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SUMMARY

Sector update

The Private Rented Sector is
continuing its rapid growth across the
UK – it is now well established as the
second biggest form of tenure after
homeownership, having overtaken the
social rented sector.

“The Tenant Survey is the
largest survey of its kind
ever conducted, and shows
how, where and for how long
tenants want to live in the
private sector.”

GRÁINNE GILMORE

Head of UK Residential Research

•	Large-scale investors are operating an
average gross to net yield of 26% for
new Build-to-Rent developments.
•	The majority (53%) of tenants favour
a six month or one year tenancy for
rented accommodation.

Large scale investment into the
private rented sector (PRS) by funds
and other institutions is set to treble
over the next five years, new research
explored in this report shows, further
bolstering growth.

•	More than half (52%) of tenants said
living close to work or their place of
study is a key priority, and the main
reason (30%) for moving between
rented properties was to ‘upgrade’ to
a nicer or larger property.

This report also aims to give new
insight into demand in the privately
rented market by sharing the results
of Knight Frank’s new Tenant Survey,
the largest survey of its kind ever
conducted, clearly showing the needs
and preferences of tenants across
the country.

•	More than a third (38%) of tenants
have lived in five or more rental
properties. While the majority of
respondents had moved within a mile
of their previous property, around a
sixth (19%) had moved more than 60
miles, indicating a relocation for work
or study, highlighting the flexibility of
PRS as a tenure.

The Tenant Survey carried out by
YouGov on behalf of Knight Frank
collates the responses of 5,000 people
living in privately rented accommodation
to identify key trends in the market, which
we can break down by region, age group
and income. The respondents reflected
the size of private rented markets around
Great Britain.

•	Nearly a quarter (24%) of Londoners are
prepared to pay 50% as a maximum
amount of their gross annual income on
rent, up from 22% last year.
•	A quarter of those living in the PRS
do not want to, or don’t know if they
want to buy a home in the future.
Of those that express a desire to
eventually buy a home using a
mortgage, less than half are currently
saving towards a deposit.

For the Investor Survey, we interviewed
16 large-scale investors, revealing
how this part of the market is set to
develop by 2020 (see page 10-11).
Some of the key findings include:

•	A quarter of those living in the private
rented sector live alone, while 34%
live in a couple without children. Some
43% of 18-24 years olds share with
other adults in a ‘flat-share’.

•	Investment by large-scale investors in
Build-to-Rent is set to triple by 2020,
with Knight Frank estimating that total
investment will rise to £50 billion over
the next five years.

The private rented sector is continuing to
grow in size, with around 5.4 million, or
20% of households now being let out to
private tenants.
There has been a generational shift in the
private rented sector. More households
are now living in rented accommodation
for longer, and while housing affordability
is certainly a factor here, rented
accommodation is also becoming an
established flexible form of tenure, an
attribute welcomed especially among
younger workers. This was confirmed
in last year’s Tenant Survey, with 38%
of under-35s saying they didn’t want
a mortgage or that renting suited their
lifestyle, rising to 49% for those aged
under 25.
The number of under-45s living in the
sector has more than doubled, to nearly
3.1 million over the last decade, and
those aged 25-34 now account for
nearly 37% of PRS households, up from
32% in 2009, according to the English
Housing Survey.

25%

Around a quarter of tenants don’t want
to, or don’t know if they would ever like to
own a property in the future.
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Knight Frank’s Investor Survey, one of the
most comprehensive surveys of largescale investors in the private rented sector,
indicates that investment is set to treble
over the next five years. Knight Frank
estimates current investment to be around
£15 billion, rising to £50 billion by the end
of 2020. For more on the Investor Survey,
see page 10-11.

