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Research - Market View

UK Economic Outlook

The political and economic outlook on the global stage is subject to considerable
uncertainty, while a growing resentment to free trade and movement will likely lead
to changes in the approach world institutions take to brokering future international
trade deals. The EU has already shown signs that there is reluctance to continue
with the mantra of free trade, increasing tariffs on Chinese steel from 22.6% to
73.7%.

Following the result of the EU Referendum the UK Government has begun to
prepare itself for triggering the formal process of leaving the EU, through Article 50
by the end of March 2017. Data shows UK GDP had been growing before the
referendum, with growth rates of 0.4% and 0.7% in Q1 and Q2 2016 respectively
and, despite a recent increase, inflation remains relatively low.

The central HM Treasury Consensus forecast is that GDP growth this year will be
1.9% and 1% next year, which is in line with the OECD’s, estimates which are
1.8% and 1% respectively. However, uncertainty around these forecasts persists,
particularly for next year.

National property market

According to Nationwide, in 2016 London house price growth was below the national
growth rate, which has been driven by growth in other regions, most notably East
Anglia and the Outer Metropolitan area of London. PCL house prices have declined
by almost 10% over the past year. Q3 2016 reported prices falling by circa 3%.

Figure 1. UK house price growth vs Prime Central London (PCL)
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Source: Nationwide House Price Index, Volterra

In response to Brexit the

Bank of England reduced
the base rate from 0.5%

to 0.25%.

@

The latest data shows
that YoY growth across
London fell from 12%
in Q4 2015 to 7% in Q3
of this year. In all
likelihood London
house price growth will
be less than the rest of
the UK for 2016.



Market focus

A new west side story

According to data from the UK Department for Communities and Local Government,
2,689 office to residential prior approval applications have been received by London
boroughs between April 2014 and March 2016. Approval has been granted for 76%
of applications (2,046).

Figure 2. Number of office to residential prior approval applications by London
Boroughs, April 2014 — March 2016
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Figure 2 clearly shows that while the inner London boroughs have secured
exemptions from the permitted development rights regulation, West London
Boroughs are experiencing the most activity. Hammersmith & Fulham in particular
has received the highest number (232) of prior approval applications of any London
borough between April 2014 and March 2016.

New underwriting standards for buy-to-let market

On 29th September 2016 the Prudential Regulation Authority (Bank of England)
issued its supervisory statement on underwriting standards for buy-to-let mortgage
contracts. Outlined below are three key points from the new policy statement.

e The affordability assessment of a buy-to-let loan will require firms to either
use an interest coverage ratio test and/or determine whether personal
income is sufficient to meet mortgage repayments. For stress testing
purposes the minimum borrower interest rate will be at 5.5%.

e Borrowers with four or more mortgaged buy-to-let properties will be
classified as portfolio landlords and subject to specialist underwriting
standards.

e Firms will be required to implement the changes to interest coverage ratio
tests and interest rate stress tests by 1 January 2017, with the remainder
to be implemented by 30 September of that year.

“The relaxation of the
rules will certainly help
London deliver more
housing. However it is
not a golden panacea
and should be viewed as
just one of a series of
initiatives the
Government and the
Mayor will need to
consider if it is going to
get London building
anywhere near the
number of homes it
needs.

Other initiatives must
include densification e.g.
through Estates
regeneration and dare |
mention it .... Green Belt
release within the outer
London boroughs.”

- David Phillips,
National Partner, Head of
London Planning
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Prime Central London second-hand sales market

Strutt & Parker data for the third quarter of 2016 showed a small uplift of 4.6% in
UK domestic market buyers when compared to the same period last year.
However, despite the Brexit vote and the continuing uncertainty, PCL still retains

its attractiveness to overseas buyers with a slight increase of buyers coming from Data shows that the
both Western Europe and Asia relative to Q2 2016. volume of sales have

fallen by 47% between
Figure 3. Known PCL buyer nationalities for Q3 2016 (removing UK — domestic Q3 2015 and Q3 2016.
market)
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A total of 384 properties were sold during the third quarter of 2016, which was an prices with motivatgd
overall decrease of 46.7% when compared to the same period in 2015. sellers are completing.
Figure 4. Historic number of sales in PCL @
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Prime Central London lettings

There were 3,695 property lets agreed in PCL during the third quarter of 2016, “Despite volumes being
which was 36% down compared to the third quarter of 2015. down year on year we
have seen tenancy length
increase, as well as a
surge of demand in
‘super prime’ with
transactions up 50 %

15,000 -
year on year for
properties over £8,000
per week.”

