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The demand for privately rented 
accommodation is set to continue in the 
coming years. In addition to the hurdles 
faced by young people trying to climb 
onto the property ladder, there is also a 
desire for the flexibility offered by rented 
accommodation, especially among young 
professionals. In Knight Frank’s recent 
Tenant Survey, for which 5,000 people 
living in the private rented sector were 
asked for their views on the sector – the 
largest survey of its kind conducted to 
date – the majority of tenants said that 
their preferred length of tenancy was one 
year or less, underlining the advantage of 
having a flexible housing tenure.

The Government’s changes to the tax 
regime for buy-to-let investors, both 
the proposed additional 3% rate of 
stamp duty due to come into force in 
April as well as the withdrawal of some 
mortgage interest relief, starting in 2017, 
could see some individual rental units 
coming back to the market on a localised 
basis, undercutting the supply of rental 
accommodation. Large-scale investors 
are well-placed to step into this market to 
help fulfil demand.

Knight Frank’s recent Investment Survey of 
large-scale investors in the PRS indicated  
that activity is poised to step up significantly 
in the years to come, with investment 
more than trebling by 2020. Knight Frank 
calculates this translates into total sector 
investment of £50 billion by then, up from 
£15 billion today.

Investors also said they expected gross 
yields to settle at 6% in the regions by 2020, 
with gross yields in London at 4.75%. For 
more detail on this, and all aspects of the 
PRS, read the Tenant Survey in full.

Rental performance
Average residential rents grew at an annual 
rate of 2.7% across the UK in the 12 months 
to September 2015, according to the latest 
data from the ONS. However the rate of 
rental growth ranged from 0.5% in the 
North East of England to 4.1% in London, 
as shown in the map below. Rents have 
climbed on average by 10.9% over the last 
four years, but in London the overall rate of 
growth has been 19%, the ONS data says.

Knight Frank forecasts cumulative UK rental 
growth of 11.9% to the end of 2020, with 
15.4% growth in Prime London.

Source: Knight Frank Research / ONS

FIGURE 2 

Annual rental growth by region 
Year to September 2015

Source: Knight Frank Research / ONS

FIGURE 1 

Annual rate of growth in rents (GB) 
Year to September 2015

There is currently significant demand 
for residential portfolios in both London 
and across the UK, with a large number 
trading in 2015 and demand coming 
from both well-established residential 
investors and new entrants into the 
market. Increasingly, investors are 
focussing on larger lot sizes, which 
offer the ability to deploy a significant 
sum of capital in one transaction. As 
the depth of demand has increased, 
both portfolio discounts and yields 
have decreased, with some portfolios 
in the South East reflecting discounts 
of as low as 5%. 

In 2015 alone Knight Frank Residential 
Capital Markets advised on portfolios 
worth in excess of £1.6bn of portfolios 
and recently completed on the sale 
of Project Parcel, a portfolio of 482 
regional PRS units to Bass Real 
Estate Ltd. The portfolio comprised 18 
tenanted residential blocks across  
the UK, and it achieved in excess  
of £40m. 

As of June 2015, the Project Parcel 
portfolio was 95% occupied with a 
current passing rent of around £3m, 
thus reflecting a gross yield of around 
7.5%. The greatest concentration  
of the portfolio was in the West 
Midlands with 31% followed by the 
North with 28%. 

Nick Pleydell-Bouverie, Partner and 
Head of the Tenanted Residential 
Investments team, says: “We received 
strong interest from a range of both 
domestic and international investors. 
While investor demand remains 
extremely strong for PRS opportunities 
in the London market, we are now 
seeing an exceptional wall of capital 
chasing regional PRS investments”.

PORTFOLIO FOCUS DEMAND FOR FLEXIBLE TENURE
A changing policy environment will not curb the demand for privately  
rented accommodation, and large-scale investors are expected to treble 
their investment in the Build to Rent sector over the next five years.
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Sector Q3 2014 Q4 2014 Q1 2015 Q2 2015 Q3 2015 Q4 2015 Market 
Sentiment

London

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

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

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

Greater London Prime 5.50% 5.50% 5.50% 5.25% 5.15% 5.15% POSITIVE

Major Regional Cities – Prime

Birmingham 7.00% 6.75% 6.50% 6.25% 6.25% 6.25% POSITIVE

Bristol 6.00% 6.00% 5.75% 5.75% 5.75% 5.75% POSITIVE

Edinburgh 6.75% 6.75% 6.50% 6.25% 5.75% 5.75% STABLE

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

Leeds 7.50% 7.25% 7.25% 7.00% 6.75% 6.75% POSITIVE

Manchester 7.00% 6.75% 6.50% 6.25% 6.25% 6.25% POSITIVE

Ground Rents

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

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

Bonds & Rates

Libor 3 mth (2 June 2015) 0.56% 0.56% 0.56% 0.57% 0.58% 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) 1.23% 1.57% 1.30% 1.54% 1.56% 1.47%

10 yr gilts redemption yield (2 June 2015) 1.50% 1.92% 1.60% 2.04% 1.92% 1.91%

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 January 2016.
*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 Q4 2015

Source: Knight Frank Capital Markets
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PCL Rental Index

Annual rental value growth in prime central 
London eased to 0.7% in December, on the back 
of falling demand in the financial services sector.

