
In his Budget speech this month, the 
Chancellor George Osborne warned that 
there were headwinds facing the UK 
economy. He described a “cocktail of 
risks” including turbulent financial markets, 
slowing global economic growth and low 
productivity in Western economies. As 
such, forecasts for economic growth in 
the UK were revised down, from 2.4% to 
2% this year, and to 2.2% from 2.5% in 
2017. However, he said the UK was still on 
course to be one of the strongest growing 
economies in the G8. 
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BUDGET UPDATE
The Chancellor revealed details of how the extra 3% stamp duty charge on 
additional properties will work in his Budget, two weeks before the rules 
come into effect on April 1st. Meanwhile, property values across the country 
ticked up in February, while the annual growth for prime central London 
property remains fixed at around 1%. 

Key facts  
March 2016
UK house prices ticked up 0.3%  
in February, taking annual growth  
to 4.8%

Prime central London prices fell by 
0.1% last month. Values are up 1.1% 
year-on-year

Prime central London rents are 
down 0.2% year-on-year

Households across the UK expect 
prices to rise over the next 12 months

The Budget also revealed the detail of how 
the extra 3% stamp duty for additional 
dwellings will work when it comes into 
force on April 1st. 

A key change was that the ‘exemption’ 
window for those buying a new principal 
residence before selling their previous 
home or for those replacing their main 
home having already sold their previous 
principal residence was extended from  
18 to 36 months. 

While such buyers will still have to pay the 
additional tax upfront, it effectively doubles 

the time they have to claim a refund should 
they sell their previous main residence.

One of the biggest surprises was that 
large-scale investors in rental property 
will not be exempted from the additional 
stamp duty charge in England, Wales 
and Northern Ireland. This seems to run 
counter to the Government’s pledge to 
support build-to-rent, but we expect that 
investment in this sector will continue. 
There is more detail on the Budget 
announcements in Global Briefing, the 
research blog. 

Meanwhile, the housing market received a 
fillip from increased activity among those 
looking to beat the April 1 deadline for the 
additional stamp duty charges. Demand 
rose in many regions, with the CML 
reporting that gross mortgage lending in 
February hit the highest level since 2008. 

Activity may ease from April, but in the 
wider UK market the fundamentals of a 
lack of supply and low mortgage rates 
are underpinning the market. In the 
London and South East markets the effect 
of uncertainty in the run-up to the EU 
Referendum is likely to be felt more keenly. 

Economic and housing 
market overview  

Annual UK average house price change 

Source: Knight Frank Research / Nationwide
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A trend being seen across prime housing 
markets in the UK is the continued rise of prime 
urban locations, many of which have been 
outperforming their more rural counterparts 
since the credit crunch.

Prime towns such as Cheltenham have been no 
exception, with price growth of 10.4% recorded 
in 2015 alone, well above the wider prime 
country average of 3.1%. This builds on price 
growth of 6.8% in 2014.

In 2015, the prime market in the town has 
been buoyed by the fact that activity remained 
robust throughout the year and was less tied 
to seasonal patterns than it has been in the 
past - whereby activity traditionally peaks in 
the summer before tailing off during the winter 
months. 

The General Election in May and changes to 
Stamp Duty in December 2014 caused some 
buyers to put decisions on hold until the latter 
half of the year. Knight Frank sales data shows 
that the number of deals completed between 
October and December was more than 50% 
higher year-on-year. This contributed to price 
growth of 2% in the fourth quarter.

The additional momentum in terms of activity is 
further indicated by price per square foot data. 
While prime prices in Cheltenham generally 
range between £250 and £350 per square foot, 
prices in excess of £400 have been achieved.

As figure 1 shows, the highest prices have been 
achieved in Montpellier, Battledown and Pittville 
where demand for family homes has been 
strong.

The quality of the town’s schools, including 
Cheltenham Ladies’ College, plays a major 
role in attracting new buyers, while good 
transport links to surrounding cities including 
Birmingham, Bath, Oxford and Bristol also acts 
as a key driver of demand.