10,000 -

5,000 A - Kate Eales
Partner, National Head of
Lettings
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Figure 5. Historic agreed lets in PCL
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The current economic conditions and SDLT for additional homes are having an
impact on the lettings market in PCL. However, Knightsbridge and Belgravia
reported that volumes were up 10% compared to Q2 2016.

Figure 6. Tenant profiles in PCL Q3 2016
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New homes under construction — A focus on Stratford

The Stratford metropolitan area is undergoing unprecedented change. Activity has
been triggered by the ongoing investment in public transport connectivity (Elizabeth
Line services will be up and running from 2018) and the release of large areas of
industrial land enabling the development of new homes across Queen Elizabeth
Olympic Park, Stratford City, and the area along Stratford High Street.

Flgure 7. Stratford metropohtan area — total residential units with perm|33|on
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There are nine schemes (10,245 residential units) in the pipeline which have
gained full planning permission and are currently under phased construction in
Stratford. Development in the area is expected to increase Newham’s population
by over 56,000 people by 2036, an increase of 16%.

Table 1. Stratford Current Permission Pipeline 2016 — 500 units or greater

Site location Total
residential

Delivery/
Completion date

units

Stratford City/ 1,801 2015/16 onwards
East Village, E20 1ST

Marshgate Wharf phase 1, | 1,705 2015/16 onwards
E20 1ST

Pudding Mill, E20 1ST 1,260 2015 onwards
Strand East, E15 2QN 1,192 2020-25
Chobham Farm, E15 1QA 1,036 2020-2025

Marshgate Wharf phase 2, 959 2015/16 onwards

E20 1ST

East Wick, E20 1ST 870 2015/16 onwards

Chobham Manor, E20 1ST 835 2015/16 onwards

Stratford Island, E15 1XL 587 2018

Source: Molior, Strutt & Parker Residential Development Database

“The Greater London land
and new homes market
has been particularly
buoyant at sub - £1,000
per sq ft levels following
the EU referendum. This,
alongside large-scale
regeneration, has made
Stratford a highly
attractive location for both
domestic and overseas
buyers.”

- Mark Dorman
Partner, Development

Strutt & Parker Research | struttandparker.com/research

London Residential Quarterly | Autumn 2016



Outlook & forecast

The increase in Stamp Duty Land Tax (SDLT) for additional homebuyers, combined

with a gradually more punitive tax system for the wealthy has been reported to have
had a bigger effect on PCL house prices than Brexit, and has slowed demand. The
outcome of Brexit for the UK economy, and its particular impact on financial
institutions’ location choices remains to be seen, but a prolonged period of
uncertainty is likely as negotiations continue, even after Article 50 is triggered. Going
forward, with more sellers being prepared to review pricing and entertain reasonable
offers, the market may have found a level which will provide a spur to transaction
levels, and as a result, there may be a lessening of downward pressure on prices.
The market is expected to continue to experience low transaction levels as buyers
and sellers await more certainty on the economic outlook, and as such the risk is
predominantly on the downside. Although the implications of Brexit will not be fully

“A noticeable increase in
viewing from committed
buyers, through late
September and October
has led to increased
transaction volumes.
Particularly where
vendors have been
realistic and adjusted
asking prices according
to market sentiment.”

understood for some time to come, the PCL market is likely to remain a safe haven
for investors’ money in the long term and therefore price growth is expected to return

from 2019 onwards.

- Charlie Willis,

Table 2. Residential price forecast Q3 2016 Head of London

Sales 2016 |2017 | 2018 |2019 |2020 |5 Year to 2020 Residential Agency

Prime Central London — | -10% | 0% 0% 8% 8% 5%

best case 0

Prime Central London — | -10% | -5% -5% 4% 4% -12%

downside risk

UK 5% 5% 4% 4% 4% 24%

Lettings 2016 2017 2018 2019 2020 5 Year to 2020

Prime Central London - | 0% 0% 25% |25% |2.5% |8%

Lettings

Methodology

As the housing market is seasonal, for the purposes of this report; data is compared year on year, i.e. looking at Q3 2016 in light of changes since Q3
2015. Data may also be compared on a rolling month on month basis. When referring to the PCL market it includes those markets which Strutt & Parker
operate in (Knightsbridge, Belgravia, Kensington, Chelsea, Notting Hill & Fulham) and as such is reflective of London’s most prime markets. Economic
views are attributed to Strutt & Parker’s retained economic advisors, Volterra. Additionally, Lonres.com data is used to assess the London sales and
lettings market. The behavioural data is collected from our activity in PCL markets: our proprietary “behavioural data” is not representative of the UK as a
whole. The global economy remains volatile and therefore there is risk that any market commentary provided will become out-dated within a very short
timescale.
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