UK STUDENT
HOUSING UPDATE
SEARCH FOR QUALITY UNDERPINS
APPLICATION NUMBERS
Demand for UK Higher Education remains strong despite uncertainty
over EU funding and the inclusion of international students in
government migration targets.

JAMES PULLAN

Head of Student Property

“Demand for Higher
Education in the
UK remains strong.
Universities that are
perceived to offer
the highest quality
courses in locations
offering the best overall
student experience will
increasingly attract higher
levels of students.”

Key facts
Total applicant numbers for UK
higher education courses for the
2018/19 cycle fell by 0.9% year-onyear, according to UCAS data
However, a record 36% of A-level
students across the UK applied for
courses in 2018

Student property investment totalled
£4bn in 2017, up 25% on the previous
year. This strong performance looks set
to continue in 2018, despite the current
uncertainty surrounding Brexit. The
enduring strength and quality of the
UK’s Higher Education sector remains
the key driver.
January deadline data from UCAS
reinforces this view. Despite a slight drop
in total applicant numbers, down 0.9%
compared with 2017/18, which reflects
the smaller cohort of those turning 18
over the last year, a record 36% of A-level
students across the UK applied for higher
education courses in 2018.

with Europe contributed to a decline in
applications from within the EU, although
the numbers coming to UK universities
remained high due to above-average
acceptance rates.
In the 2018/19 cycle, applications from
within the EU were 3.4% higher yearon-year, with an 11.1% increase in
applications from non-EU applicants.
Overall, applications from outside of the
UK increased by 7.6%, highlighting the
enduring popularity of the UK as a place
to study and live.

Applications from international students
also increased, bucking the downward
trend seen in 2017 when uncertainty
surrounding the UK’s future relationship

The number of students accepting places
at UK institutions has increased over
the long-term. In 2017/18, over 200,000
18-year olds and 70,000 students from
outside the UK accepted places, the
highest on record.
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University applicants by domicile

Applications by university tariff band

Indexed 100 = 2009/10, full year (data for 2018
at January deadline)
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Full-time undergraduate numbers in
single vs multi-university locations
Indexed, lower tariff universities
(excluding London)

A Government review, currently taking
place, of tuition fees and university
funding may result in further changes.

Lower tariff multi-university locations
Lower tariff single-university locations
150

Official population forecasts suggest that
the total number of 18-year olds in the UK
will fall over the two years to 2020. As a
result, we expect domestic undergraduate
numbers will remain relatively flat over
this time. Also, any potential drop in EU
students is likely to be offset by growth in
overseas students from outside of the EU.
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Increasing acceptance rates have
been supported by a lifting of the cap
on student places at publicly-funded
institutions in England since 2015. This
change of policy has provided institutions
with greater flexibility in managing
acceptances and is a mark of the support
for widening participation in the sector
from the UK government.

Source: HESA

We believe that
many of the
largest investment
opportunities will
be in partnership
with universities to
redevelop older stock.
JAMES PULLAN, HEAD OF STUDENT PROPERTY

In contrast, the number of first-year
students undertaking postgraduate
courses in 2016/17 was up 9.5% on
2015/16 levels and was at its highest
point in ten years. This coincides with the
introduction of postgraduate loans for
those students from England studying a
master’s course. Overall, UK-domiciled
postgraduates from the UK are up by
8.3% on 2015/16 levels.
In the longer term, the number of
18-year olds in the UK is projected to
increase by 103,000 between 2021
and 2025, at an average of 2.8% per
year. This is expected to underpin
future demand. If the current rate of
UK applications and acceptances is