Source: Knight Frank Research

This chimes with last year’s Tenant
Survey, which showed that 25% of
those in the private rented sector felt

“The face of the Private
Rented Sector is changing
rapidly amid increasing
large-scale investment.
Already a dominant form of
tenure in the UK, it is also
becoming an established
asset class, and we believe
that Knight Frank’s marketleading Tenant Survey
provides key insights into
the market, addressing the
fundamental questions for
investors seeking to bring
to market a Build-to-Rent
development which perfectly
meets tenant requirements.”
TIM HYATT,
Head of Residential Lettings,
Knight Frank

When do you plan to buy a home?

they would always rent privately. For
those who do want to own a home in the
future, last year’s survey also highlighted
that the private rented sector is
increasingly not being seen as just a
short-term form of tenure, but as a
longer-term housing option, with just
24% of tenants saying they would
% leave
the sector within two years.DON’T

9

16

DON’T
KNOW

70%

10%

However, this will likely be overshadowed
by the rapid expansion of large-scale
investment in the sector, with institutional
investors such as pension and investment
funds increasingly looking to purchase and
hold purpose-built rental accommodation
over the longer-term – bringing the UK in line
with markets such as the US and Denmark
where residential rented accommodation is
a specific asset class.

KNOW

This is also reflected in the House Price
%
Sentiment Index data compiled by Knight
NO
Frank and Markit Economics. The latest
data shows that the majority of those
living in the private rented sector
anticipate buying within two to five years.

72%

20%

In terms of supply, the private rented sector
is largely made up of private landlords,
many of whom have one or two properties.
This direct investment in property was
driven by the rise in the availability of buyto-let mortgage loans in the late 1990s. New
regulations on mortgage interest relief for
buy-to-let investors from 2017 could lead to
a modest slowing in growth in this market.

RENT NOW, BUY LATER

NO

How the private rented sector has grown Changing Housing Tenure (000’s)

RESIDENTIAL RESEARCH

The growth of the private rented
sector highlights its establishment as a
longer-term form of tenure, especially
among younger generations. Affordability
may play a part here, but our survey,
builds on last year’s Tenant Survey,
which highlighted that some 32% of
respondents felt that as a form of
tenure, private rented accommodation
suited their lifestyle.
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Tenants who don’t want
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%
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Please refer to the important notice at the end of this report

20,000
18,000

I Respondents able to select more than one answer
NB: Numbers may not add to 100% because of rounding

UP TO
A YEAR

1-2
YEARS

2-5
YEARS

5-10
YEARS

10+
YEARS

3

TENANT SURVEY 2015/16

TENANT FACTS
How long have you lived in
your current property?

28%

20%

AS A COUPLE

8%

GB
55+ 39%
45-54 25%
35-44 25%
25-34 42%

9%
6%

LONDON

Family expanding

35-44 28%

WITH CHILDREN

WITH OTHER ADULTS
WHO AREN’T FAMILY

20% 10%

16% 30%

35-44 35%

18-24 4%

55+
45-54
35-44
25-34

GB
3%
5%
8%
19%

9%

Closer to
family/friends

LONDON

MIDLANDS

25%
UP TO 1 MILE

12%

To try new location

13%

18-24 43%

To live alone

13%

>5

3
4

5

17% 16% 16% 12% 8%
4

Closer to
transport links

Other: 3% ALL | 5% 18-24 | 2% 25-34 | 3% 45-54 | 3% 55+
Other: 6% LONDON

GB average

2

LONDON

21%
1-3 MILES
21%
+60 MILES

25-34 18%

How many privately rented homes have
you lived in?

1

18-24 13%

‘FLAT-SHARE’

GB
55+ 9%
45-54 31%

EAST

Closer to amenities

18-24 30%

This snapshot of how long private tenants
have lived in their current home shows that
the majority of respondents have been
living in their property for less than a year,
although the overall results are affected by
the under-25’s, with nearly two-thirds
(61%) of tenants this age saying they
moved in less than 12 months ago.
However, longer tenures are more
common among older renters, more than a
quarter (26%) of 25-34 year olds having
already lived in their current property for
between one and two years. Some 8% of
35-44 year olds have lived in their rented
property for more than ten years.

25%
UP TO 1 MILE

4%
4%
5%

45-54 35%

25-34 17%
UP TO 1-2
2-3
3-4
4-5 5-10 10+
A YEAR YEARS YEARS YEARS YEARS YEARS YEARS

NORTH

Move to
smaller property

LONDON

of London tenants live
within a mile of their
previous property

GB average

3%

25% 20%

GB
55+ 43%

How far did you
move from your
previous property?

