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The proportion of families living in the 
private rented sector has also grown, 
from 30% to 36% over the last decade or 
so. The most recent research published 
by Knight Frank indicates that by 2021, 
nearly one in four households in England 
will be living in the private rented sector.

Rents were flat on the month in June, but 
are up 1.8% on the year across Great 
Britain, according to the latest data from 
the Office for National Statistics, which 
reflects average rents in all privately 
rented properties. Average rents across 
England have risen by 15 per cent since 
the start of 2011, although there are some 
key regional variations, with rental growth 
outperforming in some regional cities. 

The recent policy changes in the rental 
market, including an extra 3% stamp duty 
for additional properties and the start of 
the taper of mortgage interest relief for 
landlords with buy-to-let mortgages, has 
changed the dynamics of the market in 
some areas, with a drop in buy-to-let 
mortgage lending being reported, but the 
underlying demand for rental property 
means there is still upwards pressure on 
rents in many markets.

As these new policies cause reflection 
among some buy-to-let landlords, 
investment into the Multihousing sector 
continues to rise, with more Build-to-

Source: Knight Frank Research / ONS
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FIGURE 1 

Rental growth in Great Britain 
Indexed, 100 = Jan 2011 

There has been a significant increase 
in PRS transactions in the regions in 
recent months. With many investors 
now having a PRS presence in locations 
such as Manchester, focus has turned 
to other centres including Leeds, 
Sheffield and Nottingham, to further 
enhance the spread of their portfolios.

One advantage of entering the market 
early is the lack of development in 
recent years, offering the potential  
to establish dominance and attract  
tenants from existing housing stock, 
which is often outmoded and surpassed 
by new, purpose built PRS schemes.  
It also highlights the benefits of PRS  
as a catalyst for regeneration in  
these areas.

This is exemplified by our recent deal, 
acting on behalf of Legal & General 
in their purchase of Mustard Wharf in 
Leeds. The Build to Rent (BTR) scheme, 
comprising 250 units and 8,640 sq ft of 
retail space, will be Leeds city centre’s 
most significant BTR scheme, with  
a GDV of circa £60m and representing  
a c.4.5% NIY at acquisition.

The purchase signifies a key milestone 
for the city, kickstarting large scale 
development, and creating an entirely 
new destination for Leeds. As Dan 
Batterton, BTR Fund Manager at LGIM 
Real Assets, said ‘the development 
complements the wider regeneration of 
the local area, supporting job growth 
and the local economy over the long 
term and providing a new standard of 
rental accommodation and service in  
a thriving community’.
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Growth of the Private Rented Sector  
Historic and forecast tenure distribution in England 

Source: 1980 to 1991: DOE Labour Force Survey Housing Trailer; 1992 to 2008: ONS Labour Force Survey; 
2008-09 onwards: English Housing Survey, full household sample  
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Rent entrants into the market, investing in 
the development of purpose-built rental 
accommodation. Nearly 16,000 build-to-rent 
units have been completed across the UK, 
with a further 20,600 under construction and 
nearly 50,000 with planning. More than half 
of these units are in London, reflecting the 
findings of Knight Frank’s Investor survey, 
which found that, on average, institutional 
investment was split 65:35 between London 
and the regions, although in time this might 
be expected to develop into a more even split 
between the capital and key regional cities.  

It also found that the majority of investors are 
planning to hold the assets for longer than 10 
years, underlining the long-term commitment 
to this asset class across the UK.

Adam Burney MRICS, 
Partner
Residential Capital Markets

PRS CONTINUES TO GROW
Nearly half of 25 to 34 year olds live in the private rented sector, new 
detailed figures from the English Housing Survey show. Some 46%  
of those in their late twenties and early thirties are tenants, up from  
24% in 2006.

https://kfcontent.blob.core.windows.net/research/707/documents/en/the-uk-tenant-survey-2017-4743.pdf
https://kfcontent.blob.core.windows.net/research/707/documents/en/the-uk-tenant-survey-2017-4743.pdf
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Sector Aug-16 Mar-17 Apr-17 May-17 Jun-17 Jul-17 Aug-17
Market 

Sentiment

London - Zone 1 (gross yields reported)

Prime Central London (GIY)* 2.75%-3.00% 2.75%-3.00% 3.00%-3.25% 3.00%-3.25% 3.00%-3.25% 3.00%-3.25% 3.00%-3.25% STABLE

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

London and South East

Zone 2 Prime (NIY) 3.50%-3.75% 3.50%-3.75% 3.50%-3.75% 3.50%-3.75% 3.50%-3.75% 3.50%-3.75% 3.50%-3.75% STABLE

