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“Further price adjustments are needed to make 
the market more fluid in London”  
Lucian cook, Savills Research

Following the Brexit vote, London’s prime 
residential markets will need to adapt and adjust 
to a number of challenges

putting things  
into perspective

i 
n the three months since the 
eU referendum i have split 
my time between looking for 
clues as to what the public’s 

decision means for the housing 
market and trying to convince my 
wife that i will still be able to get 
(much needed) spare parts for my 
ageing but attractive alfa Romeo.

It is rapidly becoming clear that 
the scale of the problem with my 
sporty Italian hatchback is likely to 
mean, wherever I source parts, it 
will be impossible for the supplier to 
keep up with demand. In a strange 
way this has helped me put the 
challenges facing the prime London 
housing markets into perspective.

The combination of high levels 
of stamp duty, a substantially less 
benign underlying tax environment 
for overseas owners and general 
uncertainty following the Brexit 
vote, indicates that further price 
adjustments are needed to make the 
market more fluid in London.

Two further years of uncertainty,  
as the Government’s crack 
negotiating unit tries to extricate 
the UK from the EU, are also likely 
to limit the prospect of any serious 
price growth over that period.

This would bring prime London 
prices well below the long run trend 
of real house price growth. That is 
the kind of phrase which warms 
the heart of a residential property 

analyst. What it means for everyone 
else is that all things being equal it 
will leave capacity for renewed price 
growth at the end of that period.

The critical part of that phrase is 
“all things being equal”. What does 
it mean in practical terms? Well, it 
probably means that London remains 
an attractive place to invest in prime 
housing, with a tax environment that 
is not prohibitive to those looking to 
acquire residential real estate. 

It also requires that London 
maintains its position as both a 
major world city and Europe’s 
financial centre.

The decision to leave the EU  
and the fiscal backdrop may chip 
away at this status. This may prevent 
a substantial bounce in values 
in 2019.  But the fundamentals 
are unlikely to be undermined 
suggesting that even though the 
prime London markets will adapt and 
adjust, there will still be some life left 
in them in two or so years time.

If only the same could be said of 
my Alfa.  n

this publication
This document was published in September 2016. The data used in the charts and tables is the  
latest available at the time of going to press. Sources are included for all the charts. We have  
used a standard set of notes and abbreviations throughout the document.

glossary of terms
n Mainstream: mainstream property refers to the bulk of the UK housing market with, for example, 
price movements monitored by reference to national and regional average values.
n Prime: the prime market consists of the most desirable and aspirational property by reference  
to location, standards of accommodation, aesthetics and value. Typically it comprises properties  
in the top five per cent of the market by house price.
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“Realistic pricing 
will present long 
term investment 
opportunities”  

Katy Warrick, Savills Research

London aS a financiaL centRe 
How will Brexit affect the capital’s global standing?

The most critical economic factor for London is how the decision to leave the EU will affect the 
UK’s standing as a world city and global financial centre. There is much speculation about the 
extent to which banks decide or are forced to relocate some of their activity to within the EU.

This will depend on whether and, if so how quickly, the British Government can protect 
the passporting rights needed for the City to provide a full range of banking and financial 
services across the EU. There are a number of factors that work in London’s favour.

The UK Government will almost certainly attach significant importance to protecting the 
City of London in its negotiations. There are also proposed EU regulations, due to come into 
force in January 2018, that would protect London’s position, provided it offers an equivalent 
regulatory environment to the EU.  

What remains clear is that no other European city has the infrastructure to match London  
as a financial centre. We have therefore assumed that London will retain its position as the 
main European global financial centre without a substantial loss of jobs or relocation of 
banking activities.

Brexit and what it  
means for prime London

t  
here is an adage that 
old age comes at an 
inconvenient time. for the 
unquestionably mature 

prime housing markets of London 
there was never going to be a 
convenient time for a vote to leave 
the eU. But in order to understand 
their prospects it is important to get 
a handle on their relative strength 
prior to the eU referendum.

the StaRting Point
The prime London housing markets 
entered a new phase in the middle 
of 2014. Following a period of 
strong growth, during which they 
absorbed a series of tax increases 
but were left looking fairly fully 
priced, values initially plateaued. 
They then adjusted in line with the 
further stamp duty rises introduced 
in December 2014.