GB average

LIVE ALONE

34% 34%

15%

13%

Why people move also gives a key insight into the
mobility of the market, with the biggest proportion
(30%) of respondents saying that moving to a
bigger or ‘nicer’ property played a part in their
decision for their most recent move. Some 17%
also said moving closer to work or their place of
study was a consideration.

A quarter (25%) of those in the private rented sector live alone, according to our Tenant
Survey. A further 34% live as a couple without children. Some 16% live in a property
with adults who they are not related to – ie in a ‘flat-share’, however, it is clear that in
urban environments this figure will rise – in London nearly a third (30%) of tenants live in
a flat-share, rising to 57% for those aged under 25. Across the country as a whole, some
43% of those aged 18-24 years old live in a house-share.

GB average

21%

Why did you move from your
previous property? I

Who are you living with?

(See note on back page) u

RESIDENTIAL RESEARCH

29%

SOUTH

More affordable
property

18-24 and
25-34
35-44 of the
45-54
The mobile
flexible nature
private55+
rented sector is underlined by the survey,
which shows that 38% of respondents have
lived in five or more rented properties. This
also reflects the increasingly longer-term
nature of renting as a form of tenure, with
people staying in this sector for longer before
buying in many cases. As could be expected,
older tenants haveUK
lived in 18-24
more properties
YEAR OLDS
than younger tenants on average. However,
it is worth noting that the majority of
respondents to the Tenant Survey said that
their most recent move had been prompted
by a desire to move to a larger or ‘nicer’
property, as shown in the chart opposite.

Source for all charts: Knight Frank Tenant Survey 2015/16

17%
closer to
work/study

LONDON

30%
Upgrade to
nicer/bigger
property

31% None of these/
Don’t know

I Respondents able to select more than one answer
NB: Numbers may not add to 100% because of rounding

23%
UP TO 1 MILE

UP TO A MILE

1-3 MILES

3-5 MILES

5-10 MILES

Some 45% of tenants have moved
to a rental property within three miles
of their previous accommodation,
although it is notable that nearly a
fifth (19%) moved more than 60
miles, suggesting relocation for
work or study. London tenants are
more mobile, with a larger proportion
(26%) moving within 3 to 10 miles
to a new rental property than in
other regions.

10-60 MILES

LONDON

22%
1-3 MILES

60 MILES+

DON’T KNOW

This data is backed up by
separate independent evidence
from rental data collated by
Knight Frank. Analysis of more
than 4,000 rental records from
London and the South East
shows that while 35% of tenants
in London moved within a mile
from their previous property,
some 26% moved between 3
and 10 miles to their new home.
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RESIDENTIAL RESEARCH

51%

DEMAND DRIVERS
What is the maximum percentage of
gross monthly income you are willing
to pay on rent?
% of respondents

6%

LONDON

8%
24%

24%

28%

28%

24%

9%
UP TO 20%

50%+

17%
Storage

7%

13% Don’t know

20-30%

9% Don’t know

30-40%

40-50%

18
%
50%

10% 7% 5%

15%

71%

51%+
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S
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E
-30
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M
5
I
N
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GB average (Base: Workers)
7%

27% 45 MINUTES - 1 HOUR
12% 1 HOUR - 1.5 HOURS
3%

1.5 HOURS - 2 HOURS

1%

MORE THAN 2 HOURS

Swimming pool*

22%

Communual
terrace/garden

Proportion of respondents
who own a car

Allocated off-street
parking

Which of these amenities would you
be prepared to pay for? I
Access to a gym or swimming pool are the key amenities for which
Londoners would be prepared to pay a slight rental premium, with
33% and 31% of respondents identifying these factors. We
have taken London as an example here of a city centre market,
with a focus on amenities offered in PRS blocks. A higher
proportion of young London tenants would like these facilities,
with 48% of 18-24 year olds saying they would pay extra rent for
access to a gym in or near their building, and 41% saying the
same about access to a pool, perhaps underlining the benefits
they see in having access as part of their rent, rather than having
to pay gym membership fees. Some 36% of 18-24 year olds said
they would pay a slightly higher rent for access to a communal
terrace or garden, as did 31% of 25-34 year olds.

