to rise by 1%
across UK next year
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“Despite a General
Election and Brexit, the
housing crisis has also
dominated the political
agenda in 2017.”
Follow Gráinne at @ggilmorekf
For the latest news, views and analysis
on the world of prime property, visit our
blog or follow @KFIntelligence
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However, there was also a welcome
change to stamp duty this year, with the
Chancellor’s announcement in last month’s
Budget that first-time buyers would be
exempt from stamp duty up to £300,000,
applicable as long as they were purchasing
a home worth less than £500,000.
This will help ease the path to
homeownership for first-time buyers
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Overall transaction volumes fell 6%
in the year to November compared
to the same period last year, but are at
similar levels to 2015

Stamp duty has been a key influence in
some parts of the market, and this year
the Government raised record sums in
the property tax levied on residential
transactions. After five major changes to
stamp duty since 2011, the level of income
raised from prime market transactions has
increased substantially, causing a slowdown
in activity in some areas, especially in more
discretionary markets.

Residential transactions and total
number of homes, UK
FORECAST

Prime central London prices slipped
by 0.1% in November, but the annual
rate of decline continues to moderate,
now standing at -2.2%

A snap general election, the first interest
rate rise in a decade and continuing Brexit
negotiations – 2017 has been an eventful
year. While uncertainty among buyers and
vendors has been a factor in the housing
market, it is one of only several fundamentals
steering pricing and activity trends.

struggling to save for a deposit. There have
been calls for some similar tax breaks for
home movers, and especially downsizers,
in order to help maintain ‘churn’ in the
second-hand housing market, and ensure
the most efficient use of housing space.
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Average UK house prices rose 0.1%
in November and are up 2.5% on the
year, according to Nationwide
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The introduction of the extra 3% stamp
duty surcharge for additional properties,
coupled with the start of withdrawal of
some mortgage interest relief for buyto-let landlords, has also had an impact
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with mortgage data indicating that fewer
buy-to-let landlords are entering the
market. However, there is, as yet, little sign
that landlords are selling up in volumes
large enough to have a meaningful impact
on the market, with a lack of homes for
sale characterising the market in many
areas. Even if this trend does emerge, the
increasing demand for rental property will
further underpin the growth in the number
of professional landlords in the Build-toRent sector.
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This year may have marked the first
interest-rate rise in more than a decade,
but mortgage rates are still historically low.
This remains a key factor underpinning
pricing, although affordability of housing is
becoming a more pressing issue in some
parts of the market. This is one reason
why, despite a snap election and Brexit
negotiations, the housing shortage has
dominated the political agenda this year.
Prime Minister Theresa May, the Prime
Minister, has personally pledged to tackle
the issue. The chart above shows the

scale of the task at hand. The number of
new home completions will likely continue
to rise next year, but will remain notably
short of the 275,000 target.

Prime market update

Latest rental performance by region
Annual % growth year to October

0.4%

Average prices in prime central London
are down 2.2% year-on-year, marking the
most modest rate of decline since August
2016. There are also signs of increased
levels of demand. There was a 2.8% rise
in the number of new prospective buyers
registering between January and October
2017 compared to the same period last
year, while viewing levels were up 8%.
This comes amid falling stock levels,
with the number of new listings at £2m+
down 17% between January and October
compared to the same period last year,
according to Rightmove.
The prime country market has been
characterised by a lack of stock, which
is putting a floor under pricing. Average
values are up 0.2% on the year, however
values in rural areas rose by 0.1% in Q3,
while average urban values slipped by
0.6%.We expect this trend to continue as
buyers increasingly perceive value in more
rural markets.
Prime country house prices in Scotland
are down 0.3% in the year to the end of
Q3, while prime prices in Edinburgh are
up 4.5%.
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Rental market
Prime rents in central London are down
2.4% on the year, but declines are starting
to slow as supply becomes constrained.
In the Home Counties, rents are down
2.6% on the year.
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Average rents across the Great Britain
rose 1.6% year-on-year in September,
according to the ONS.
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Headlines Dec 2017

While our latest data suggests prime property prices in England
and Wales were relatively unchanged in Q3, lead demand indicators
continue to improve.