In the aftermath of these changes, 
and in the run up to the EU 
referendum, the direction of travel 
differed between subsectors of the 

market. Lower value stock showed 
modest price growth, mid value 
property values broadly flatlined and 
values of high value stock gradually 
declined further.  

In this period taxation continued 
to shape the market. Though the 
additional stamp duty costs of 2014 
were broadly factored into values, 
increased exposure to other capital 
taxes for non-UK owners also 
weighed upon the market. 

A further 3% stamp duty surcharge 
for second homes and investment 
stock caused a spike of activity in  
the run up to its introduction on  
1 April 2016. Thereafter it combined 
with pre-referendum uncertainty to 
subdue the market.

As a consequence, prices in 
prime central London were -8.1% 
below their 2014 peak immediately 
prior to the referendum. Across 
the remainder of the prime London 
housing market they had risen by a 
modest 1.7% over the same period.  

Importantly, successive tax 
changes made the market less  
fluid and increasingly restricted 
activity to the most committed 
buyers and sellers.

eaRLy indicationS
At this stage, the market is yet to 
show its hand in response to the 
Brexit vote.  

The summer market was slow but 
not moribund. The unexpectedly swift 
appointment of a new Prime Minister 
removed a major potential source of 
uncertainty. In addition, weakened 
sterling has supported overseas 
demand in the new build market. A 
further 0.25% cut in interest rate has 
benefited domestic buyers, particularly 
beyond central London.

There is certainly not the sense 
that the impact of the vote to leave 
the EU is likely to be as severe as 
in the early 1990s when the cost of 
debt spiralled, or the 2008 financial 
crisis when the Sword of Damocles 
hung over the banking industry.

Taxation and post-referendum 
caution are set to shape the 
capital’s prime residential market

Words: Katy Warrick 
twitter: @KatyWarrick

PRIME LONDON

Though there are clear differences 
in terms of cost of debt and the 
tax environment, at this stage the 
position looks more reminiscent of 
the period from 2002 to 2004. Then, 
following a bull run, the market 
was affected by a less significant 
financial shock which combined with 
an uncertain geopolitical backdrop.  
Prices fell by 10%.

  
LooKing foRWaRd
As we move forward prime London 
markets will continue to be shaped by 
pre-existing constraints. The changed 
tax environment means buyers will 
commit only when they are confident 
that a property is rare, exceptional 
or represents good value for money, 
particularly as the risk environment 
has increased. As a result the market 
remains exposed to fluctuations in 
buyer sentiment and general economic 
pressures resulting from the vote to 
leave the EU.

This points to a slow market over 
the remainder of 2016 as buyers wait 
to see how negotiations to leave the 
EU proceed and the precise economic 
impact becomes clearer. This brings 
with it the prospect of further price 
adjustments, as the market finds a 
level which brings buyers back to the 
table in greater numbers.

This will present some 
opportunities for those prepared to 
take a long-term investment view and 
who have put themselves in a strong 
position to buy, but will require sellers 
to be fleet of foot in responding to 
a market that is likely to distinguish 
between the best stock in the best 
locations, good quality prime housing 
and the merely average.  n

Source: Savills Research

FIGURE 1

challenges and opportunities in the prime London market
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FIGURE 2

Prime London 5-year capital values forecast

Source: Savills Research *NB: these forecasts apply to average prices in the second hand market. New build values may not move at the same rate

 Buyers will commit to exceptional property

hiStoRicaL 
annUaL

foRecaSt annUaL
5-yeaR 

foRecaSt

2014 2015 2016 2017 2018 2019 2020 2021
  2016- 
 2020

 2017-
2021

Prime  
central London -0.4% -3.3% -9.0% 0.0% 0.0% 8.0% 5.0% 6.5%

3.2% 20.8%

other 
Prime London 3.3% 2.3% -5.0% -1.0% 0.0% 6.0% 4.0% 5.0%

3.7% 14.6%
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“Buyer caution is expected to push demand  
into the rental sector in the short term”   
Kirsty Bennison, Savills Research

Q how did London’s prime rental market perform  
in the period prior to the referendum?