Purchasers who are already living in the South 
West accounted for 70% of sales in 2015 

Price growth in Cheltenham’s prime housing market is being driven by the continued demand for properties in key 
town and city markets with good schools, transport links and amenities.

 CHELTENHAM MARKET INSIGHT 2016 

Source: Knight Frank Research

FIGURE 1 
Cheltenham house prices

10.4%: Annual price growth, 2015 
4.4%: Six monthly price growth, Q4 2015
2.0%: Quarterly price growth, Q4 2015 
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Prime Central London 
Sales Index - Feb 2016

A combination of higher levels of stamp duty 
and volatility in global financial markets means 
demand for prime central London property has 
been subdued in the first two months of 2016.

In particular, the start of the year has been 
overshadowed by fears surrounding the 
impotence of central banks. Indeed, the 
prospect of negative interest rates triggered 
a fall in the share price of European banks 
and spread uncertainty in markets already 
digesting low oil prices and a Chinese 
economic slowdown.

Buyers have adopted a wait-and-see 
approach as the negative headlines in the 
business pages combine with domestic 
political uncertainty in the shape of a London 
Mayoral election in May and an EU referendum 
in June.

As we discuss in more detail in the Macroview 
section on page 2, uncertainty ahead of the 
EU vote is likely to produce a “Brexit” effect 
irrespective of the outcome.

As a result of these numerous imponderables, 
annual growth in prime central London eased 

to 1% in February after prices fell -0.1% from 
the previous month.

The half-year decline of -0.6% is the lowest rate 
since June 2009, as the market found its feet 
following the collapse of Lehman Brothers.

The 1% annual increase is skewed by the 
relatively stronger performance of eastern 
markets including Islington, City and Fringe 
and South Bank. Prime central London 
markets in the boroughs of Westminster 
and Kensington & Chelsea have fallen by an 
average of -0.8% over the last year.

In this highly price-sensitive market, asking 
prices are being reduced by 5% to 10% or 
more for buyers to feel they are getting value 
for money. This is less true for best-in-class 
properties located in the best prime locations, 
for which demand remains strong.

Stamp duty remains a live issue, though there 
has been added impetus ahead of a proposed 
change on 1 April that is likely to add three 
percentage points to the upfront cost of 
purchasing buy-to-let properties and second 
homes.

February 2016
Annual growth eased to 1% in 
February as prices fell -0.1% from the 
previous month

The half-year decline of -0.6% was the 
weakest  since June 2009

Prices in the boroughs of Westminster 
and Kensington & Chelsea have fallen 
by an average of -0.8% in the last year

Asking prices are being lowered so 
that buyers feel they are getting value 
for money

Macro View: Brexit and the London 
property market

TOM BILL 
Head of London Residential Research 

“Buyers have adopted a 
wait-and-see approach as 
the negative headlines in the 
business pages combine with 
domestic political uncertainty”  
Follow Tom at @TomBill_KF

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

GLOBAL ECONOMIC VOLATILITY 
COOLS DEMAND IN PRIME CENTRAL 
LONDON
Uncertainty in financial markets and domestic political concerns have 
moderated demand in prime central London, says Tom Bill
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FIGURE 1 
Price growth in prime central London

Source: Knight Frank Residential Research Source: Knight Frank Residential Research

FIGURE 2 
Volatility on the rise 
The FTSE 100 Volatility Index
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Important Notice 
© Knight Frank LLP 2016 – This report 
is published for general information only 
and not to be relied upon in any way. 
Although high standards have been used 
in the preparation of the information, 
analysis, views and projections presented 
in this report, no responsibility or liability 
whatsoever can be accepted by Knight 
Frank LLP for any loss or damage resultant 
from any use of, reliance on or reference to 
the contents of this document. As a general 
report, this material does not necessarily 
represent the view of Knight Frank LLP in 
relation to particular properties or projects. 
Reproduction of this report in whole or in 
part is not allowed without prior written 
approval of Knight Frank LLP to the form 
and content within which it appears. Knight 
Frank LLP is a limited liability partnership 
registered in England with registered 
number OC305934. Our registered office is 
55 Baker Street, London, W1U 8AN, where 
you may look at a list of members’ names.