Zones 3-4 Prime (NIY) 3.75% 3.75% 3.75% 3.75% 3.75% 3.75% 3.75% POSITIVE

Greater London Prime (NIY) 4.00% 4.00% 4.00% 4.00% 4.00% 4.00% 4.00% POSITIVE

South East Prime (NIY) 4.25% 4.25% 4.00%-4.25% 4.00%-4.25% 4.00%-4.25% 4.00%-4.25% 4.00%-4.25% POSITIVE

Prime Regional Cities

Prime assets 4.25% 4.00-4.25% 4.00%-4.25% 4.00%-4.25% 4.00%-4.25% 4.00%-4.25% 4.00%-4.25% STABLE

Birmingham (NIY) (prime assets) 4.25% 4.25% 4.25% 4.25% 4.25% 4.25% 4.25% STABLE

Bristol (NIY) (prime assets) 4.25% 4.00-4.25% 4.00%-4.25% 4.00%-4.25% 4.00%-4.25% 4.00%-4.25% 4.00%-4.25% STABLE

Leeds (NIY) (prime assets) 4.75%-5.00% 4.50-4.75% 4.50% 4.50% 4.50% 4.50% 4.50% POSITIVE

Manchester (NIY) (prime assets) 4.25% 4.25% 4.25% 4.25% 4.25% 4.25% 4.25% STABLE
     

Secondary Regional Cities

Prime assets 5.00%-5.50% 5.00%-5.50% 5.00%-5.25% 5.00%-5.25% 5.00%-5.25% 5.00%-5.25% 5.00%-5.25% POSITIVE

Ground Rents

10 Year RPI Uplifts 2.50% 2.50% 2.75% 2.75% 2.75% 2.75% 2.75% STABLE

25 Year Doubling Reviews 3.25% 3.25% 3.25% 3.25% 3.25% 3.25% 3.25% SOFTENING

Bonds & Rates

Libor 3 mth 0.50% 0.35% 0.33% 0.32% 0.30% 0.30% 0.28%

Base rate 0.50% 0.25% 0.25% 0.25% 0.25% 0.25% 0.25%

5 year swap rates 0.63% 0.81% 0.79% 0.91% 0.79% 1.00% 0.85%

10 yr gilts redemption yield 0.92% 1.14% 1.09% 1.22% 1.03% 1.35% 1.16%

FIGURE 3  

Prime Residential Yield Guide August 2017

Source: Knight Frank Capital Markets
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UK Res Dev Land  
Index - Q2 2017

RESIDENTIAL RESEARCH

RESIDENTIAL DEVELOPMENT 
LAND INDEX

Greenfield land prices rose by 0.7% in  
the year to June. While this may be a 
modest rate of growth, it marks the first 
time the annual change in land prices for 
greenfield sites has been in positive  
territory since the end of December 2014. 
While the factors that have weighed on 
land prices, not least construction costs 
and the cost of planning, are still evident, 
there is evidence of improving demand, 
especially in areas where the demand for 
new housing is high. This has, to some 
extent, put a floor under pricing. 

Moving into the more urban areas,  
however, a more mixed picture emerges. 
Average urban development land prices 
rose by 1.2% in Q2 and are up 6.3% 
year-on-year. Values in these markets, 
which include sites in five of the UK’s key 
cities, have risen by 23% since the start of 
2015. However, as ever with the property 
market, there is a regional difference in 
performance, with prices being augmented 
over the average year by the growth seen  
in Birmingham, Manchester and Leeds. 

In the prime central London residential 
development land market, prices are 
starting to ‘flatten out’. Values have now 
been unchanged for two quarters after  
five consecutive quarters of price falls.  
After rising by nearly 50% between 
September 2011 and June 2015, 
development land prices have fallen  
by a cumulative 13%. 

However, the 3.5% annual decline in 
pricing shown by the index, which is 
collated using the valuations of a basket  
of development sites across central 
London, can only ever give a picture of 
what average declines are. Ian Marris,  
Joint Head Of Residential Development, 
said: “We have seen sites in some 
locations hold their value over the last 
year, showing no change in price, while in 
others, prices may have fallen by as much 
as 6% over the same time. Location and 
quality of opportunity on development  
sites are more important factors in 
determining land pricing than ever  
before. Value as ever, is in the detail.” 

LOCALISED LAND MARKET   
Development land prices for greenfield sites in England remained 
largely unchanged between April and June as did prices in prime 
central London. However urban brownfield land values continued to 
rise, largely driven by demand in three regional cities. 