A  In the five years prior to the EU referendum the 
London prime market has seen marginal rental 

growth of just 0.3%, with rents falling by -1.9% in the  
12 months before the Brexit vote. 
   This is primarily a result of high levels of investment 
buying activity, which has brought significant supply to the 
rental market. 

We have seen smaller properties continue to perform 
the most strongly given a deeper seam of needs-based 
demand, with a smaller pool of potential tenants for  
larger properties. 

Q What are likely short-term impacts of Brexit on 
the prime rental market? 

A Buyers’ caution is expected to push demand into  
the rental market in the short term, given the impact 

of higher stamp duty and concerns over job security in the 
financial and business services on peoples’ willingness to 
commit to a purchase.

On the supply side this is likely to be offset by a rise in 
accidental landlords and opportunistic overseas investors 
seeking to make a currency play. 

Therefore, we expect the rental market to be more 
active but still price sensitive.

Q and how will the prime rental market be affected 
in the longer term? 

A Long-term impacts on the prime rental market  
will be dependent upon the economic consequences of 

Brexit, most importantly on financial and business services. 
Tenants in the financial sector currently account 

for approximately a third of the prime rental market 
in London, though this proportion has been steadily 

decreasing over the last 10 years as more diverse sectors 
such as Tech, Media & Telecommunications are attracted 
to the capital.

Oxford Economics forecasts a drop in the number 
of employees in the UK finance sector over the next 
few years, which may impinge on corporate relocation 
demand, especially in the mid-market. 

Overall, we expect a flight to quality in the more 
expensive markets, while a more diverse demand profile for 
smaller property is likely to mean demand is less affected. 

Q What does this mean for tenants? What will be the 
likely impact on them?

A The underlying uncertainty is expected to temper 
rental growth prospects, with tenants more budget 

conscious. Those tenants are also likely to be offered 
more choice, particularly given the high development 
pipeline in London and the potential for some of the new 
build stock to be re-directed to large scale institutional 
investors as managed rental stock.

Q What does this mean for landlords? What will they 
need to do?

A Landlords will need to remain competitive on  
asking rent and flexible on terms, as well as ensuring 

the property is presented in good condition, to ensure 
they attract both mainstream and prime tenants in the 
long term. n

what next for the 
prime rentaL market?
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pre-referendum  
performance 

September 2014 marked a 
turning point in the market, 
especially for larger property

PRIME MARKETS
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FIGURE 4

capital and rental value movements by area to June 2016
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noRth WeSt

Post Sept 14 Past 5 years

Sales -1.2% 12.6%

Rents 0.2% -6.5%

noRth & eaSt

Post Sept 14 Past 5 years

Sales 2.9% 36.4%

Rents 3.6% 6.9%

centRaL

Post Sept 14 Past 5 years

Sales -8.1% 11.6%

Rents -3.1% -2.0%

WeSt

Post Sept 14 Past 5 years

Sales -0.3% 10.2%

Rents -1.7% -0.8%

SoUth WeSt

Post Sept 14 Past 5 years

Sales 1.3% 31.0%

Rents -0.9% 3.2%

SoUth WeSt

WeSt

centRaL

noRth WeSt

noRth & eaSt

FIGURE 3

Performance by value band to June 2016

Source: Savills Research

Source: Savills Research

SaLeS RentS

Post Sept 14 Past 5 years Post Sept 14 Past 5 years

£500k - £1m 3.7% 34.8% 1.5% 7.9%

£1m - £2m -0.3% 25.3% 0.5% -1.3%

£2m - £3m -3.4% 15.7% -0.9% -2.4%

£3m - £5m -5.1% 12.4% -3.2% -7.3%

£5m - £10m -8.1% 5.6% -5.7% -10.2%

£10m+ -10.4% 1.0% -3.6% -5.7%

 The rental market will be more active but still price sensitive
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chaLLenges & 
opportunities