maintained, by the 2025/26 academic
year there will be an additional 19,000
UK first-year undergraduates.
Future demand from EU students is
contingent on key policy decisions on
fees, financial support and immigration
rules and therefore may change
significantly. Furthermore, despite
unprecedented levels of uncertainty within
the sector there is a continuing need for
universities to invest in campuses and
to create what is perceived as value for
money for new students.
The changes in demand for Higher
Education will not be felt uniformly
across UK institutions. The latest data
on applications by tariff band showed an
increasing split in demand for courses
between higher tariff band universities
and lower tariff band, in recent years this
has been particularly pronounced when
we look at full-time student numbers in
Russell Group universities, which fall into
the higher tariff, compared with lower
tariff providers granted university status
after 1992, as shown in figure 4. Using
average entry requirements for courses,
we have modeled UCAS rankings for
Higher Education providers placing them
into three distinct tariffs (low, medium
and high).
As a result, there is likely to be a greater
focus on the outcomes of attending
university for students especially given
affordability pressures. In the longer term,
the capacity within the ‘bank of mum and
dad’ is likely to diminish significantly due
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to lower housing related wealth within the
younger ‘baby boomers’.
The quality of the education itself plays
a significant role in attracting new
students, but this is just one part of
the experience.
Research conducted by Knight Frank
highlights this. A ‘flight to quality’ in
recent years has resulted in a fall in
full-time student numbers at lower tariff
universities, while generally the opposite
has been true for higher tariff institutions.
However, the picture is slightly more
nuanced. As figure 3 shows, lower tariff
universities located within multi-university
cities have bucked this trend, which
suggests that bigger, more populous,
student locations are able to maintain
their appeal.
Outside of the lecture theatres and
learning spaces, the other major pull
factor determining student experience
is lifestyle, within which accommodation
is a key component.
The 2012 increase in tuition fees
seems, almost counterintuitively, to
have increased students’ (and their
parents’) willingness to pay for quality
accommodation, which now makes up
a smaller percentage of the overall cost

40% of housing choices, and has
remained broadly unchanged over the
same period.

of study. The number of undergraduates
studying away from their home region has
increased by more than 30% over the
last ten years. This trend demonstrates a
sustained shift, with even more students
choosing to live in Purpose Built Student
Accommodation (PBSA).

In the future, we believe that many of the
largest investment opportunities will be in
partnership with universities to redevelop
older and less fit for purpose stock. Recent
examples of public-private partnerships
include the University Partnerships
Programme’s investment in the University
of Hull’s West Campus and the Bay
Campus at Swansea University.

At a UK level, commercial PBSA
represents approximately 30% of fulltime first-year undergraduate housing
choices, up from 22% five years ago.
University provision represents a further
FIGURE 5

International applications by university tariff band Total number, undergraduates
Lower tariff

Medium tariff

All

Higher tariff

500,000
450,000
400,000
350,000
300,000
250,000
200,000
150,000
100,000
50,000
0
2009/10

2010/11

2011/12

2012/13

2013/14

2014/15

2015/16

2016/17

2017/18

2018/19

Source: Knight Frank Research / UCAS

POLICY REVIEW IS KEY

MADDALAINE
ANSELL

Chief Executive of
University Alliance

In February the government announced
its long-awaited review of post-18
education and funding, due to report
in 2019 with interim findings expected
towards the end of this year.
Tasked with looking at value for
money, skills, choice and ensuring the
system is accessible to all, the review’s
panel has got its work cut out.
Alongside the fees regime, the cost
of living faced by many students
while studying has risen up the
agenda, particularly since the abolition

of maintenance grants and their
replacement with loans in 2015.

intensively over two years rather than
the traditional three.

This is likely to be a key area of focus:
the Department for Education’s terms
of reference refer explicitly to looking
again at “how disadvantaged students
and learners receive maintenance
support, both from government and
from universities and colleges”.

Universities are delivering the
government’s Industrial Strategy by
supporting key sectors, working closely
with employers to equip graduates with
the skills they need to succeed and
thrive in the fourth industrial revolution.

The Government has been clear that
there will be no new money — so there
are likely to be losers as well as winners
at the end of the process.
The review comes at a time when
many institutions are designing and
delivering innovative courses, such as
degree apprenticeships and offering
greater flexibility, such as accelerated
programmes where students study more

More broadly, since the lifting of the
student number cap, universities have
prioritised investment in improving
teaching, facilities and the wider student
experience to attract students in the face
of a more competitive market.
In the context of Brexit and the
technological revolution, universities
are crucial to student — and UK —
success. The review must not clip
their wings.
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Knight Frank’s latest research signals a
UK higher education market that is set
for a continued strong performance in
2018, a view shared by UPP.
We see a marketplace for students
that has become increasingly global,
with UK universities finding themselves
competing with international rivals to
attract domestic and overseas students.
The good news for student
accommodation investors, developers
and operators is that UK universities
recognise the need to provide highquality accommodation and facilities, to
give themselves competitive advantage
in the market.
We predict there will be continued
growing demand from both current and
future students for high-quality, modern
and affordable accommodation. It is

vital to the continued success of the
UK higher education sector that
universities meet the expectations of
students, by ensuring the very best
experiences are available to all.
Since 2006, the average occupancy rate
in rooms we manage stands at 99.5%,
rising to 99.9% for the year ended
31 August 2017 and 100% for this
current financial year – clear evidence
of the student demand for high-quality,
on-campus accommodation.
At UPP we maintain a single sector
focus and our model involves being
at the heart of campus, aligning the
long-term business plan of universities
with the opportunities afforded by
historically cost-effective capital market
funding and establishing long-term
partnerships – evidence of our belief in
the sector and its ability to flourish in a
global competition for students.
Given the number of international
institutional lenders that we work
with, and the continuing appetite we
experience from the wider capital
markets, it is clear that funders share
this view.
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Important Notice