Key facts Q2 2017
Prime central London development  
land prices were flat in Q2, and are 
down 3.5% on the year 

English greenfield land prices fell  
by 0.3% in Q2, but posted a 0.7% 
annual rise

Urban brownfield land prices rose by 
1.2% in Q2 and 6.3% on the year

GRÁINNE GILMORE 
Head of UK Residential Research

“ There is evidence of strong 
demand for greenfield and 
brownfield development 
land across the country in 
areas where the housing 
need is greatest.”

Follow Gráinne at @ggilmorekf

For the latest news, views and analysis 
on the world of prime property, visit 
Global Briefing or @kfglobalbrief
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FIGURE 2 

Annual change in development  
land prices

Source: Knight Frank Research
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Residential development land indices
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Economic and housing  
market overview 
The Bank of England’s rate-setting 
committee has a big decision to make in 
August. There has been much speculation 
that, amid rising inflation, the central bank 
may move to raise interest rates as it 
publishes its quarterly Inflation Report.  
Even if rates rise by a quarter point, they will 
still be near record-lows at 0.5%. However, 
it will mark the first rate rise in around a 
decade, and will likely have some impact on 
sentiment as well as mortgage repayments. 

The Bank’s hand may be stayed by recent 
data from the UK economy, which suggests 
that the growth in output has been slowing 
since the beginning of the year, amid 
concerns over Brexit negotiations and the 
more recent General Election result. In the 
first three months of this year, GDP was  
2% higher than in the same period last year, 
but the quarterly rate of growth was just 
0.2%, one of the lowest rates in the EU.

Ultra-low mortgage rates are one of the 
factors putting a floor under pricing in the 
housing market at present. While house 
price growth is slowing on the whole, 

RESIDENTIAL RESEARCH

UK RESIDENTIAL 
MARKET UPDATE

“ Despite the easing in 
residential property price 
growth over the last 12 
months, low mortgage 
rates and a lack of homes 
coming onto the market 
for sale are acting as firm 
anchors for pricing.”
Follow Gráinne at @ggilmorekf

For the latest news, views and analysis  
on the world of prime property, visit our 
blog or follow @KFIntelligence

GRÁINNE GILMORE 
Head of UK Residential Research

THE INFLATION QUESTION
All eyes are turning to the Bank of England’s decision on interest rates next 
month, and there is plenty of economic data for policymakers to weigh up. 
Meanwhile, UK prices ticked up in June after several months of slowing 
growth, while activity increased across prime sales markets. 

Key facts July 2017
UK house prices rose by 1.1% in 
June, taking the annual increase to 
3.1%, up from 2.1% in May

Average values of existing properties 
in prime central London were 
unchanged in June, taking the annual 
change to -6.3%, from -6.6% in May, 
amid rising activity 

Prime country house prices were flat 
in Q2, but activity levels in this market 
are also rising

Values in the prime Scottish market 
slipped 0.2% in Q2 and are down 
0.9% on the year, although values in 
Edinburgh are up 3.7% in the year to 
June 2017

albeit with a tick-up in June, according to 
Nationwide, there are still large regional 
variations, as shown in the chart below. 

Interest rates v Inflation and Economic Growth 
UK, 1990 - 2017

Source: Knight Frank Research/ONS/BOE  

Regional house price growth    
Year to Q2 2017

Source: Knight Frank Research/Nationwide  
*Outer London Metropolitan area
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What is also noticeable in recent months 
is that the traditional picture of house price 
growth in the South of England outpacing 
that in the North has reversed – with 
prices in the North and Midlands showing 
greater growth than the Southern regions 
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Update - July 2017

The UK Tenant Survey 
- 2017
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PRS RESEARCH

UK Housing Market 
Forecast - May 2017

RESIDENTIAL RESEARCH

UK RESIDENTIAL  
MARKET FORECAST

“ The shortage of housing 
stock available to buy 
coupled with ultra-low 
mortgage rates have  
put a floor under pricing 
across the UK, but the 
question of affordability is 
becoming more pressing  
in some areas.”

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

UK HOUSE PRICE FORECAST
The headline rate of house price growth across the country has  
been slowing since summer last year, transactions have also fallen  
from recent peaks.