RESIDENTIAL

With the prime London housing 
market facing a number of 
challenges, buyers and sellers 
will be keener than ever to ensure 
they act wisely. Here we look at 
five different types of buyer whose 
decisions will shape the market over 
the next five years

tRoPhy 
hUnteRS

chaLLenge: 
taxation 

oPPoRtUnity: 
Lower value of sterling

Typically confined to the  
most central and expensive 
streets of prime central London 
(PCL), the ultra high net worth 
trophy hunters have experienced 
a more volatile market than 
perhaps any other in the past  
five years. They have been  
most affected by changes in  
UK taxation but, given their  
wide international profile, now 
have the most to gain from 
weaker sterling.

The buyer of a £10m house  
for use as a second home, will 
have seen the stamp duty on 
that property double in two 
years. However the tax inclusive 
cost of purchase will have fallen 
by 19% in US dollar terms over 
that period.

Despite uncertainty around the 
vote to leave the EU, we expect 
them to continue to view London 
as a safe haven in a global 
context. Increased exposure to 
stamp duty, capital gains tax 
and inheritance tax is, however, 
likely to temper their exuberance 
and focus their activity on the 
very best addresses.

Mid-Life 
UPSizeRS

chaLLenge: 
Stamp duty and  

mortgage regulation

oPPoRtUnity: 
Low interest rates

These buyers are the mainstay  
of the more domestic prime 
family housing markets such as 
those of South West and West 
London. Though they have 
accumulated significant levels of 
equity in the past decade, they 
have seen broadly flat prices in 
the past two years. This reflects 
the increased stamp duty burden 
on buying a larger home and the 
effect of mortgage regulation 
on their ability to take on any 
additional debt needed to trade 
up the ladder.

On the flipside, a low interest 
rate environment means that 
securing a decent fixed rate or 
tracker mortgage now makes 
upsizing more affordable, where 
buyers can do so without 
overstretching themselves on 
loan-to-income multiples.

Over the next five years we 
expect this buyer group to trade  
less often in what is expected  
to become more of a needs-
based housing market. Buyers 
will have a close eye on the 
impact of the referendum result 
on the London economy, with 
the prospect that demand from 
those employed in the financial 
and business services sector 
becomes less dominant.

inveStoRS

chaLLenge:
 Stamp duty on  

additional homes

oPPoRtUnity: 
Low cost of debt;  

low comparative returns  
on other assets 

Investors are a key component 
of demand in the prime London 
markets, especially in central 
London and East of City markets 
where overseas investment 
activity is strong.

In the past 10 years investors 
have seen strong capital growth 
but progressively lower income 
yields. Gross income yields 
now stand at 3.0% in central 
London, though there remains 
significant variation around this. 
For example, yields in Canary 
Wharf are at 4.2%. In the future 
we expect investors to become 
more yield focused.

Specifically with an additional 
3% stamp duty now charged 
on the purchase of investment 
properties and modest prospects 
for rental and capital growth, 
we expect investors to become 
increasingly selective in what and 
where they buy.

Overseas investors have 
historically played an important 
part in kick-starting the prime 
London markets when they sense 
a buying opportunity. Accordingly, 
they will be a key barometer of 
future turning points in the market.

oUt of 
toWneRS

chaLLenge: 
Meeting price expectations

in London

oPPoRtUnity: 
Relative value offered  
in commuter towns

One of the features of the  
past 10 years has been a 
reduction in the number of 
families selling in London and 
moving out of the capital. 
However that started to change 
in 2014. In the first six months 
of this year buyers from London 
accounted for nearly a third of 
all buyers in the prime suburban 
and commuter markets.

Of these relocators from 
London, 48% were aged 
between 30 and 39 and further 
39% aged 40-49. Half had two 
or more children. 