10% 9% 6%

20%

24-hour concierge/security

24%

Storage

Allocated
on-street parking

Entertaining
space

Communual
cinema room

4% Don’t know / 28% None of these
* in or close to building

30%

GB average

56%

33%
25%

45%

28%

19%

34%

21%

Good amenities Good schools
(gym etc)

Younger renters would prefer to pay all bills and
amenities within their monthly rental payments, with
62% of 18 – 24 year olds saying they would prefer to
roll up their utility bills into the rent, or both their wifi/
satellite tv and their utilities into the monthly payment.

PAY BILLS INDEPENDENTLY

UK

CAR

WALK

BUS

TRAIN

41%

37%

22%

18%

RENT INCLUDING
UTILITIES

18-24 YEAR OLDS

RENT INCLUDING UTILITIES
& WIFI & SATELLITE

LONDON

None
of these: 4% UK | 4% 18-24 yrs old | 2% London
LONDON
UNDERGROUND

CYCLE/RUN TAXI

MOTORBIKE
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11%

1%

56%

2%

2% Other | 5% NA
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45%
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In which of the following ways do
you tend to get
to/from work? I
34%
25%

MINUT
E
-30
15
M
5
1 IN

19%

PAY BILLS INDEPENDENTLY

7%

RENT INCLUDING
UTILITY BILLS

24%
25%

LONDON
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WALK
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TRAIN
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52%

41%

35%

33%

12%

11%

1%

1%

27%

43%
33%

30%

45 MINUTES
30-

ES
UT

UP TO 15 MINUTES

24% 15-30 MINUTES
25% 30-45 MINUTES

Gym*

27%

Which ONE of the following would
appeal to you the most?

11%
Close to network Affordable
(friends & family)

31%

S

What is24%
the maximum
amount25%of time that
you are willing to
27%
spend commuting
12%
to work?

3% Don’t know

39% 36%
35% 33%

Good local
shops

33%

Thinking about your utility bills (e.g.
gas, electricity etc.), satellite, TV, and
Wi-Fi subscription bills…

UTE
S

45
30-

7%

of Londoners think that
transport links are the most
important factor when
choosing a rental property

47%

Separate external evidence, collated by Knight Frank, shows
that nearly 30% of 18-24 year olds in Capital are paying
UR - 1.5 HOURS
1 HO
more than 40% of their income on rent – failing to 15.3% for
Close
Good transport
- 1 HOto
those aged 25-34, reflecting the higher average earning in the5 MINUTESwork/study
UR
links
4
age bracket.
IN Don’t know | 10% None of these
M1%

Nearly half of working tenants would be prepared
to travel for either 15-30 minutes (24%), or 30-45
minutes (25%) door to door to reach their office or
place of work each morning. In Wales, some 44% of
tenants would prefer to commute for either less than
15 minutes (13%) or between 15-30 minutes (31%),
while in the North East, the proportion is
37% (either 7% less than 15 minutes or 30% for
15-30 minutes). In London, the most popular
commuting time (43%) is between 45 minutes and
an hour (43%) each morning. The top mode of
transport for tenants outside London (except
Scotland) is car, while in the capital, more than half
(51%) of respondents use the London underground
for part or all of their journey, as shown opposite.

London

18-24, with Communual
citing this as a key
terrace/garden
choosing an area in which to live is
factor. Overall, the relatively small
proximity to their work or place of
proportion of respondents who said
study, fitting in with the rising demand
that proximity to good schools was a
for private rented accommodation
factor may be explained by the fact
near employment hubs in city centres.
that around just a fifth of respondents
This is borne out by Londoners, with
overall live with children in the private
71% saying that being close to
rented sector.
transport links is their primary concern
when choosing a property, and
24-hour concierge/security
Allocation on-street Entertaining Communual
space
cinema room
underlines the findings of last year’s parking
Tenant Survey. Affordability is also a
key concern, especially for those aged

GB average
Nearly a quarter (24%) of Londoners are prepared to pay
50% as a maximum amount of their gross annual income
on
38% Don’t know/NA
rent, up from 22% last year, Overall, across Great Britain,
%
more than a half of respondents said they would be prepared
to pay either 30% (28% GB adults) or 40% (24% GB adults)
as a maximum amount of their gross monthly income on rent,
with a fifth saying they would pay 50% of their gross annual
income on rent. The median average of rent that tenants are
willing to pay across the country is 40%. The outlook for
incomes is positive in the coming years, with the Office for
Budget Responsibility forecasting annual earnings growth of
3.6%. In 2016, rising to 4.4% by 2020. To put this in context,
in 2015, earning growth was at 2.2%, and this marked some
of the highest growth seen since the financial crisis.

