
PRIVATE RENTED
SECTOR UPDATE

The growth of the private rented sector in 
the UK has been well documented, and 
there is evidence from the most recent 
English Housing Survey that activity in this 
market is increasingly clustering in cities 
around the country. As part of the tapestry 
of information around the burgeoning 
investment sector in PRS, Knight Frank  
has monitored a range of data, not least  
the views of private tenants in our Tenant 
Survey, one of the largest such surveys  
ever conducted. 

As the institutional investment market 
matures, there has been a desire for more 
detailed yield data. As such we have 
developed our PRS index, which reflected 
average yields, into a PRS Yield Guide, 
giving a fuller reflection of the best-in-
class deals currently being done in the 
market. The Guide, which is produced by 
our consultancy agency & valuation teams 
can be seen in full on page 2. 

The Yield Guide shows a slight tightening  
in yields for prime PRS deals in Q2 across 
the Greater London market, as well as in 
many of the other key cities except Bristol 
and Glasgow. 

Meanwhile, the growth in the size of the 
UK rental sector looks likely to continue. 
Demand for rental property is being 
underpinned by affordability constraints 
in many parts of the sales market as well 
as increased hurdles in the mortgage 
market. There is also an increasing desire 
for property with flexible tenure, especially 
among young professionals, who want to 
live close to where they work. 

Tenants are also living in the PRS for longer 
– with the English Housing Survey showing 
that the proportion of those living in rented 
accommodation reporting that they have 
lived in their current home for between 2 
and 4 years rising to 24%, up from 20% 
ten years ago. 

Rents are rising across the country, 
reflecting an increase in wages as well as 
inflation. They rose by 2.5% in the year 
to the end of June but there are still wide 
regional variations in rental growth as 
shown in the map in figure 2, just as there 
is a divergence in entry costs into these 
markets, reflected in the average housing 
values map in figure 1. 

Source: ONS

FIGURE 2 

Annual growth in rents 
Year to end June 2015

Source: Macrobond

FIGURE 1 

Average cost of housing 
July 2015

There has been increasing activity in the 
regional markets over the last 12 months, 
with institutional investors attracted by 
the yields achievable and the strong 
occupier demand in regional centres. 
Of particular interest to institutions have 
been private rented sector schemes 
in ‘top tier’ regional centres, such as 
Birmingham & Manchester, with a large 
amount of interest focussed on lot sizes 
ranging between £20-100 million. 

The increasing entry of institutional 
investors into the market is a significant 
positive factor for the PRS, which 
should lead to an increase in the supply 
of good quality, well managed rental 
accommodation. The design of the units 
within these schemes is aimed at the 
private rented sector, with appropriate 
layouts, specification and provision of 
services being key to the success of 
these schemes. The regional investment 
from institutions and the quality of 
product proposed is exemplified by 
LaSalle Investment Management’s recent 
investment in Aberdeen, detailed below:

Forbes Place, Aberdeen
LaSalle IM recently invested 
approximately £60 million in a forward 
funding agreement at Forbes Place, 
Aberdeen. The proposed scheme 
comprises the development of 292 
apartments and townhouses at  
Dandara’s historic Stoneywood estate. 
The high-quality development is aimed 
principally at workers in the energy 
sector and is located close to Aberdeen 
International airport. 

The properties at Forbes Place will 
feature underground parking, balconies 
for each unit, video entry, lifts, WIFI and 
secure delivery facilities for tenant’s 
parcels and refrigerated storage for 
groceries. LaSalle IM is understood to be 
targeting schemes of 80+ units in regional 
towns and cities across the UK.

REGIONAL FOCUS THE RISE AND RISE OF  
URBAN RENTERS
New data shows the proportion of those in the private rented sector 
living in urban areas has risen from 80% to 86% over the last decade, 
mostly accounted for by regional cities outside London. 
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Sector Q1 2014 Q2 2014 Q3 2014 Q4 2014 Q1 2015 Q2 2015 Market 
Sentiment

London

Prime Central London (Mayfair, Knightsbridge, Kensington etc.)* 3.00% 2.75% 2.50% 2.50% 2.50% 2.50% STABLE

