RESIDENTIAL RESEARCH

RESIDENTIAL DEVELOPMENT
LAND INDEX
PRICE DECLINES IN PRIME
CENTRAL LONDON ABATE
Average land values in prime central London were unchanged in Q1, ending
five consecutive quarters of prices declines. Meanwhile, urban brownfield
land prices continued to climb between January and March, although the
annual rate of growth is slowing.

Key facts Q1 2017
Urban development land values rose
by 2.9% between January and March
taking the annual change to 3.9%
Prime central London values were
unchanged in Q1, after
five consecutive quarters of declines
in pricing. Values are down 10.1%
year-on-year
Greenfield development land prices in
England are down 1.2% on the year,
although there was a 1.4% increase
in average values in Q1

The divergence between the performance
of greenfield and urban land markets
across England has become less
pronounced in recent months. However,
the markets remain relatively distinct, with
different drivers.
Urban residential land values, based on
sites across Birmingham, Manchester,
Leeds, Bristol and outer London, continue
to rise, boosted by the demand for housing
in these cities, which, in many cases, have
been historically undersupplied.
While urban land values have risen by a
cumulative 21% since the beginning of
2015, the pace of annual growth in the
urban land market has eased to 3.9%,
down from 13.4% in Q1 last year. The
quarterly increase in prices was 2.9%, the
strongest quarterly growth in a year, driven
by outperformance in the Birmingham and
Leeds markets.
Average values in the greenfield land
market rose by 1.4% in Q1, the first
quarterly growth since December 2014
albeit at levels which do not necessarily
indicate a substantial change of direction in
the market. As with the urban land market,
this growth is driven by particular areas
of the country, especially the North and

Midlands, where the appetite for land and
limited supply is putting upward pressure
on pricing.
More generally across the market,
housebuilders remain well-stocked in terms
of land for their development pipelines. The
uncertainty over the future of Help to Buy
after 2020 is also influencing land buyers’
risk assessments as it may affect the
development economics of any schemes
which are developed on land purchased now.
Once there is more certainty about whether
the scheme will continue or not, there is likely
to be a rise in activity as pent-up demand
comes back to the market.
Another consideration also weighing on land
values is the continued rise in construction
costs, which are prompting a revision to
development economics and appraisals in
some cases.
In prime central London, average values have
dipped by 14% since Q3 2015. However,
much like the market in 2010, there are
signs that some investors are looking to
return to the market as they perceive more
stable pricing in the sales market. It will be
interesting to note the relative performance
of zone 1 compared to the rest of the capital
over the next 12 months.
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England Greenfield Development Land Index
Date

Index

Mar-15
Jun-15
Sep-15
Dec-15
Mar-16
Jun-16
Sep-16
Dec-16
Mar-17

12-month
% change

6-month
% change

3-month
% change

-0.5%
-2.4%
-2.8%
-2.7%
-2.5%
-3.8%
-3.9%
-4.1%
-1.4%

-1.7%
-2.7%
-1.1%
-0.1%
-1.3%
-3.7%
-2.6%
-0.4%
1.3%

-1.8%
-0.9%
-0.2%
0.2%
-1.5%
-2.3%
-0.4%
0.0%
1.4%

105.68
104.70
104.48
104.64
103.08
100.75
100.36
100.31
101.69
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Prime Central London Development Land Index
Date
Mar-15
Jun-15
Sep-15
Dec-15
Mar-16
Jun-16
Sep-16
Dec-16
Mar-17

Index

12-month
% change

148.48
149.87
149.87
148.15
145.83
135.79
134.42
131.06
131.06

18.5%
12.1%
7.4%
-0.2%
-1.8%
-9.4%
-10.3%
-11.5%
-10.1%

6-month
% change

3-month
% change

6.4%
0.9%
0.9%
-1.1%
-2.7%
-8.3%
-7.8%
-3.5%
-2.5%

0.0%
0.9%
0.0%
-1.1%
-1.6%
-6.9%
-1.0%
-2.5%
0.0%

Urban Development Land Index
Date
Mar-16
Jun-16
Sep-16
Dec-16
Mar-17

Index

12-month
% change

116.91
115.62
115.62
118.03
121.41

13.4%
9.1%
6.0%
5.5%
3.9%

6-month
% change

3-month
% change

7.1%
3.4%
-1.1%
2.1%
5.0%

4.5%
-1.1%
0.0%
2.1%
2.9%

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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FIGURE 1

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

Our central case forecast is for price growth to
be flat during 2017 as a whole.

FIGURE 2

Price declines bottom out in 2017

Demand strengthens in prime central London
Rebased to 100 in Q1 2012
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“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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“It is a fair assumption there will
be some improvement in sales
volumes during Q2 despite the
General Election on 8 June”
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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.

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.

