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... International investors are bullish, with the
top end of the market starting to bounce back
first, however the mid-tier brackets are now
beginning to receive some attention...
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With continued looming uncertainty of the impact of Brexit
and the direction of the pound, some may feel that
discussions regarding investment in London property should
perhaps be saved for less of a rainy day. Dig a little deeper
however, and there are some solid fundamentals interwoven
into the foundations beneath London’s lively streets, and ripe
opportunities for mid-market investors.
By no means has the storm that is Brexit been weathered, and
blue skies have yet to be spotted on any horizon. Brexit’s wrath
has certainly stalled the London property market, one that has
historically fared well against those of other locations, yet the
eye of the storm – the aftermath of the initial market shock and
the heavy speculation that came with it – has now passed,
with much less damage than was initially expected.
It would be wrong to stop the critique of the market conditions
there however, as sentiment began being challenged a little
earlier in this economic cycle than what can be explained
by Brexit alone. Casting the spotlight back to 2014, George
Osborne, then Chancellor of the Exchequer, implemented
a more progressive, banded Stamp Duty system that most
notably hit property transactions over the £1 million mark.
This resulted in significant market distortions, heavily impacting
on the fluidity of the upper market. Berkeley, the upmarket
development company, reported a 4% drop in reservations for
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new homes from November 2015 to February 2016 compared
to the same period before the more progressive Stamp
Duty system was introduced. The magnitude of the backfire
resulting from this policy only later came to light, with London
Central Portfolio, a property investment firm, estimating that
the drop in sales of properties over £1 million had cost the
Exchequer around £500 million in Stamp Duty by the end of
2017. Combine the rise in Stamp Duty with uncertainty before
the 2015 general election, and sales of £1 million plus homes
in London dropped by 15% for the first half of 2015.
Standard Chartered has a long-standing relationship with
global real estate consultancy Knight Frank in developing
its client mortgage proposition. Knight Frank’s research shows
the gradual erosion in confidence since Q3 2014
has resulted in prices of homes in Prime Central London
(the top end of the market) being down 4.86% as of
September last year. Transaction volume in this market was
down 41% as of Q1 of last year, according to London
Central Property Portfolio’s analysis of Land Registry figures.
Cue the steady plodding of the tortoise now overtaking the
hare, and we now have a situation whereby the end of 2017
saw the cheapest London house prices relative to inflation
since October 2009, with inflation still seemingly on the rise.

So what does this mean for the strength
of the pound?
Well, inflation is certainly a positive sign for the pound’s mid-term
future, as is the recent interest rate rise; however this has to
be viewed in light of the continued uncertainty regarding how
Brexit will play out. The implications of any Foreign Exchange
movement will obviously then differ depending on the means
by which a potential buyer of London property will be financing
their purchase as well as their investment objective. In short,
it would be amiss of me to suggest the future direction of
the pound and whether this would present broad stroke
buy conditions. That said, Knight Frank suggest that as the
market currently stands given the pound’s weakness, London’s

landlord-friendly lease structure and the ability for buyers to
secure large lot sizes have all combined to outweigh any
apprehensions investors may have had over potential fallout
from the UK’s decision to leave the EU.
International investors are bullish, with the top end of the market
starting to bounce back first, however the mid-tier brackets are
now beginning to receive some attention. This is where there
could be the most potential…

The case for mid-market investment
Across the London market, according to Knight Frank,
viewing numbers increased a solid 9% between January and
September of last year, with a 9.8% increase in transaction
volumes. This hasn’t yet, however, been reflected in pricing
indexes, where property prices up to £1 million were -4.1%
on the year, only being out performed by properties in the
£5 - £10 million bracket which were -2.3% on the year. The
gap between increasing demand yet still suppressed house
prices, in itself, suggests potential opportunity, nevertheless,
it is worth exploring the property band consideration further.
In the city it has long been appreciated that demand is
outweighing supply; however further discrepancies exist within
the brackets of housing that are in demand versus those being
supplied, with demand being highest outside of the top of the
market. What is known as Prime Central London, the top end
of the market covering Chelsea, Kensington, and some areas
of Camden and Hammersmith & Fulham, is now starting to spill
out onto neighbouring areas such as Shoreditch, Peckham,
Stratford, Brixton, Shepherd’s Bush and Putney. This is thanks
to considerable investment from more savvy developers
seeking margins in an otherwise struggling market, as well as
improvements in infrastructure and travel connections such as
Crossrail – the east-west railway currently in development –
that will cut journey times by about half and bring an additional
1.5 million people within 45 minutes of the city centre.