Zone 1 Prime (Outside PCL) 4.25% 4.00% 4.00% 3.75% 3.75% 3.50% STABLE

Zone 2-3 Prime 5.25% 5.00% 4.75% 4.75% 4.50% 4.50% POSITIVE

Greater London Prime 5.75% 5.75% 5.50% 5.50% 5.50% 5.25% POSITIVE

Major Regional Cities – Prime

Birmingham 7.50% 7.25% 7.00% 6.75% 6.50% 6.25% POSITIVE

Bristol 6.50% 6.25% 6.00% 6.00% 5.75% 5.75% POSITIVE

Edinburgh 7.25% 6.75% 6.75% 6.75% 6.50% 6.25% STABLE

Glasgow 8.00% 7.50% 7.50% 7.25% 6.75-7.25% 6.75-7.25% STABLE

Leeds 8.00% 7.50% 7.50% 7.25% 7.25% 7.00% POSITIVE

Manchester 7.50% 7.25% 7.00% 6.75% 6.50% 6.25% POSITIVE

Ground Rents

10 Year RPI Uplifts 3.25% 3.25% 3.00% 3.00% 2.75% 2.75% POSITIVE

25 Year Doubling Reviews 3.75% 3.75% 3.50% 3.50% 3.25% 3.25% POSITIVE

Bonds & Rates

Libor 3 mth (2 June 2015) 0.53% 0.56% 0.56% 0.56% 0.56% 0.57%

Base rate (2 June 2015) 0.50% 0.50% 0.50% 0.50% 0.50% 0.50%

5 year swap rates (2 June 2015) 2.07% 1.27% 1.23% 1.57% 1.30% 1.55%

10 yr gilts redemption yield (2 June 2015) 2.73% 1.61% 1.50% 1.92% 1.60% 2.01%

The yields referenced above are gross yields and no allowance has been made for operating costs within this yield guide.  
Based on rack rented properties and disregards bond type transactions.  
This yield guide is for indicative purposes only and was prepared on 1 July 2015.
*Our PCL yield is based on a tenanted blocks, having a minimum of 5 units, situated within our Knight Frank’s definition of Prime Central London.

FIGURE 3  

Prime residential yield guide Q2 2015

Source: Knight Frank Residential Research
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Prime Central London 
Rental Index Dec 2014
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Rental values in prime central London were 
flat for the second consecutive month in 
December as a seasonal year-end slowdown 
and the impact of global economic uncertainty 
dampened demand.

Though monthly growth slowed to zero by the 
end of the year, the annual increase in rental 
values was 3.3%, which was the highest rate in 
three years.

Annual growth has been climbing steadily 
since July as the UK economy improves and 
some buyers switch to the rental market while 
political uncertainty surrounds the outcome of 
the general election and the prospect of further 
property taxes remains.

However, while the UK’s economic indicators 
have improved, caution surrounded the world 
economy in the last quarter of the year, including 
falling oil prices and the economic outlook in 
China and the euro zone.

The result is that companies or individuals are 
more likely to postpone decision-making while 
they wait for clarity.

As figure 2 shows, global economic 
unpredictability rose in December. The VIX 

index measures volatility on the US stock 
market and the spike in December is linked 
to the recent drop in oil prices, which has 
unnerved investors due to its pace and impact 
on oil-exporting countries like Russia.

It followed a spike in October linked to events 
in Syria and Hong Kong as well as the Ebola 
outbreak and concerns the Federal Reserve 
was going to raise interest rates sooner than 
expected.

Despite this uncertain global economic and 
political backdrop, prime central London 
residential property remained a sound 
investment in 2014, as figure 2 shows.

Total returns, which include rental income and 
capital value growth, outperformed a series of 
other asset classes in the year to November, 
proving its resilience as an investment.

For example, while commodity prices have 
fallen markedly, partly due to concerns over the 
Chinese economy, demand among Chinese 
tenants and buyers for prime central London 
property has increased, buoyed by its safe 
haven appeal. This is underlined by the fact the 
number of Chinese tenants increased by almost 
fourfold in 2014 compared to 2013.