Key headlines from
Q3 2017
Prime country house prices fell by 0.1%
between July and September
Annual growth was unchanged
compared with Q2 at 0.2%
Knight Frank sales outside of London
were up by 6% year-on-year between
January and August
There were 8.2% fewer £1m+ homes
advertised for sale across England and
Wales at the end of August year-on-year

Prime country house prices were largely
unchanged in the third quarter of 2017,
dipping by 0.1% between July and
September. Annual growth remained at 0.2%.
These headline figures should not be
viewed in isolation, however. Demand for
prime country property continued its steady
improvement over the summer.

levels of stamp duty following changes
to purchase taxes in 2014 and in 2016,
especially at the top end.
Properties valued between £4 million and £5
million, for example, have seen prices decline
by 1.8% on average over the course of the
quarter, and are down 5.3% year-on-year.

There was a 4.1% year-on-year increase
in the volume of new prospective buyers
registering their interest in buying a home
between January and August 2017, Knight
Frank figures show. The number of viewings
conducted was 6.5% higher over the
same period.

Larger manor houses recorded the largest
price declines over the course of the year
accordingly. Town houses outperformed the
wider market, with average annual growth of
3.8%, driven by the continued demand for
prime property in urban locations.

This has translated into an increase in
deal volumes in the prime country market,
particularly in recent months. Knight Frank
sales were up by 6% year-on-year between
January and the end of August, for example,
with a 35% increase in sales above £2m in
the four months to September alone.

However, while there have been signs of
an improvement in activity this year, falling
stock levels at the top end of the market
could weigh on sales volumes as the
year progresses.

This took place despite the uncertainty in
the run up to and following June’s general
election, as well as the ongoing Brexit
negotiations. Agents note that demand has
picked up as asking prices reflect higher

UK house price growth has been
slowing since the summer of 2014,
although the annual change
remains positive
Price growth across the UK is expected
to be 1.0% in 2018, reaching 14.2%
cumulatively between 2018 and 2022
In London, prices are forecast to fall by
0.5% in 2018, but cumulative price
growth over the next five years is
positive at 13.1%

FIGURE 1

-14%

England
& Wales

-16%

South
East

-6

-1.0%

-0.5%

London
North East

House price forecasts are based upon time series
regression analysis of relevant statistically significant
macro-economic variables adjusted in-house to
encompass externalities such as likely risk factors.
The forecast uses the Nationwide House Price Index
as a base. Our forecasts assume a Brexit deal, but
with a two year transitional period.
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On the other hand, factors such as
deepening affordability pressures and
property taxes, will continue to weigh
on pricing.
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The UK may now be entering a period of
interest rate rises, but even so, we expect
rates to be low compared to long-term
norms by the end of the forecast period.
While development levels are rising across
the country, the shortage of new homes is
unlikely to be fully reversed in the coming
years, and that will underpin pricing.
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observed in the prime housing markets in
London and beyond are set to continue,
and we explore this more fully in our blog.

2017-2022 Forecasts, December 2017

An analysis of listings data shows there
were 8.2% fewer homes worth over £1
million advertised for sale across England
and Wales at the end of August compared
with the same period the in 2016. Above £2
million, the fall was slightly higher at 9.5%.

FIGURE 2

Annual and quarterly change in
prime country property values
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The momentum in house price growth is
slowing in many parts of the country, and
we expect price rises to remain muted
overall next year amid increased economic
and political uncertainty in the run-up to
Brexit and amid more muted forecasts for
wage growth. The market is localised and
we see slightly stronger growth in the
Midlands, East of England and the North
West, a continuation of the trend that has
emerged this year.
Once the Brexit deal is completed, we
forecast rising momentum across the
market, with price growth reflecting this in
many locations. The variations currently

Methodology Statement:

“While there have been
signs of an improvement
in activity this year, falling
stock levels at the top end
of the market could weigh
on sales volumes as the
year progresses.”

UK HOUSE PRICE FORECAST
UK house price growth has moderated from recent peaks, although
markets remain highly localised.

Source: Source: Knight Frank Research

UK Prime Country
House Index - Q3 2017

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

“The market is localised and
we see slightly stronger
growth in the Midlands,
East of England and the
North West, a continuation
of the trend that has
emerged this year.”
For the latest news, views and analysis
on the world of prime property, visit
our blog or @kfintelligence
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NB. Price forecasts are for existing homes. Property values in the new-build market may perform differently.

UK Housing Market
Forecast - Dec 2017
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