Rental values fell -0.4% from November, taking 
the annual rate of growth to its lowest level since 
July 2014.

There is also an element of seasonality and a 
quarterly drop of -1.1% in the last three months of 
the year was the weakest since December 2014 
and repeats a pattern of previous years.

Rental value growth peaked in May this year at 
4.2% and the subsequent decline has resulted in 
prime gross rental yields dipping from 2.96% to 
2.93% over the same period.

Demand has fallen over the last six months as a 
number of banks have implemented restructuring 
plans.

European banks in particular have been slower to 
cut jobs than their US counterparts following the 
financial crisis. Profitability has fallen due to new 
regulations that force banks to hold more capital, 
which has contributed to job cuts at European 
banks that have been in excess of 100,000 in 
recent months.

As well as the macroeconomic backdrop, 
including uncertainty over China and falling 
commodity prices, the situation is compounded 
by the fact many large European banks have new 
chief executives, who typically take a more radical 
approach to cost savings in the early stages of 
their tenure.

The result is that optimism at financial services 
companies fell markedly in the third quarter of this 
year across a range of sectors, as figure 2 shows

However, there have been signs of stronger 
demand from boutique financial services 
companies like private equity businesses and 
hedge funds as clarity emerges surrounding the 
level of 2016 bonus packages.

Meanwhile, demand at the super prime level 
of £5,000-plus per week remains strong as 
uncertainty continues to surround taxation and 
price growth in the higher price brackets of the 
sales market.

Equally, demand remains strong in lower price 
brackets among workers of all professions, 
bolstered by the strength of the UK’s economic 
recovery.

December 2015
Annual rental value growth eased to 0.7% 
in December, the lowest level since July 
2014

A quarterly decline of -1.1% in 
December was in line with seasonal 
slowdowns of previous years

Prime gross yields have declined from 
2.96% in May to 2.93% in December

Optimism among financial services 
companies fell in the third quarter of  
this year

Macro View: Taxing property transactions

TOM BILL 
Head of London Residential Research 

“Profitability has fallen due 
to new regulations that force 
banks to hold more capital, 
which has contributed to 
job cuts at European banks 
that have been in excess of 
100,000 in recent months” 
Follow Tom at @TomBill_KF
 

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

BANK JOB CUTS DAMPEN DEMAND 
IN THE PRIME CENTRAL LONDON 
LETTINGS MARKET
Job cuts and declining optimism at banks has slowed rental value growth  
over the last six months, says Tom Bill
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PRIME CENTRAL
LONDON RENTAL INDEX

FIGURE 1 
Rental value growth in prime central London

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

FIGURE 2 
Optimism in financial services falls  
(PWC/CBI survey, % balance of more vs less optimistic)
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FIGURE 1 

Stock levels rising 
Weekly snapshot of available rental stock in the  
Home Counties 100 = Jan 2015

FIGURE 2 

Share performance of FTSE 350  
by industry sector 
100 = Jan 2015

Source: Knight Frank Research Source: Knight Frank Research

Prime rents in the Home Counties declined 
by 0.8% on average between July and 
September, despite robust activity levels 
over the period.

However, while quarterly rental growth 
declined, the annual change in rental 
values over the year to September was 
4.1%, up slightly from 4% in June.

The prime rental market in the Home 
Counties tends to be very seasonal and 
the three months leading up to September 
are often among the busiest of the year 
as tenants look to complete moves before 
the new US and UK school terms start in 
August or September respectively. This 
year was no exception, with the number 
of tenancies agreed in the three months 
to September 54% higher than over the 
preceding three month period.

But while activity levels have been robust, 
rising stock levels across the prime 
market, as shown in figure 1, have meant 
that some landlords have been willing to 
reduce asking rents slightly in order to 
remain competitive.

As ever, demand from individuals relocating 
for work continues to form a significant 
proportion of the market, especially in the 
prime commuter hotspots of Ascot,  
Cobham and Esher where corporate 
tenancies accounted for 42% of all deals 
agreed over the three-month period.

This corporate demand for rented 
accommodation has been particularly strong 
from individuals working in the technology 
sector. As figure 2 shows, the share price of 
technology businesses has performed well 
this year, especially when compared to the 
banking and oil and gas industries.

The market continues to attract international 
tenants with some 38% of new renters 
across the prime Home Counties market 
coming from outside of the UK between  
July and September – in Ascot, Cobham  
and Esher where corporate tenancies are 
more prevalent this rises to 51%.

Individuals from North America were the 
most active movers during this time, with  
the start of the American school term in 
August likely to have been a factor here.