COMMUTING

22%

for tenants
Off-street parkingThe main prioritiesSwimming
pool* when Gym*

% of respondents

20%

23%

% of respondents who identified each factor

UP TO

GB

ts

35%

Which factors are important when choosing
a rental property? I

28%

21%

Proportion of London
tenants
prepared to
RENT INCLUDING UTILITIES
&
WIFI
&
SATELLITE
TV
travel for between
45
minutes and an hour to
work each day

1% Other | 3% NA

12%

6

7% UP TO 15 MINUTES
Source for all charts: Knight Frank Tenant Survey 2015/16
24% 15-30 MINUTES

I Respondents able to select more than one answer
NB: Numbers may not add to 100% because of rounding
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MOVING IN
Would you IDEALLY choose to move to a furnished,
unfurnished or part furnished privately rented property?

What is your ideal length
of tenure?

GB average

35%

Overall, across the country, a third of tenants
would prefer a part-furnished or fully furnished
flat. However, the data suggests large
variations by region and by age. Some 57%
of 18-24 year olds across the country would
like to move into a partly or fully furnished
property, and when looking just in London, this
proportion rises to 75%. Nearly two-thirds
(62%) of Londoners aged 25-34 would prefer
a partly or fully furnished property.

WITHOUT BREAK CLAUSE
WITH BREAK CLAUSE

30%

16% Don’t know

25%

Which ONE, if any, of the following
factors would MOST attract you to
a privately rented property?

20%
15%
10%

75%

0%

33%

5-44 25%

5-34 41%

8-24 57%

6
1
2
3
4
5
+5
MONTHS YEAR YEARS YEARS YEARS YEARS YEARS

PART OR FULLY FURNISHED

UNFURNISHED

33% 55%

63% 40%

GB

63%

27

Respondents
who want a break clause, allowing
VERY IMPORTANT
% said their
FAIRLYor
IMPORTANT
tenant
landlord to end the lease early,
%
NOT AT ALL IMPORTANT
preferred
NOT VERYtime-frame
IMPORTANT to break was six months.

GE GROUPS

55+ 85%

24

LONDON

GB

55+ 13%

LONDON

55+ 85%

45-54 22%

25-34 41%

45-54 75%
35-44 70%

35-44 year olds
Very important 18%
Fairly important 28%
25-34 56%

18-24 57%

15%

5-54 75%

18-24 38%

Don’t know: 4% ALL | 5% 18-24 | 4% 25-34 | 4% 35-44 | 3% 45-54 | 2% 55+ | 4% London

How important is it to have storage
for/an area to keep bicycles in your
privately rented accommodation?

5-34 56%

8-24 38%

5-44

13%

GB average

VERY WILLING

18%
28%
ALL
UK

VERY IMPORTANT
FAIRLY IMPORTANT

35-44
YEAR OLDS

VERY IMPORTANT
FAIRLY IMPORTANT

8

EXTRA FACILITIES
INCLUDED

11%

11%

20%
FAIRLY WILLING

Would you pay extra to keep a pet in
your property?