RECENT MARKET-LEADING RESEARCH PUBLICATIONS
UK STUDENT HOUSING
INVESTMENT UPDATE

UK STUDENT HOUSING
RENTAL UPDATE

INTERNATIONAL EQUITY TO
DOMINATE 2017 INVESTMENT

A total of £3.1 billion was
invested in the UK student
accommodation market in 2016
Portfolio acquisitions accounted
for around 60% of the total
investment
Funds invested around £1.4bn
into the sector over the course
of the year
A key challenge for investors in
2017 will be stock availability

New investors are continuing to enter the
sector and much of the activity last year
has been a result of the continued trend for
portfolio acquisitions. The data shows that,
of the deals concluded in 2016, portfolios
represented around 60% of the total.
The biggest single transaction was by
Singaporean real estate fund Mapletree
which made its first foray into the sector
following its acquisition of the Ardent
Portfolio for £417m.

“Affordability will be
a key theme for
the next few years.
Construction cost
rises make delivery
of truly affordable
accommodation a
genuine challenge.”

REITs, such as GCP Student Living and
Empiric Student Property, were also
active over the course of the year following
on from a busy 2015, driving just around
£325m of investment, mainly for singleasset deals.
We expect that the market will continue
to be driven by bulk purchases as new
entrants and existing investors look to
consolidate and acquire additional scale.
Forward funding of new developments by
investors is an established feature of the
market. Such deals trade at a discount to
existing investment stock. This allows new
developments to take place, although it is
still only a small share of the market. As
such, we expect a key challenge for 2017
will be the viability of secondary forward
funding locations.
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Total value of investment by
region, 2016

Investment volumes by purchaser
types, 2016

YOR
£72 KSH
.2M

JAMES PULLAN

Head of Student Property

Funds were the most active investors in
the sector over the course of the year
investing around £1.4bn on 20 transactions,
a figure which accounted for 47% of total
investment. Private equity firms accounted
for 24% of the total spend, with institutional
investment marking up a further 12%.

Other key transactions in 2016 included
Brookfield Property Partner’s acquisition
of The Rose Portfolio and Global Student
Accommodation’s purchase of the ThreeSixty
Portfolio (formerly Knightsbridge). Notably
all of the five largest deals were done by
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Whilst total spend last year was lower
than the record of £5.1bn seen in 2015,
it demonstrates that demand for PBSA
remains strong. Investment in 2015 was
augmented by a number of exceptional
deals on large portfolios made by new
entrants to the market.

overseas investors with a combined
£1.49bn of investment.

Key facts
Rents for purpose built student
accommodation have increased by
2.55% on average for the 2017/18
academic year
An imbalance between supply
and demand has been the primary
factor driving rental growth
Cardiff topped the table for annual
rental growth at 5.80%, followed
by Bath at 4.92%
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The index is a comprehensive study of
PBSA rents in the UK, analysing year-onyear growth across 75 cities on a room-byroom basis. We acknowledge that some
operators employ dynamic pricing models
and that rents may be subject to change.
Whilst the macro picture shows steady
rental growth, individual markets are
seeing varying levels of performance,
largely dependent on supply and demand
dynamics within cities.
Generally speaking, cities with large,
growing student populations and modest
delivery pipelines, such as Manchester, are
outperforming the wider market in terms
of rental growth. Cities with a large volume
of existing PBSA stock, as well as healthy
development pipelines, such as Newcastle,
are reporting more modest growth.

We acknowledge that there are a number
of additional factors at play on a local level
when it comes to rental growth, and we
have examined some of these markets
according to their characteristics in more
detail later in this report.
Meanwhile, stronger rental growth for
en-suite and non en-suite rooms with
shared kitchen facilities compared with
self-contained studios in 2017/18 (figure
1), reflects higher levels of demand at
the more affordable end of the market.
We anticipate that this trend towards
affordability, among both occupiers and
developers, will continue.

However, while markets have experienced
different degrees of new supply relative to
demand over the last year, it is worth noting
that the change in rental values across the
sector has been positive in 95% of the cities
covered by the index, and that occupancy
rates in PBSA across the UK remain high.