Results for Q3 2015
Average prime rents in the  
Home Counties fell by 0.8% in  
the third quarter

The annual change in prime rents 
stands at 4.1%

The number of tenancies agreed 
across the Home Counties over 
the three months to September 
was 54% higher than the previous 
three-month period

In Ascot, Cobham and Esher, 
corporate tenancies accounted 
for 42% of the market in Q3, led 
by individuals working in the 
technology sector

OLIVER KNIGHT 

ACTIVITY RISES ACROSS PRIME 
HOME COUNTIES RENTAL MARKET
Despite a slight fall in average prime rents across the Home Counties  
in the third quarter, annual growth remains positive.
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“ The prime rental market in 
the Home Counties tends 
to be very seasonal and the 
three months leading up to 
September are often among 
the busiest of the year.”

Follow Oliver at @oliverknightkf

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

Home Counties  
Rental Index

The UK Tenant Survey
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“ Regional differences 
in pricing and 
price growth are 
unlikely to unwind 
significantly in 
2016, although the 
improving economic 
and employment 
picture, especially 
in the regions, will 
underpin pricing.”

UK RESIDENTIAL MARKET FORECAST
Last year we correctly anticipated a slowdown in UK house price 
growth in 2015. While the market may end the year slightly ahead of our 
predictions, a continued moderation in price growth underpins our  
latest forecast.

Headlines  
November 2015
Cumulative growth in UK prices will 
total 20.3% in the five years to the end 
of 2020

In the prime London and prime 
country markets higher transaction 
costs will continue to weigh on activity 
and price growth in 2016 as the market 
absorbs stamp duty

Prime central London prices are 
forecast to rise by 2% in 2016 and by 
20.5% cumulatively by 2020

The risk that UK interest rates rise 
more rapidly than expected or that 
the global economy suffers a notable 
slowdown in activity remain the biggest 
risks to the UK housing market

As always national average performance 
disguises large regional variations that still 
characterise the UK market. 

Values are growing more strongly in the 
South of England (particularly London  
and the South East) compared to slower 
growth in the North of England, Scotland 
and Wales. 

These regional differences are unlikely to 
unwind significantly in 2016, although the 
improving economic and employment 
picture, especially in the regions, will 
underpin pricing. This is reflected in our 
House Price Sentiment Index which we 
produce with Markit Economics. 
Households in every region of the country 
expect the value of their home to increase 
over the next 12 months.

Interest rates continue to play a key role in 
the market. While capital values will continue 
to be supported by ultra-low interest rates, 
the discussion has now turned to when, not 
if, the Bank of England will start to raise 
rates; markets are pricing in a rise in the 
second half of 2016. However, as we 
highlight in our Risk Monitor on page 2, the 
Bank is most likely to act cautiously when 
increasing the base rate. 

The current ultra-low base rate, alongside an 
increased appetite for lending among banks, 
has led to record-low mortgage rates, and 
mortgage lending has risen during 2015. The 
flip-side of this trend however, is that the 
best mortgage rates are generally only 
available to those who have access to 
sizeable deposits or equity.

While there are now more mortgage deals 
available to those with only a 5% deposit –  
a trend which will continue into 2016, the 
MMR mortgage rules mean that clinching  
a mortgage deal will continue to be 
challenging for some, especially for first- 
time buyers.

Activity in the market has stabilised at 
around 100,000 transactions a month, 
although it is interesting to note that the cut 
in stamp duty for homes worth less than £1.1 
million in December last year and the 

definitive General Election result failed to 
produce an increase in activity. 

This was closely linked to a lack of stock on 
the market, particularly second-hand stock. 
A lack of available homes to buy will likely 
continue to put a floor under pricing in 2016. 
There is now even more emphasis on the 
delivery of new homes, and while levels of 
housebuilding have picked up in recent 
years, the supply of new-build dwellings is 
still far below Government targets.

Prime markets
The prime London property market faced a 
number of headwinds in 2015, led by the 
increase in stamp duty. Higher transaction 
costs will continue to weigh on activity and 
price growth in 2016 as the market absorbs 
the new rates.

There is a degree of nervousness 
surrounding global economic events  
and some reticence following exceptional 
price growth in some markets in recent 
years. These factors, combined with the 
Mayoral election in May, will continue to 
weigh on demand.

However, the strength of the UK’s economic 
recovery, continued supply constraints and 
the diminishing likelihood of a near-term rate 
rise means price growth will remain positive 
next year.

The turning point for the prime country 
property market occurred in early 2013, as 
prices started to edge upwards. By June 
2014 annual growth had reached 5.2%.

However, since then the rate of growth has 
slowed, partly due to uncertainty 
surrounding the election but also because 
the top end of the market is adjusting to 
stamp duty reform.

Prices remain 14% below their 2007 peak. 
The price differential between most prime 
markets and the capital is likely to underpin 
price growth in 2016.

As the economy continues to recover and 
house prices outside of London show further 
growth, the trend for more London buyers to 
move will gain traction, boosting the ripple 
effect from the capital.

Please refer to the important notice at the end of this report
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