15%

UNFURNISHED

WHAT TENANTS
33% 40% WANT…
GB

LONDON

55+ 13%and lettings agents
From property managers

GB

LONDON

63% 40%

55+ 85%

As was the case in last year’s survey, tenants
in the private rented sector say that
25%most
35-44the
What are the most 45-54 75%
important quality for a lettings agent is
important qualities 35-44
for a70%
transparency. Being open with tenants, as
41%
25-34 to
good property manager?
well as the ability to respond quickly
queries, are both attributes which are prized
GB average
25-34 56%
more highly than the competitiveness of fees
Responds to any queries within 24 hours
charged by the agency. Around a third of
%
18-24 57%
18-24 38%
respondents said it was important
that a
Straight-forward/honest with tenants
%
lettings agent should me a member of a
recognised trade body, although
Don’t know:this
4% ALL | 5% 18-24 | 4% 25-34 | 4% 35-44 | 3%Easily
45-54contactable
| 2% 55+ | via
4%phone/e-mail
London
%
proportion increased with age, with 42% of
over 55s saying that it was a key attribute.
Sends/uses reliable contractors

50
48
47

GB average

Two fifths of respondents said that the ability to store
their bike in their rental property was important to
them, although this rises to 46% of those aged
35-44 across the country.

ONDON 40%

21%

PART OR FULLY FURNISHED

What are the most important
qualities for a good lettings
agent?

GB average

5-44 70%

21%

WI-FI
INCLUDED

45-54 22%

35-44 25%

34

ONDON 55%

OFF-STREET
PARKING

16% Don’t Know/None of these

The majority of respondents said their ideal length
of tenure is up to one year, and this is particularly
true of younger tenants, highlighting a preference
for increased flexibility in the sector. More than
two-thirds (69%) of tenants aged between 18
and 24 said they would prefer a tenancy
agreement of up to a year, with 61% of 25-34
year olds saying the same. The mobility that the
rented sector allows is again underlined by the
reasons why people move, with the largest cohort
of tenants identifying the desire to upgrade to a
larger or nicer property as the%reason for their last
move. The costs of moving in the owneroccupied sector can inhibit such flexibility.

GE GROUPS
55+ 13%
5-54 22%

NO SECURITY
DEPOSIT

21%

proportion of 18-24 year
olds in London who
prefer a partly or wholly
furnished property

5%

When it comes to what landlords might offer to entice tenants, one
month’s free rent, a security deposit waiver or no extra charges for
off-street car-parking are the winners. A month rent-free was the most
popular under-35s with 27% for ages 18-24 and 26% for ages 25-34,
choosing this option across the country.

GB average
ONE MONTH’S
FREE RENT

RESIDENTIAL RESEARCH

A third of respondents said they would be willing to pay extra in rent
to keep a pet in their property – sometimes landlords charge more
to cover the cost of the extra refurbishment needed after a tenant
who has had a cat or dog vacates the property. Nearly one in 20
(4%) of those in the private rented sector already pay extra to have
their pet live with them, and this rises to 7% for those aged over 55.

51%
40%
38%
38%
32%
23%
16%
14%
10%

38%
29%
22%
16%

Transparency
Quick responses to any queries
Competitive fees
Easily contactable via phone/e-mail
Member of a trade body (e.g. ARLA)
Good knowledge of rental properties
Good communication skills
Offices open longer hours
and at weekends
Good knowledge of the local area

14%
10%
2%

Ensures repairs and cleanliness
in communal areas
Provides support to tenants
Clear out-of-hours contact details
Friendly

How do you prefer to
log repair requests?
GB average

36%
EMAIL

35%
PHONE

25%

ONLINE PORTAL

Good knowledge of rental properties

1%

Good knowledge of the local area

5% Don’t know/Other
Respondents chose up to 3 most important attributes

A quick response time to queries is the
most important attribute in a property
manager, tenants say. Half of
respondents highlighted this as a
priority, and this was broadly the case
across all age groups and all regions.
Transparency and ease of contact are
the other key qualities for a property

LETTER
4% Don’t know

manager. When logging a repair job,
most tenants would prefer to do this
by email, while a quarter would prefer
to use an online portal system, where
repair jobs can be tracked online.
Among the under-25s, the proportion
of those who would prefer to log jobs
online rose to 30%.

Respondents chose up to 3 most important attributes

24%
Source for all charts: Knight Frank Tenant Survey 2015/16

I Respondents able to select more than one answer
NB: Numbers may not add to 100% because of rounding
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INVESTOR SURVEY

2020
£50bn
2015
£15bn
Current and expected investment in
the private rented sector by large
scale investors

What do you see as key hurdles
in fulfilling goals in the PRS market
in England?*

Knight Frank interviewed 16 key large-scale investors in
the Build-to-Rent market to ascertain their views on the
sector and their outlook for the next five years. We would
like to thank all of these investors for their participation.
The survey respondents indicated that
the overall investment in the Build-to-Rent
market is set to more than treble in the
next five years.