 
 

     
    

 

 
 
Fig 1: Change in current and future value of property (HPSI) 

 

 

 

  

 
Knight Frank/Markit House Price Sentiment Index (HPSI) – March 2016 

Households perceive prices have been rising for three years 
  

Key headlines for March 2016  
 
 Households in all UK regions perceive that the 

value of their home rose in March 
 Londoners perceived the strongest rate of 

price growth over the course of the month, 
followed by those in the South East 

 Households in all UK regions expect house 
prices to rise over the next 12 months, with 
the strongest growth expected by households 
in the South East 

 Mortgage borrowers were the most confident 
about future price growth, followed by those 
who own their home outright 
 

Change in current house prices 
Households across the UK perceive that the value 
of their home rose in March, according to the 
latest House Price Sentiment Index (HPSI) from 
Knight Frank and Markit Economics. 
 
Some 25.1% of the 1,500 households surveyed 
across the UK said that the value of their home 

had risen over the last month, while 4.0% said that 
prices had fallen. This resulted in a HPSI reading of 
60.5 (see figure 1). 
 
This is the thirty-sixth consecutive month that the 
reading has been above 50. 
 
Any figure over 50 indicates that prices are 
rising, and the higher the figure, the stronger 
the increase. Any figure below 50 indicates that 
prices are falling. 
 
March’s reading was a slight increase on the 59.6 
recorded in February, although it remains well 
below the peak of 63.2 reached in May 2014. 
 
Households in every region perceived that the value 
of their home rose in March, however there were 
significant regional variations, reflecting wider 
trends in pricing across the UK market. 
 
Londoners perceived the biggest increase (71.7), 
followed by those in the South East (67.4) and East 
of England (66.3). In Scotland (53.3) and the North 

Knight Frank/ Markit 
HPSI - March 2016

Demand in prime central London was 
relatively subdued in the first two months of 
2016 as a result of the higher levels of stamp 
duty and ongoing volatility in global financial 
markets. Further domestic uncertainty, in 
the shape of a London Mayoral election in 
May and an EU referendum in June, means 

Prime urban outperformance 
Prime Country House Price Index  
(100 = March 2015)

Source: Knight Frank Research
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this is likely to continue as buyers adopt a 
wait-and-see approach.

In the country market, prices rose by 3.1% 
in 2015. The market is still being driven by 
prime properties in urban locations, with 
buyer demand concentrated on areas with 
effective transport links and good schools 
and amenities. In Scotland, prime country 
house prices ended the year up by 0.1%.

Prime market update
Property prices in prime central London 
fell by 0.1% in February, taking the annual 
change in values to 1%. The market remains 
highly localised, as shown in the map below, 
with stronger performance in areas such as 
Islington, City and Fringe and South Bank. In 
comparison, price falls were seen in markets 
including Knightsbridge, South Kensington 
and Chelsea over the last year.

Rental market
Prime central London rents fell by 0.1% 
in February, the fifth consecutive monthly 
decline. As a result, the annual rental 
value growth in prime central London fell 
to -0.2%. Uncertainty over taxation and 
slowing price growth in the sales market 
has resulted in relatively high supply levels 
– especially at above £1,500 per week. As 
a result, tenants feel little urgency to agree 
deals, putting pressure on rental values.

Average UK rents rose by 2.6% in Great 
Britain over the 12 months to January 2016, 
according to latest figures from the ONS.

UK Housing Market 
Forecast - Nov 2015
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UK RESIDENTIAL  
MARKET FORECAST

“ Regional differences 
in pricing and 
price growth are 
unlikely to unwind 
significantly in 
2016, although the 
improving economic 
and employment 
picture, especially 
in the regions, will 
underpin pricing.”

UK RESIDENTIAL MARKET FORECAST
Last year we correctly anticipated a slowdown in UK house price 
growth in 2015. While the market may end the year slightly ahead of our 
predictions, a continued moderation in price growth underpins our  
latest forecast.