DECEMBER 2014
Rental value growth was flat for the 
second consecutive month in December

Annual growth hit a three-year high of 
3.3% as the UK recovery continued

Some buyers have opted to rent due 
to the possibility of further property 
taxation after the general election

Prime central London property 
outperformed other asset classes in 
2014 despite global economic volatility

The number of Chinese tenants rose 
fourfold between 2013 and 2014 in spite 
of China’s economic slowdown

TOM BILL 
Head of London Residential Research 

“While commodity prices have 
fallen markedly, partly due to 
concerns over the Chinese 
economy, demand among 
Chinese tenants and buyers 
for prime central London 
property has increased” 
Follow Tom at @TomBill_KF
 
For the latest news, views and analysis 
on the world of prime property, visit 
Global Briefing or @kfglobalbrief

RENTAL GROWTH HITS A THREE-
YEAR HIGH AS ECONOMIC 
UNCERTAINTY RISES
The recovery in the prime central London rental market continued in 
December despite the impact of wider economic uncertainty in the final 
quarter of the year, says Tom Bill
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PRIME CENTRAL
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FIGURE 1 
Prime central London rental value growth 
in December 2014

FIGURE 2 
Prime central London property 
outperforms other asset classes in a 
volatile year (12 months to November 2014)

Source: Knight Frank Residential Research Source: Knight Frank Residential Research
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FIGURE 1 

12-month and 3-month rate of change 
Home Counties average residential rents

FIGURE 2 

Tenancies agreed across the  
Home Counties  
Completed tenancies in Q4 2014, by price band 
(per week)

Source: Knight Frank Residential Research Source: Knight Frank Residential Research

Prime rents in the Home Counties fell by 
0.5% in the final three months of 2014  
as a seasonal year-end slowdown and a 
desire from landlords to keep void periods 
to a minimum put downwards pressure  
on values.

In spite of the quarterly decline, the annual 
increase in rental values was 1.9%, the 
highest rate of annual growth in nearly two 
years, although this was not quite enough 
to reverse the 3.6% decline seen in 2013. 
Annual growth climbed in the second half 
of the year as the UK economy improved.

There are indications that such favourable 
economic conditions will continue in 2015 
with a recent Deloitte survey of UK chief 
financial officers finding that almost all  
are optimistic about the prospects for  
the UK economy in 2015, a fact which 
could have a positive impact on corporate 
lettings activity across the Home Counties 
this year.

In 2014, over 40% of Knight Frank tenants 
in the Home Counties were from overseas, 
led by North Americans who accounted 
for 14% of all tenancies agreed and 

Europeans who accounted for 11% of all 
tenancies agreed over the period.

The number of new potential tenants, both 
corporate and private, registering with 
Knight Frank lettings agents slowed on a 
quarterly basis in the run up to Christmas. 
However, on an annual basis new  
applicant numbers were 3% higher 
year-on-year in the fourth quarter and the 
number of viewings was 1% higher over 
the same time.

This contributed to a 39% year-on-year 
increase in the number of tenancies  
agreed over the three month period, 
indicating that demand for rental properties 
has remained high.

Flats and small houses up to £8,000 
per month were in particular demand, 
accounting for over 80% of all tenancies 
agreed across the Home Counties in the 
fourth quarter at Knight Frank.

Looking at supply, the number of new 
instructions, which tends to be a good 
indicator of future stock coming to the 
market, was 41% higher in the fourth 
quarter year-on-year.

Results for Q4 2014
Prime rents in the Home Counties 
fell by 0.5% in Q4 2014

On an annual basis, prime rents 
increased by 1.9% in 2014

The number of tenancies agreed 
across the Home Counties in Q4 
2014 was 39% higher year-on-year

Nearly 60% of tenants in 2014 
were from the UK

OLIVER KNIGHT 
Residential Research

“ Annual rental growth 
crept into positive territory 
during the second half of 
the year on the back of an 
improving UK economy and 
there are indications that 
such favourable economic 
conditions will continue.”

Follow Oliver at @oliverknightkf

For the latest news, views and analysis 
on the world of prime property, visit 
Global Briefing or @kfglobalbrief

RENTS TURN CORNER IN 2014
Despite a slight decline during the fourth quarter, annual growth for 
prime rents in the Home Counties rose to its highest level in nearly two 
years in 2014. Oliver Knight examines the latest figures.
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Tenant Survey 2014

WHERE ARE THE IDEAL 
RENTAL PROPERTIES? 

UK TENANT 
SURVEY 2014  
PRIVATE RENTED SECTOR RESEARCH
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AFFORDABILITY VS LOCATION WHAT TENANTS WANT 

London Development 
Report 2014
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