Despite a strong PBSA development
pipeline in most key university towns and
cities, rental growth has been positive in
2017/18. We anticipate that rental growth
in the sector will continue to be driven by
growing student numbers – the latest data
from HESA for 2015/16 shows the largest
recorded numbers of both domestic and
international students enrolled on courses
at UK higher education institutions.
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UK purpose built student
accommodation rental growth

Development pipeline of purpose
built student accommodation

2017/18, by bedroom type
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Some 23,000 purpose-built student
bedrooms are due to be completed
across the country by the start of the
2018/19 academic year, according to an
analysis of pipeline development data
across more than 60 university towns and
cities in the UK.
In total, these new additions will lift
the total stock of PBSA by 4.3%. A
further 11,000 beds are currently under
construction or in planning to be delivered
in the 2019 and 2020 academic years,
although this total may rise as new
development applications are approved.
Despite the volume of student
accommodation either planned or
underway, this level of potential future
supply is unlikely to address the current
supply/demand imbalance evident in a
number of key cities. Across the UK as a
whole, full-time student numbers outweigh
current PBSA bed spaces by 3:1.

The majority of PBSA student beds are
owned and operated by Universities,
which accounts for 69% of current stock.
However, the data shows that Universities
are becoming increasingly dependent
on the private sector to provide
Computer generated
image for indicative
purposes
only
accommodation
for
their students.
There
are major opportunities for further private
One Barangaroo, Sydney
investment in developing partnerships with
Universities to replace their older stock.

In total, private sector developers will
deliver 74% of the total beds due to be
completed by 2020, and 84% of the beds
due to be built for the 2018/19 cycle.
The type of stock being built is also
changing. The current trend is towards
less expensive accommodation, with 62%
of the units currently under construction
categorised as cluster flats, with shared
kitchens and lounge areas. The remaining
38% are studios, which typically command
higher rents.
Generally speaking, in cities where there
is a larger pipeline of studios relative to
cluster flats, such as in Glasgow and
Southampton, the historical provision of
studio accommodation has been low.
The balance of new stock in 2018/19 is
likely to be less expensive, in real terms,
than in previous years and this may mark
the beginning of a shift in development, as
the market reacts to perceived affordability
pressures in some key cities. However,
high development costs will continue to
place upward pressure on pricing.
We anticipate that the development
trend towards affordability will continue.
However, as ever, well-located assets
in strong markets will prosper and
demonstrate high occupancy and rental
growth at all price points.
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Some 23,000 PBSA bedrooms are
due to be completed by the start
of the 2018/19 academic year
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“The private sector
now dominates the
development of PBSA,
accounting for 84%
of new bed spaces
outlined for delivery in
2018/19. Affordability
must be a key focus
for operators, with
demand among end
users greatest for
more affordable
cluster-led schemes.”

Some 62% of units under
construction are cluster flats

25,000

TO BE DELIVERED
TOTAL
2017
IN NUMBER
OF BEDROOMS

INSTITUTIONAL

Source: Knight Frank

UK Student Property
Report - Q2 2017

The global perspective on prime property and investment

Knight Frank’s analysis of the purpose-built student accommodation (PBSA)
sector in the UK demonstrates a greater reliance on the private sector to
deliver student accommodation.
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Nationally, a further 25,000 student
bedrooms will be completed for the start
of the 2017/18 academic year, with a further
14,000 under construction for 2018/19. In
total, these new additions are equivalent to
approximately 7.4% of existing stock.
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Higher demand for more affordable
student accommodation resulted in
stronger rental growth for en-suite
and non en-suite rooms, compared
with self-contained studios

Headline rental growth for purpose built
student accommodation (PBSA) increased
by 2.55% for the 2017/18 academic year,
according to Knight Frank’s Student
Property Index.

A further 11,000 beds are currently
under construction or in planning
to be delivered in 2019 and 2020
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“We expect the market will
increasingly be driven by the
REITs and pension funds as
economies of scale assist
these institutional buyers
to create increasingly large
portfolios with efficiencies of
operation, branding
and marketing.”

Some £3.1 billion was invested in the UK
Purpose Built Student Accommodation
(PBSA) market in 2016, more than double
the levels seen in 2013 and 2014.

DEVELOPMENT PIPELINE

The UK purpose built student accommodation sector continues its bull run
by posting positive rental growth across all core investment markets.

There is competitive market tension for prime operational assets
with aggressive bidding from North American private equity firms
and institutions in particular

JAMES PULLAN

Head of Student Property

UK STUDENT
HOUSING UPDATE

STUDENT HOUSING CONTINUES TO
ACHIEVE POSITIVE RENTAL GROWTH
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