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SUMMARY
Land value growth spreading to lower value markets

■ Central London residential 
development land values fell  
slightly, by 1.5%, in the six months 
to March 2016 leaving values 30% 
above their 2007/08 peak, whilst 
land buying activity is increasing in 
the outer boroughs.

■ Land value for office development 
in central London has been catching 
up with that of residential but growth 
slowed to a 0.6% increase in the half 
year to March 2016 due in part to 
the recent Stamp Duty changes for 
commercial land and property.

■ Urban and greenfield 
development land values 
increased at similar rates in the 
first three months of 2016. Urban 
development land values grew  
by 1.0% in Q1 2016 and greenfield 
values rose by 1.0%, delivering 
annual growth of 7.5% and 2.6% 
respectively.

■ We forecast average greenfield 
land values in the UK to increase 
slightly faster than house prices  
over the next five years if recent 
trends prevail.

“Despite many areas  
of the country seeing  
relatively stable land values, 
they have increased in 
the South East and other 
competitive markets”  
Jim Ward, Savills Research



savills.co.uk/research  02  

Market in Minutes | UK Residential Development Land May 2016

LonDon

London Residential
Residential development land in 
central London has seen small falls 
in value in the last six months (-1.5% 
between September 2015 and March 
2016) following substantial growth 
(72%) between September 2011 and 
September 2014 and a subsequent 
period of stability. However, there 
has been a considerable amount of 
variation across London.  

Demand and values for development 
land have increased in outer London 
as developers look for opportunities 
in markets where there is most 
unmet demand and stronger house 
price growth. This is reflected in the 
40% increase in the number of sites 
sold by Savills in London outside 
of zone 2 in 2015 compared to the 
previous year. 

Furthermore, the proportion of sites 
recorded as sold on Molior in outer 
London boroughs has increased 
steadily from 32% in 2012 to 37% in 
2013, 40% in 2014 and 43% in 2015.  

Falls in house prices in high value 
areas and softening of sales rates in 
central London have put pressure 
on land values. Over the 18 months, 
since the change to Stamp Duty on 
residential property sales, house prices 
in prime central London (PCL) have 
fallen (-6.7% since their peak in 2014 
according to our house price indices). 
We are now starting to see the effect 
of this on land values, with locations in 
more central areas of London seeing 
more downward pressure on values.

London office  
vs Residential
Office values have been catching up 
with residential values with regard to 
both built stock and land value. In 
2015 prime offices in the core of the 
West End and homes worth more than 
£10 million had an average value of 
c.£3,000 per square foot. However,  
in 2013 offices in the area were half the 
value (46%) of the homes according  
to Savills indices. Land values for office 
development in central London have 
increased by 17.1% over the last two 
years whereas residential land values 
only increased by 2.5% according  
to our indices.

“Demand and values  
for development have 
increased in outer London”  
Savills Research

Source: Savills Research

FIGURE 1

Growth in central London land 
values – the gap between office and 
residential land value is closing 

This notable growth in office values 
reflects the strong rental growth in 
core central London and in office 
locations with planned infrastructure 
improvements such as future Crossrail 
stations as well as yield compression 
up to the end of 2015.

However, the increase in values of 
office development land have slowed 
to 0.6% in March to September 2015 
from 6.4% in the previous six months.  
Despite the strength in the office 
market, the new Stamp Duty Land 
Tax banding system for commercial 
property (including development 
land) introduced on 17th March 2016 
(effectively an additional 1% SDLT on 
large transactions) reduced the value 
of office stock worth over £1.05 million 
and has limited land value growth.  ■
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London over the last two years
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DeveLopMenT 
LAnD in THe UK 

Greenfield and urban 
land values
Greenfield development land values 
across the UK have increased in line 
with those for urban land this quarter 
but annual growth remains much 
stronger for urban development land 
which has risen from a lower base.  
Urban land values increased by 1.0% 
in Q1 2016 (1.5% in Q4 2015) taking 
annual growth to 6.6%. Greenfield 
land values also increased by  
1.0% in Q1 2016 (0.7% in Q4 2015) 
bringing annual growth to just 2.5%.  

For many areas of the country supply 
and demand remain in balance, with 
the number and strength of bids 
for development sites resulting in 
relatively stable land values. Much 
of this growth is accounted for 
by the strength of the South East 
market which saw a 2.4% increase 
in greenfield land value in the last 
quarter. There were similar increases 
in other competitive markets outside 
the South East. Falls in land value 
were seen in Aberdeen, where there 
is continued uncertainty and slower 
sales of new homes due to lower oil 
prices, and in areas of relatively high 
land supply such as Telford.

Additional homes  
SDLT impact
On 1st April the 3% additional stamp 
duty payable on the purchase of 
“additional homes” came into effect, 
on top of the future restrictions on 
tax relief on mortgage interest for 
buy-to-let investors and proposed 
affordability restrictions on new 
buy-to-let lending.  As a result many 
buyers have rushed to complete the 
purchase of properties before the 
deadline, leading to an upward spike 
in transactions in March according  
to HMRC. 