The value gap between London 
and the suburbs, though very 
wide in historic terms is now 
narrowing. Together with affluent 
urban locations in the commuter 
zones, they are now showing 
stronger price growth than 
prime London and are likely to 
continue to do so. 

For those wishing to take 
advantage of the ability to buy 
more space in the country, 
realistic pricing of their London 
property will be key.

affLUent 
fiRSt-tiMe BUyeRS

chaLLenge: 
cost of deposit

oPPoRtUnity:
 Less competition  

from investors

The prospect of low interest 
rates and a generally less 
competitive buying environment 
will present opportunities for 
affluent households looking  
to get a foot on the housing 
ladder, albeit subject to their 
funding requirements.

Now more typically in their mid 
thirties than twenties, in the past 
five to ten years this group have 
typically widened their search into 
London’s emerging prime markets 
where they can more easily find 
good quality accommodation with 
at least two bedrooms.

These locations have broadly 
fallen into two categories. The 
first are those on the fringes of 
established areas – such as Earls 
Court, Marylebone or Pimlico in 
central London or Kings Cross 
and Highbury in North London. 
The second are areas such as 
Shoreditch and Aldgate, which 
have benefited from the rise of 
East London.

In the next five years we expect 
the extent to which affluent first-
time buyers explore new markets 
to slow. As a result, their activity 
will be concentrated in locations 
that have already been pioneered.

 The value gap between London and the suburbs is narrowing 

19%
Fall in costs of acquiring 

a £10m property in  
US dollars

3%
Average gross income  

yield in central  
London

48%
Buyers aged between  
30 and 39 moving out  

of the capital
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city Size 
The capital’s growth

Like many world cities, the economic  
influence of London extends well beyond its 
administrative boundaries. London’s metro area, 
that is the area within which most of its workforce 
lives, is the fifth biggest of our top 20 world cities, 
at nearly 15 million people. London’s population 
has been growing over the past 10 years at the 
8th fastest rate of the 20 world cities, faster than 
Tokyo and New York but slower than the recently 
emerged cities of Dubai, Beijing, Shanghai and 
Singapore. It is forecast to continue growing at 
the 7th fastest rate in the next ten years, although 
possible immigration restrictions post Brexit might 
curb this growth.

London stands out among European cities in 
terms of both size and rate of population growth. 
Only the Paris metro area has a similar size 
population (12.5m) while the average size of other 
European city metro areas is just 3.3 million people. 
Meanwhile, the number of people in the Paris metro 
area has been, and is forecast to continue, growing 
at just 5% in the next 10 years. Other European 
metro growth rates are slowing and populations are 
forecast to increase by just 4% on average in the 
next 10 years.

London in a 
gLoBaL context

t  
he decision to leave 
the eU will cause many 
to question whether 
London can retain its 

pre-eminence as a world city.  
out of the other european cities, 
Paris is closest in terms of its 
connectedness, performance, 
power and global competitiveness, 
but even the city of Lights lags 
someway behind the Big Smoke 
given its employment laws.

Prime markets in gateway cities 
across the globe have been honeypots 
for international investors not only 
in London but also in New York, 
Singapore and Hong Kong, for 
example. Prime real estate markets in 
these ‘alpha cities’ are closely linked 
to wider business location preferences 
and investment preferences, reflecting 
the success and prominence of the 
cities on the global stage.  

Where ready finance, rule of  
law, transparent markets and  
good title are available, real estate 
attracts global investment, not only 
because of its growth prospects and 
income producing capability but  
also as a store of wealth in a safe-
haven jurisdiction. 

Real estate also has the advantage 
over, say, gold by being a usable 

utility. The purchase of residential 
real estate is therefore linked to  
the number of visitors, business  
and investment transactions in a city.  
This means that the fundamental 
global attractions of a city will always 
have a major impact on its real 
estate markets.

In this regard, London scores  
very high on the world stage, 
just beating New York in Savills 
composite world city scoring system. 
Both these cities score significantly 
above the next rivals by this 
measure, Paris and Tokyo.