Headlines  
November 2015
Cumulative growth in UK prices will 
total 20.3% in the five years to the end 
of 2020

In the prime London and prime 
country markets higher transaction 
costs will continue to weigh on activity 
and price growth in 2016 as the market 
absorbs stamp duty

Prime central London prices are 
forecast to rise by 2% in 2016 and by 
20.5% cumulatively by 2020

The risk that UK interest rates rise 
more rapidly than expected or that 
the global economy suffers a notable 
slowdown in activity remain the biggest 
risks to the UK housing market

As always national average performance 
disguises large regional variations that still 
characterise the UK market. 

Values are growing more strongly in the 
South of England (particularly London  
and the South East) compared to slower 
growth in the North of England, Scotland 
and Wales. 

These regional differences are unlikely to 
unwind significantly in 2016, although the 
improving economic and employment 
picture, especially in the regions, will 
underpin pricing. This is reflected in our 
House Price Sentiment Index which we 
produce with Markit Economics. 
Households in every region of the country 
expect the value of their home to increase 
over the next 12 months.

Interest rates continue to play a key role in 
the market. While capital values will continue 
to be supported by ultra-low interest rates, 
the discussion has now turned to when, not 
if, the Bank of England will start to raise 
rates; markets are pricing in a rise in the 
second half of 2016. However, as we 
highlight in our Risk Monitor on page 2, the 
Bank is most likely to act cautiously when 
increasing the base rate. 

The current ultra-low base rate, alongside an 
increased appetite for lending among banks, 
has led to record-low mortgage rates, and 
mortgage lending has risen during 2015. The 
flip-side of this trend however, is that the 
best mortgage rates are generally only 
available to those who have access to 
sizeable deposits or equity.

While there are now more mortgage deals 
available to those with only a 5% deposit –  
a trend which will continue into 2016, the 
MMR mortgage rules mean that clinching  
a mortgage deal will continue to be 
challenging for some, especially for first- 
time buyers.

Activity in the market has stabilised at 
around 100,000 transactions a month, 
although it is interesting to note that the cut 
in stamp duty for homes worth less than £1.1 
million in December last year and the 

definitive General Election result failed to 
produce an increase in activity. 

This was closely linked to a lack of stock on 
the market, particularly second-hand stock. 
A lack of available homes to buy will likely 
continue to put a floor under pricing in 2016. 
There is now even more emphasis on the 
delivery of new homes, and while levels of 
housebuilding have picked up in recent 
years, the supply of new-build dwellings is 
still far below Government targets.

Prime markets
The prime London property market faced a 
number of headwinds in 2015, led by the 
increase in stamp duty. Higher transaction 
costs will continue to weigh on activity and 
price growth in 2016 as the market absorbs 
the new rates.

There is a degree of nervousness 
surrounding global economic events  
and some reticence following exceptional 
price growth in some markets in recent 
years. These factors, combined with the 
Mayoral election in May, will continue to 
weigh on demand.

However, the strength of the UK’s economic 
recovery, continued supply constraints and 
the diminishing likelihood of a near-term rate 
rise means price growth will remain positive 
next year.

The turning point for the prime country 
property market occurred in early 2013, as 
prices started to edge upwards. By June 
2014 annual growth had reached 5.2%.

However, since then the rate of growth has 
slowed, partly due to uncertainty 
surrounding the election but also because 
the top end of the market is adjusting to 
stamp duty reform.

Prices remain 14% below their 2007 peak. 
The price differential between most prime 
markets and the capital is likely to underpin 
price growth in 2016.

As the economy continues to recover and 
house prices outside of London show further 
growth, the trend for more London buyers to 
move will gain traction, boosting the ripple 
effect from the capital.

Please refer to the important notice at the end of this report

In the prime central London market, we 
expect differing levels of growth in the 
east and the west this year, underlining 
the very localised nature of the market. 

For the latest news, views and analysis
on the world of prime property, visit

KnightFrankblog.com/global-briefing
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