
Total returns from PRS investment-grade 
blocks slipped towards the end of 2014, 
as a result of slightly more modest capital 
growth and a moderate slowdown in 
average rental growth across the six cities 
monitored by the Knight Frank index. 

The trend in capital growth reflects the 
wider market, with average pace of growth 
UK residential prices for owner-occupied 
properties also easing from 11% annual 
growth in the summer to 7% at the end of 
the year. 

It is interesting to note, however, the 
shallower discounts on offer on institutional-
grade blocks, a reflection of the increasing 
interest in the PRS sector in some key city 
markets. In Q4 2013, the average discount 
on offer for purchase of whole-sale block in 
Manchester was 13%; this has now fallen 
to 11%. Likewise, average discounts in 
Birmingham have fallen from 14% to 12% 
over the same period. 

The fundamentals for private rented sector 
investment blocks remained regionalised 

Key facts Q4 2014
Average initial gross yields in London, 
Leeds, Bristol, Birmingham, Manchester 
and Glasgow at 6.3% in Q4 2014

Average total returns at 11.2% in  
Q4 2014

Average capital growth was 6.5%, 
down from 7.3% in Q2 2014

Gross yields range from 4.2% in 
central London to 8% in Leeds
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“ The shallower discounts on 
offer on institutional-grade 
blocks in some key city 
markets is a reflection of  
the increasing interest in the 
PRS sector.”

Follow Gráinne at @ggilmorekf

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

GRÁINNE GILMORE 
Head of UK Residential Research

YIELDS HARDEN MARGINALLY IN 
PRIVATE RENTED SECTOR 
The private rented sector index, encompassing key city markets across 
the UK, shows that initial gross yields hardened slightly in Q4 2014. 
Activity levels in the market are robust, and this is reflected in the 
shallower discounts on offer, while capital growth tracked the wider 
market to come in at 6.5% year-on-year. Grainne Gilmore examines the 
latest trends in the market.

in 2014, with capital growth ranging from 
3.2% in Bristol to 11.4% in outer London in 
Q4. Average rental growth was also spread 
over a wide range across the UK, not only 
by region but by type of property. Annual 
growth in rents in a typical ‘secondary block’ 
in London Zones 3-6 rose by 0.96%, while 
average prime blocks in Manchester saw 
annual rental growth of 2.99%. 

The regions also commanded the highest 
yields, with average gross initial yields in 
Birmingham of 7.9%, and Leeds of 8%. 
In contrast, yields were tightest in central 
London, at 4.2%. 

The index is comprised of rental data 
collected from large rental single-block 
properties classed as prime, median and 
economic. The classification of these blocks 
takes into account location, monthly rents 
and also the type of unit on offer – a prime 
block will have units in the most desirable 
areas. In contrast, economic blocks are the 
least expensive for tenants, but their capital 
value is also lower, indicating higher initial 
yields for investors.

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

Average initial gross yields 
Q4 2014 v Q2 2014

FIGURE 2 

Average capital growth 
Q4 2014 v Q2 2014
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PRS Index

City Average 
rental growth

Average 
capital growth

Average 
initial gross 

yields

Average 
discount

London zone 1 1.5% 6.1% 4.2% 7%
London zones 2-3 2.3% 11.4% 5.0% 8%
London zones 3-6 2.6% 11.4% 6.6% 10%
Bristol 1.7% 3.2% 6.5% 13%
Birmingham 2.5% 4.0% 7.9% 12%
Manchester 1.9% 3.9% 7.6% 11%
Leeds 2.2% 3.5% 8.0% 15%
Glasgow 1.8% 4.4% 7.7% 16%

Over the past 12 months there has been 
a sustained increase in momentum 
within the PRS sector from both large 
institutional investors and smaller 
developers. As the investment market 
becomes increasingly familiar with 
PRS fundamentals, we have witnessed 
a notable rise in capital injections 
within key regional centres such as 
Manchester. Occupier demand for 
rental accommodation is strong in these 
locations, with good take up levels, low 
void periods and relatively high yields,  
as our index shows.

Due diligence remains a prerequisite 
amongst investors, meaning that 
financial viability modelling for 
proposed schemes has never been 
more important. We are also seeing 
divergence among clients about they 

type of approach they favour in terms  
of their investment. They may be 
planning to be ‘hands on’, which 
means we will respond with a different 
consultancy, lettings and management 
service to those who prefer a more 
‘hands off’ approach.

One example of a scheme where 
we let and manage a rental block is 
Kennedy Wilson’s 15 St John’s Gardens 
development (“The Rock”) in Bury, 
Manchester. We have now fully-let 
the second phase of the scheme. As 
anticipated, the building has been 
extremely well received by the market, 
with young professionals and couples 
‘Generation Rent’ accounting for the 
majority of lets. The Rock is testament 
to the fact that the combination of good 
design, transport accessibility and an 
intensive marketing campaign really 
does produce an excellent PRS product. 
The launch of the final phase of 168 
apartments takes place in April this year. 

FOCUS: MANCHESTER

RECENT MARKET-LEADING RESEARCH PUBLICATIONS

Knight Frank Research Reports are available at KnightFrank.com/Research

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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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

Source: Knight Frank Residential Research

Lucy Jones, Head of 
Investment Lettings 
and Management
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