The unique combination of 
London’s social and environmental 
quality, as well as its size and 
economic prowess, means that  
the demand fundamentals for its  
real estate should remain strong  
through economic cycles and  
post-brexit wobbles.  n

London’s prime residential 
markets are closely linked to its 
performance on the global stage

Words: yolande Barnes 
twitter: @yolandeBarnes

INTERNATIONAL

econoMic 
PoWeR 
World’s top three 

London is even more  
dominant on the world stage 
when it comes to the size of 
its economy.  The London 
metro has an economy 
which ranks 3rd in the world 
against other city metros. Only 
New York and Tokyo have 
bigger economies. London’s 
economy is forecast to grow 
faster than either of these 
cities in the next 10 years and 
will only be outstripped by the 
fast growing Asian cities and 
tech giant San Francisco over 
this time, according to Oxford 
Economics.

London’s projected 10-year 
economic growth rate, at  
34%, exceeds the other 
European city average of 24%. 
London is set to have the 
7th fastest growing economy 
of the 20 world city metros 
measured here.

The size and wealth of  
London matters greatly to 
its real estate markets as 
both factors create demand 
for buildings. The prospects 
for London in a global 
context also attract overseas 
investment for development 
and housebuilding.

SaviLLS WoRLd city index
Where does London rank?

The Savills score combines measures of global connectedness, performance & potential, 
power and competitiveness by a range of respected institutions to obtain an overall 
ranking of global city strength.

Although liveability and quality of life are included in some of the measures, this is by 
no means the determining factor in the demand for global real estate. The economic, 
cultural, educational and myriad other attractions of global cities appear to trump some of 
the inconveniences, such as congestion and pollution, of living in a large city metropolis. 
There is a noticeable difference between cities that do well in these respects versus those 
that score high for environment, lifestyle and living costs.

FIGURE 5

Savills World city Score

Source: Savills Research using  GaWC, Kearney, Mori & EIU

 London continues to grow

London’s metro economy 
ranks third in the world 

behind New York & Tokyo FIGURE 6

Savills World city Ranking

Source: Savills Research using  GaWC, Kearney, Mori & EIU
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The level of domestic 
demand will be of 
some comfort to the 
development industry”  

edward green, Savills Research

on the 
suppLy side

g 
iven the scale of the 
prime development 
pipeline in London and 
the extent of the new 

build premium that has developed 
over the past five years, there has 
been fervent speculation as to what 
the future holds for this sector of 
the prime London market.

There is little doubt that the 
headline numbers on new build 
supply, though often prone to 
overstatement, are big.

the PiPeLine
Before the referendum, we expected 
39,000 £1,000psf+ completions to 
be delivered in total over the five 
years to the end of 2020. This would 
represent an 110% increase on the 
previous five years. Much of that 
supply is concentrated in areas of 
major regeneration at price points 
between £1,000psf and £1,500psf. 

By contrast at the very top end  
of the market, above £3,000psf,  
the supply of new homes is much 
more limited. Super prime supply, 
that is typically located in the 
established parts of central London, 
only accounts for 3% of the expected 
five year pipeline.

There is little doubt that, for all of 
the reasons detailed earlier in this 
publication, developers active in the 
£1,000psf+ new build market should 
remain realistic on pricing and be 
prepared to be flexible in negotiations 
if they wish to sustain sales rates that 
are crucial to their financial model.

foRWaRd SaLeS
However, it is critical to understand 
the historical relationship between the 
delivery of high value new homes and 
their rates of sale in the prime new 
build markets to identify the risks to 
the market.

Though the gap has now closed 
as more completions have come on 
stream, sales outpaced construction 
completions by an average of more 
than 2 to 1 between 2011 and 2015, 
reflecting strong demand. 

As a consequence, up to 60% of 
schemes currently under construction 
are already sold which will serve to 
mitigate future delivery volumes. 
Furthermore, purchases in the early 
phases of marketing will often have 
been at discounts to current values.

In the early part of this period, 
overseas investment activity was 
dominant. However, over the last three 
years domestic UK buyers have grown 
significantly in both proportion of sales 
and absolute numbers. 