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.
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Price change
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Meanwhile, separate data released this
week by the Office for National Statistics
(ONS), also showed a slowdown in price
growth in March, with values declining
by 0.6% during the month. As ever, the
market is regionalised, with average
values in the North East down 0.4% on
the year, compared with a 6.7% annual
rise in the East of England and the
East Midlands. Average values across
Greater London were up 1.5% in the
year to March, with some boroughs still
experiencing double-digit growth.
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Prime central London rents declined
by 0.2% in April, taking the annual
change to -4.7%

Average annual
house price change

Annual and quarterly change in prime country
property values
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Average UK rents rose 1.8% in the
year to April, down from a 2% annual
rise in March

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.
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“The slowing headline rate
of price growth fits with
tempered levels of activity
and mortgage lending, but
the lack of supply of stock
in many areas will put a
floor under prices. ”

Source: Knight Frank Research/HMRC

However, another key feature of the market
is likely put a floor under pricing. This is
the lack of available stock in many areas
of high demand, of both new-build and
second-hand houses. New data from
RICS, the body representing chartered
surveyors, shows that the average level of
stock – or properties – available on agents’
books is continuing to decline.
The outlook for the market is that prices
growth will continue to ease over the
course of the year, with Knight Frank
forecasting 1% average growth across the
UK 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

2012

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.

2014

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.

The volume of new buyer enquiries
rose by 3% annually over the year
to March 2017 and viewings were
11% higher

Much of this price data pre-dates the
announcement of the General Election, but
fits in with tempered levels of activity and
mortgage lending. There is also a squeeze
on incomes at present, with inflation rising
faster than wages and climbing to a fouryear high of 2.7% in April. However, inflation
is expected fall back within the year, after
peaking in late 2017. The current slowing
in growth follows several years of strong
performance across much of the market.

2016

Property price continues to be the
biggest driver of performance, with
stamp duty costs weighing on growth
for properties above £1.5 million

The latest figures from the Nationwide
shows the second monthly decline in
house prices in April, taking the annual
change in house prices to 2.6%, down
from 4.9% growth in April last year.

2006

While it seems likely sales will improve, it
doesn’t seem plausible that the same will
be true for prices, at least in the short-term.
Buyers remain very price sensitive, although
there is anecdotal evidence of isolated but
growing instances of competitive bidding on
properties.

As the country prepares for the fourth
national poll in seven years, data from
the housing market points towards a
continued easing in property prices.

2008

If this renewed interest is not yet reflected in
sales data it is a fair assumption there will be
some improvement in sales volumes during
Q2 despite the General Election on 8 June.

Economic and housing
market update

2010

The evidence continues to point to improving
demand and a bottoming out of price declines
this year as buyers and sellers adapt to higher
rates of stamp duty.

Prime central London prices for
existing homes are down 6.6% on
the year

1998

This improvement in demand is not as
yet reflected in the number of property
exchanges. Knight Frank data reveals an
11% year-on-year fall in Q1 2017. This yearon-year comparison is undoubtedly distorted
due to the spike in activity seen last March,
ahead of the introduction of the additional
rate of stamp duty in April. A longer-term

Against this backdrop, overall sales volumes
have also seen a robust start to 2017.

The headline rate of house price growth across the UK slipped in April,
although this masks a multi-speed market with strong rises in some
areas. In prime London, monthly price declines have abated amid a
sharp rise in demand.

UK house prices dipped by 0.4% in
April, taking the annual growth to 2.6%,
down from 3.5% in March

2000

At the same time, the number of viewings
between January and March 2017 was
28% higher than 2016. The sharp increase
is partially explained by the growth in new
applicants but also the ability of buyers in
a slower market to view properties multiple
times before making an offer.

On an annual basis, prices fell 0.1%

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.

UK HOUSE PRICE GROWTH EASES

Key facts May 2017

2002

Average prices across PCL fell 6.6% in
the year to April

Prime country house values increased
by 0.6% in Q1, ending three
consecutive quarters of price falls

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.

2004

The number of exchanges fell 11%
year-on-year in Q1 2017 due to last
year’s activity spike in March ahead of a
stamp duty rise

Demand-side indicators have been positive
in recent months with the number of new
prospective buyers registering to purchase in
the first quarter of 2017 hitting levels last seen
in Q1 2014.

comparison reveals that exchanges in Q1
2017 were 3% higher than Q1 2015.
A review of LonRes data confirms the same
distortive effect, with Q1 2017 sales down
-25% compared to Q1 2016.

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%.

1992

Viewing levels in Q1 2017 were 28%
above the same period in 2016

Average prices fell 0.1% in April, which
means prices are down by 6.6% over the last
12-months, and by 7.2% in total since the
market peak in August 2015.

Key headlines from
Q1 2017

1994

April 2017

Demand for prime property has been robust over the past year,
although higher purchase costs continue to act as a constraint on
further growth.

1996

NEW BUYER REGISTRATIONS HIT
A THREE-YEAR HIGH IN PRIME
CENTRAL LONDON
Buyers remain price-sensitive but there are early signs that price declines
will ease in 2017, says Tom Bill

The number of new prospective buyer
registrations in Q1 2017 hit its highest
level since Q1 2014
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ENCOURAGING SIGNS FOR PRIME
COUNTRY HOUSE MARKET
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PRIME CENTRAL
LONDON SALES INDEX
The prime central London sales index is based on
repeat valuations of second-hand stock and does
not include new-build property, although units from
completed developments are included over time.
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Meanwhile the key political parties are
ramping up for the Election, with housing
forming a key part of their manifestos. See
their housing election pledges on Knight
Frank’s Research Blog.

Source: Knight Frank Research

UK Prime Country
House Index - Q1 2017
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