Headlines May 2017
UK house price growth has been 
slowing since the summer of  
2014, although the annual change 
remains positive

Price growth across the UK is expected 
to settle at 1.0% in 2017 reaching 
14.2% cumulatively between 2017  
and 2022

The slowdown in central London prices 
which has been evident over the past 
12 months will continue to spread to 
Greater London, with prices falling 
slightly in 2017

There remain key risks to UK  
property market performance, not  
least a slowdown in economic  
growth, and uncertainty surrounding 
the Brexit process

2017-2021 Forecasts, May 2017 Edition 

2016
 

2017
 

2018
 

2019
 

2020
 

2021
 

2017-2021
Mainstream residential sales markets

UK 5.0% 1.0% 2.5% 3.0% 3.0% 4.0% 14.2%
London 7.0% -1.0% 2.0% 2.5% 3.0% 5.5% 12.5%
North East 0.0% 0.5% 2.5% 2.5% 2.0% 1.5% 9.3%
North West 4.0% 0.5% 2.0% 2.5% 3.0% 2.0% 10.4%
Yorks & Humber 3.5% 1.0% 3.0% 3.5% 3.0% 2.0% 13.1%

East Midlands 5.5% 1.5% 3.0% 3.5% 4.0% 4.5% 17.6%
West Midlands 4.5% 1.5% 3.0% 4.0% 4.0% 4.0% 17.6%
East 7.5% 1.5% 2.5% 4.0% 3.5% 5.5% 18.1%
South East 8.0% 1.0% 2.0% 4.0% 4.0% 5.0% 17.0%
South West 4.5% 2.0% 2.0% 3.5% 3.5% 4.5% 16.5%
Wales -0.5% 0.0% 2.0% 2.5% 2.0% 2.0% 8.8%
Scotland 2.0% 0.1% 2.3% 2.7% 2.8% 2.8% 11.0%

Prime residential sales markets

Prime Central London East 1.0% 1.0% 3.5% 3.0% 3.5% 4.0% 15.9%

Prime Central London West -7.0% 0.0% 1.5% 2.0% 3.0% 3.5% 10.4%

Prime Outer London -1.5% -1.5% 2.5% 3.0% 3.0% 4.0% 11.4%

Prime England and Wales 0.1% 1.5% 2.0% 2.0% 3.0% 3.5% 12.6%

Residential rental markets 

UK 1.2% 1.4% 2.0% 2.0% 2.0% 2.0% 9.8%

Prime Central London East -2.5% 0.0% 2.0% 3.5% 3.0% 3.0% 12.0%

Prime Central London West -6.5% -2.0% 1.0% 2.0% 2.0% 2.0% 5.0%

Prime Outer London 1.5% 2.0% 2.5% 3.0% 2.5% 2.5% 13.1%

UK Transactions (000s)

UK  1,231  1,275  1,291  1,303  1,313  1,321 

There are several factors at play behind  
the recent slowdown in market activity –  
not least a lack of available homes to 
purchase. This has increased focus on the 
delivery of new-build homes across the 
country. Data from DCLG shows that the 
number of new homes being built in recent 
years has risen, but it still remains some 
way below the number needed to meet 
current demand – not to mention the large 
historical shortfall.

The shortage of housing stock available to 
buy coupled with ultra-low mortgage rates 

Source: Knight Frank Research, OBR

have put a floor under pricing across the UK, 
but the question of affordability is becoming 
more pressing in some areas, especially as 
lenders still expect sizeable deposits from 
buyers. There are also notable variations 
between prime housing markets in London 
and the Country, which we have examined in 
more detail on our blog.

As the UK moves closer to Brexit, any 
economic uncertainty could have a 
knock-on impact on the housing market, 
especially if wage growth and employment 
levels across the country are affected.

Based on rack rented properties and disregards bond type transactions. NIY - Where reported we have assumed an appropriate discount for operating costs. This yield guide is for indicative purposes only 
and was prepared on 9 August 2017. *Our PCL yield is based on tenanted blocks with a minimum of 6 units, covering locations such as Mayfair, Knightsbridge, Kensington etc, situated within Knight Frank’s 
definition of Prime Central London. Yields in the PCL and Zone 1 Prime categories are reported gross in line with market practice and no allowance has been made for operating costs within this yield guide.
Yields in the London and South East categories are reflective of income-focused transactions of institutional assets. Regional locations: We have provided an indication of yields in respect of a number of 
example locations, illustrating the spread of yields in this classification. These yields are reported in respect of institutional quality, stabilised assets.

http://www.knightfrank.co.uk/research/reports/uk-res-dev-land-index-q2-2017-4842.aspx
http://www.knightfrank.co.uk/research/reports/uk-res-dev-land-index-q2-2017-4842.aspx
https://kfcontent.blob.core.windows.net/research/100/documents/en/uk-residential-market-update-july-2017-4815.pdf
https://kfcontent.blob.core.windows.net/research/100/documents/en/uk-residential-market-update-july-2017-4815.pdf
http://www.knightfrank.co.uk/research/reports/the-uk-tenant-survey-2017-4743.aspx
http://www.knightfrank.co.uk/research/reports/uk-housing-market-forecast-may-2017-4703.aspx
http://www.knightfrank.co.uk/research/reports/uk-housing-market-forecast-may-2017-4703.aspx