Our records indicate that in 2013, 
17% of prime new build buyers were 
from the UK compared with 43% in 
2015. This trend has continued into 
the first half of 2016, with UK buyers 
accounting for over 45% of the prime 
new build market.

This level of domestic demand 
will be of some comfort to the 
development industry, while a cheaper 

Supply numbers in the prime 
new build market, specifically in 
the £1,000psf+ range, are high  

Words: edward green
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 London remains competitive on the global stage

coSt of BUying & oWning
London remains competitive on  
the world stage

Ultra high net worths from around the globe have over the past 
few decades selected prime London in which to store their 
wealth for many reasons, not least because in the past this has 
been a favourable tax environment. The latest in the series of 
tax changes is the additional 3% stamp duty costs for additional 
homes introduced in April 2016. 

Despite the currency advantage that some overseas 
investors currently benefit from, they may now start to feel 
the compounded effects of recent tax changes. However, our 
analysis shows that a $2m property in London remains very 
competitive on the global stage when the costs of purchasing, 
holding and selling property are considered. The tax costs in 
London remain less expensive than New York (arguably London’s 
main competitor when it comes to international property 
investment), as well as Hong Kong, Paris, Tokyo and Singapore. 
Vancouver, a popular investment hotspot for Asian buyers, now 
tops the table in terms of tax costs as a percentage of property 
price (at 27.8%, compared to 12.6% for London property), as it 
recently introduced an additional charge for overseas buyers. 

sterling should support continued 
overseas investment activity.  

Despite the vote to leave the EU, 
London remains a key centre due to its 
global standing, amenities, quality of 
life and facilities. It continues to be the 
preferred global destination in which 
wealthy people invest and live. In 2015 
alone, the prime London new build 
market saw overseas investment from 
over 50 different countries.

PUShing oUt
We expect the market to be more 
discerning in terms of location and 
product offering and how pricing 
stands up to these fundamentals. 
Specifically the volume of prime 
completions will test rental demand 
and yield expectations and, if sales 
rates are to slow, lead to higher 
volumes of standing stock.

This is likely to mean developments 
will be pushed out and delivered over 
a longer period. Importantly, only 23% 
of the 39,000 unit five-year pipeline 
is currently under construction, while 
58% of the total pipeline is yet to 
start construction, despite having full 
planning permission. Although there is 
cost involved in putting construction 
on hold, this substantially lessens the 
risk of oversupply.  n Source: Savills Research

FIGURE 8

challenges and opportunities in the prime development market
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FIGURE 7

Prime London new build delivery (over £1,000psf)
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what next for the 
prime London markets?

EXECUTIvE SUMMARY

The underlying tax environment coupled with the uncertainty over Brexit  
means the capital’s prime residential markets are set for a period of adjustment

Prior to the EU referendum prices in the prime London markets had adjusted to 
a higher tax environment, though the market had become restricted to the most 
committed buyers and sellers.

We expect further sentiment-driven price adjustments over the course of 2016, 
though the market will be underpinned by low interest rates and the value of 
sterling. We anticipate broadly flat prices over the period of 2017 & 2018 as the UK 
government negotiates its exit from the EU.

On the basis that London retains its position as a world city and global financial 
centre we expect the market to rebound from 2019, though the extent of that 
rebound is likely to be tempered by the underlying tax environment.

While this presents investment opportunities for those prepared to take a long-term 
view, sellers will need to be realistic and flexible in terms of their price aspirations 
over this period.

In the rental market, we expect to see the return of both accidental landlords and 
accidental tenants. Tenants, with an increase in choice, are likely to remain budget 
conscious in the short to medium term.

In the development market there is a significant development pipeline, particularly in 
the £1,000psf to £1,500psf price bracket. Risks to this market have been offset by 
strong forward sales in the period 2011 to 2015.

Nonetheless, we expect developments will now be pushed out and delivered over 
a longer period in response to a market that is likely to become more discerning in 
terms of location and product offering.
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