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By FORREST  CARDAMENIS

Prime real estate prices continue to fall in London, with -1.5 percent growth in July, according to Knight Frank.

The number of prospective buyers contracted even more, down 6.2 percent over the same period, as the market
continues to adjust to a four year run of rapid growth ending in 2013. Effects of increased stamp duty and the Brexit
referendum are best seen in relation to this recent past rather than as independent agents.

"The current lettings market in prime central London is encouragingly stable," said Tim Hyatt, head of lettings at
Knight Frank. "We saw a spike in new instructions in the aftermath of the referendum vote, although the number of
new applicants registering is slightly down, creating an imbalance of supply and demand."

"From a transaction perspective, the level of new deals has remained strong," he said. "In particular, the number of
corporate enquiries was encouragingly positive as it was dramatically up on last year, highlighting that confidence
in London as a capital city of choice remains strong."

Stamped and sealed
While the decision to leave the European Union has led to short-term uncertainty and shaken up the real estate
market, Knight Frank suggests that stamp duty has actually had a larger impact. Beginning in April 2016, second-
home buyers have needed to pay a 3 percent surcharge on all purchases.

A 3 percent surcharge on a home already costing millions is substantial, but sellers were not always willing to
discount asking prices as a result. Although the real price increased for buyers and led to, on average, asking for a
10 percent discount, sellers did not see why the cost should be transferred to them.
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Notting Hill, London home via Knight Frank

Accordingly, the Brexit panic has actually led to a market correction. Uncertainty about the U.K. has led to that
overdue reduction in asking prices.

Had the "remain" vote won, however, London may have seen a repeat of the aftermath of the 2015 general election a
mismatch in expectations and reality.

This price correction unfortunately occurs during the summer, when the local real estate market tends to slow. As a
result, it remains to be seen whether price leveling will lead to higher sales volume or a more competitive
marketplace.

One Hyde Park, London view

Both Belgravia and Knightsbridge are already seeing benefits, the former due to an effective 10 percent discount that
dollar-pegged buyers have and the latter because rampant discounting has been tempered as properties are initially
priced appropriately.

Prime rents have experienced a similar phenomenon, with overall rental values down 3.6 percent in the year to July.
The referendum may have stilted registrations, but the number of companies that have abandoned pre-referendum
plans to move to London has thus far been insignificant.
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Upper Phillimore Gardens, Kensington, London

The longer-term economic impact of the triggering of Article 50, which would begin the U.K.'s withdrawal from the
European Union, remains to be seen, as does the subsequent impact on the real estate market. However, debate still
continues as to whether the government can trigger the article without parliamentary approval.

Market correction
While Brexit has led to a short-term market correction in high-end real estate, the forecast for other sectors still looks
dark.

At first glance automaker stocks appear to have recovered following an initial plunge accompanying the Brexit
referendum.

Tata Motors and BMW, the owners of Jaguar Land Rover and Rolls -Royce, respectively, both lost 11-12 percent of
their stock value in the days following Brexit, but each has eclipsed its shareholder price from June 23, the day of the
referendum. Despite stock market recovery, the trade impact of Brexit will send shockwaves through the automotive
world, particularly for British brands, and possibly renew emphasis on Asian markets (see story).

Prime Central London real estate prices are falling, but buyers are still looking to the country, according to a report
from The Buying Solution, Knight Frank's independent buying consultancy.

"The Buying Solution Insight Report" shows growth had declined from 8.1 percent to -0.6 percent in the two years to
June 2016, with sellers reducing prices by 10 percent or more to counter transaction costs, including recent stamp
duty implementations. Nevertheless, value-minded consumers are diverging from the city center to find larger
homes for lower prices (see story).

"Due to the imbalance of supply and demand, landlords need to be realistic when it comes to pricing in an
increasingly competitive market," Mr. Hyatt said. "This includes considering price reductions, however significant,
in order to reflect value in the current climate."
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