The trend for the burgeoning, peripheral, less pricey
postcodes, versus more traditional international investment
into the top-end of the market only, is likely to be further
compounded by the continued and forecasted considerable
net influx of skilled professionals into London; just as a rising
tide lifts all boats, those closer to the low or mid tide mark will
experience the greatest lift. That’s just the potential for capital
gains from a purchase; Tony Galetti, Joint CEO at Knight Frank
South Africa, highlighted the importance of the increasing
demand in the rental market to internationally-orientated
clients, adding that the yearly income on a monthly basis,
in sterling, from their investment was a key draw for them.
Accordingly, with prices very much subdued relative to
their legacy prestige neighbours, combined with the lower
Stamp Duty rates for this price bracket, massive investment
potential exists in the £500,000 to £1 million market for
these increasingly fashionable locations.

Driven by more than just the short-lived
market conditions
A short-term play, although potentially lucrative, might not be
the strategy of choice for international investors looking to
capitalise on the current historically weak pound and
mid-market growth when considering the shadow that is
Brexit. Perhaps, instead, investors may choose to purchase
now to then ride the investment through the short-term
storm with a plan to first emerge from the other end before
considering a sale. One does not have to dig too deeply to
uncover the rationale behind such an argument:
• The UK legal system is internationally recognised for its
stability. For international, as well as domestic investors and
homeowners, this means added confidence that their property
(including the subsoil below and the airspace above the land
to a height necessary for the ordinary use and enjoyment
of the land) will remain theirs regardless of wider market
conditions and any potential political disruptions. With fewer
surprises with regards to ultimate ownership also comes
greater certainty on investors’ legal positions with regards
to the rental markets, should that be a consideration for them.
• There are no restrictions on foreign ownership or occupation
of real estate, with clear guidance on stay duration limits
from a personal tax domiciliation perspective.
• With a well-established, highly regulated finance system,
there are a host of financing options and structuring
instruments available, again, providing greater access
and added confidence to any prospective investor.
With London recently being voted as the World’s leading
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Such deeply rooted fundamentals essentially provide for
quite the anchor to the current short-term shaky market
conditions, and should certainly factor into any interested
party’s evaluation of risk and potential return. The importance
of these fundamentals resonate more profoundly when
considering some of the core drivers for purchase of
London property by international investors, as highlighted
by Tony Galetti: Secure wealth diversification, a currency
hedge, and for some investors, an asset hedge.
With primary financial concerns addressed, it’s worth then
considering some of the other regularly cited motivations
to purchase London property by those looking to relocate
or who are interested in a second home:
• UK schooling has long been regarded as one of the
Crown Jewels of global education systems. The envy
of many of its neighbours and further afield jurisdictions,
the UK sees considerable international influx, particularly
for higher-education.
• London, widely appreciated as the most cosmopolitan
city in Europe, entices a rich array of international cultures.
Considering the city’s own, rich, cultural heritage, it seems to have
considerable extrinsic value to add to the pure fundamentals.

How does the UK compare to other
property hotspots?
Many international property investment destinations have come
in and out of fashion over the last few decades, with investors
focussing their attention on different jurisdictions depending on
their home nationality as well as what they hope to achieve out
of any prospective purchase. Knight Frank’s research shows
that in Europe, Spain and Portugal are attractive and seemingly
good value to those purchasing for permanent residence and
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citizenship purposes. Berlin is also experiencing significant
inward investment due to its development potential, growing
house prices and zero Capital Gains tax after 10 years. Looking
further afield, the UAE is proving popular for Indian, Pakistani,
Saudi and British investors, Australia’s East coast is proving
popular (despite various state-by-state restrictions on the type
of property that can be bought by international audiences as
well as tax levies being imposed on such purchases) with
many Asian buyers who wish to have their children educated
to an international standard in English speaking schools, and
even Miami’s cultural, business and infrastructure renaissance
is receiving growing international attention. When it comes to
capital preservation whilst still providing for a fair, long-term return
however, the UK and London stand tall as being a sturdy option.
With such a diverse range of potentially ripe jurisdictions for
international investment, a good place to start for investors is to
decide exactly what it is that they hope to achieve, rather than
first getting bogged down in the detail of the logistics involved
with purchases into each location.

Conclusion – A more open London market
than might have been expected despite
Brexit concerns
Many individuals may have assumed that investment in
London Real Estate was too lavish an expense given the
legacy perception that international investment into this market
was solely about multi-million pound purchases into Chelsea
and Kensington. Even with the current market uncertainty
around Brexit however, there does appear to be considerable
opportunity to take advantage of the growing popularity and
increasing affluence of the postcodes in the path of the now
expanding Prime Central London, property that comes at
much less of a price tag and with less of an associated cost
of transaction, but has the potential to blossom to rival those
of its inflated neighbours. When appreciated in the context of
the relative stability that the UK’s legal system has to offer and
London’s benefits versus those of other investment hotspots,
to some, foggy old London may not seem quite so foggy after all.
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financial centre, according to the Z/Yen Global Financial
Centres Index (GFCI), this could be considered to be a
subtle nod towards the UK’s and London’s economic
future, a position strengthened by Jersey’s long-standing,
tax-neutral partnership with the city.