In the lead up to the deadline, investors 
preferred to acquire existing stock 
rather than off-plan purchase of new 
stock which would not complete 
before the deadline. The HBF survey 
data shows fewer reservations were 
made by buy-to-let investors on new 
build homes in January and February 
this year whilst the number of first time 
buyers and existing owner-occupiers 
increased over the same period. 

Since 1st April the initial sales 
evidence is mixed – while in some 
markets there has been a notable 
decline in investors purchasing new 
build homes, in others their appetite 
remains. We will have to wait longer 
to discover the full impact of the 
various changes, in the knowledge 
that the Bank of England expects its 
proposed affordability measures to 
limit the growth in buy-to-let lending 
over the next two years.

Slowing in the expansion 
of housebuilding?
The number of homes being built 
has grown strongly since 2012 but 
the rate of expansion is showing 
signs of slowing.  21% more homes 
were completed in 2015 than in 2014 
in England and 6% more homes 
were started over the same period 
according to DCLG. However, the 
number of starts has been relatively 
stable over the last 18 months and 

the number of new homes registered 
with NHBC between January and 
March 2016 was 9% lower than 
the same period last year. This 
slowing in expansion is due to many 
factors, including market capacity, 
organisational capacity amongst the 
larger housebuilders that have driven 
growth so far, the size of the skilled 
work force required to continue the 
expansion of construction, the time it 
takes to get from a headline planning 
consent to an implementable 
consent and the scarcity of SME 
housebuilders and new entrants.

However, there is still appetite for 
increased output demonstrated by 
the ‘statement of intent’ published 
by the HBF on behalf of the major 
housebuilders. Housing associations 
are also aiming to increase delivery, 
for example L&Q, The Hyde Group 
and East Thames, who recently 
announced their plan to merge,  

FIGURE 2

Savills residential development land index

Source: Savills Research NB The indices measure ‘blended residential development land value’, including the provision of affordable housing

FIGURE 3

Annual homes completed and consented

Source: DCLG, HBF and Glenigan
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oUTLooK
LonDon: The upcoming EU referendum and the adaptation 
to having a new Mayor will add some uncertainty over the next 
six months, but with the number of new homes completed in 
London continuing to fall significantly behind targets, the need 
for more homes in the city remains. We estimate that there is 
an annual shortfall of housing of 27,500 with greatest need for 
homes priced below £450psf (see Savills Spotlight on London 
Mixed-Use Development). Building in the outer boroughs is  
more likely to service demand in the price bands with the 
greatest shortfall.

UK WiDe: Over the next five years we expect the average value of 
greenfield development land in the UK to increase at rates just above 
that of house prices. This assumes that the same market conditions 
prevail and greenfield land values retain the same relationship with 
house prices as they have done over the last five years.  

On a regional basis, using this same assumption, we expect 
greenfield development land values in the South East to outperform 
house prices more significantly in the next five years. Greenfield 
land values increased by 39% in the last five years compared to 
29% for house prices. Applying this relationship to our forecast for 
house prices to increase by 22% over the next five years would 
suggest that greenfield land values in the South East will increase 
by 30% over the same period. This, in general, is a high demand 
market with higher house prices and more constrained supply 
than other parts of the country. 

By contrast, we expect other markets to see land values increase 
more slowly than house prices over the next five years. However, 
the more competitive markets where there has been stronger land 
value growth than house price growth (such as Edinburgh, Solihull 
and York) are likely to buck their regional trends.

21%
more homes were 

completed in 2015 vs 
2014 in England

Average value of UK 
greenfield development 
land to increase above  

that of house prices

are targeting delivery of 100,000 
homes over the next decade. 
Ministers are determined to find 
ways of bringing SME developers 
and new players into the market via 
surplus public sector land disposal, 
direct commissioning, custom build 
and other measures, in order to hit 
the target of 1 million additional 
homes during this Parliament. 

Further increases in the flow of 
implementable planning consents  
in the right places will be required  
for this to work.

Starter Homes
As discussed in the last issue  
there is still much uncertainty over 
the detail of the forthcoming Starter 
Homes policy, despite this we have 

looked at their potential effect  
on land value. 

Our analysis, detailed in Policy 
response: Starter Homes, suggests 
that where there has been delivery 
of more than 10-15% traditional 
affordable housing, delivery of 
20% Starter Homes will return 
approximately the same blended 
land value, but with no capacity 
for additional affordable housing 
(affordable rent and shared ownership).  

In areas where there is relatively 
high delivery of traditional affordable 
housing (over 30%) however, 
Starter Homes would be deliverable 
alongside other affordable housing 
with a relatively small impact on  
land values.  ■