63%
44%

At what level do investors see
GROSS yields settling in 2020 in....

31%
19%

Knight Frank estimates that the sector will
be worth £50 billion by 2020, accounting
for 5% of the total PRS market by value,
up from 2% currently.

Land Planning Government “Sales
supply policy
policy
Market”

EDINBURGH

6%

How long to hold investment?

6.6%

6.1%

5.8%

REGIONS AVERAGE
6.5%
LONDON
4.75%

BIRMINGHAM

6.0%

29%

43%

<10 YEARS

BRISTOL

5.6%

10-20 YEARS

10-20 YEARS

21%

7%

All respondents planned to equal or
increase
their current level of investment
%
overBECAUSE
the next five years, and 71% said they
NO (NOT
OF LEGISLATION)
would be holding the assets for more than
ten years.

23

%
The continued interest in the 7
regional

markets, especially city centre markets
around the UK, is underlined by the
fact that some respondents saw their
investments being split 50/50 in London
and the regions in five years’ time, while
others were clear that their portfolios would
%
be weighted towards the regions chiming
YES
with the appetite for higher yields.

38

The range of yields on offer across the
country is one of the key attractions of the
market, and investors expect yields
in regional city centre markets to settle 1.75
basis points higher than London by 2020,
assuming that the economy performs in line
with market expectations in the meantime.
Perhaps one of the biggest questions in the
nascent build-to-rent market at present is
10

Fluctuating capital values in the residential
market are also seen as a hurdle, as there

Note: assuming economy performs in line with
market expectations

20-30 YEARS

the ratio of gross to net yields. The average
response from our survey was 26%,
although the%responses ranged from 24.5%
to 30%, as the exact ratio will be determined
by the location and type of building.

29

26%
21%

Raising
Capital

The planning system is also an obstacle to
PRS development, investors say. Although
there has been a sharp rise in residential
planning consents since the introduction
of the National Planning Policy Framework
(NPPF) several years ago, the process
remains complex and the potential delays in
being granted permission is often cited by
developers across the residential spectrum
as an issue hampering development.

LEEDS

MANCHESTER

40+ YEARS

Build
Costs

13%

eases, the impact will continue to be felt in
the coming 12-18 months.

GLASGOW

7%

Source: Knight Frank Research

38%

43%

£200M-£300M

20-30 YEARS

average gross to net£400M-£500M
currently being
14%factored
in by investors
14%
%
29
£1BN+

Land supply is seen as the biggest obstacle
to developing the PRS in England & Wales.
Build cost inflation was also flagged up as
an issue. The sharp increase in the cost of
%
construction materials, especially
bricks,
over the last 18-24£500M-£1BN
months, as well as the
rising cost of labour, has had an impact on
all corners of the construction sector, and
even as the pace of build cost inflation

43

Source for all charts: Knight Frank Tenant Survey 2015/16

VIEWPOINT
JAMES MANNIX
Head of Residential
Capital Markets

In 5 years time large investors will have
invested £50 billion in the Private Rented
Sector – around 5% of the current stock.
Today 5.4 million people live within
the sector. If current trends continue
this will rise to more than 6.75 million
within the same timeframe. Most of the
demand in the rented sector is from
young economically active people with
concentrations in urban centres. These
people view themselves as being relatively
transient and renting affords them the
flexibility to upgrade, downgrade or move
according to their circumstance.
Tenants are increasingly adopting a “rent
now, buy later” mind set since very high
I Respondents able to select more than one answer
NB: Numbers may not add to 100% because of rounding

RESIDENTIAL RESEARCH

can be a shifting environment when it
comes to yields that may not reflect the
rental fundamentals.
Investors also flag up Government
policy in and around the private rented
sector, whether existing or potential
legislation. Political rhetoric can be loud
in this sector, even if there is little actual
appetite to change the largely popular
status quo. However, this can create
uncertainty, and as with most aspects of
housing, while the industry can cope with
change, it flourishes in a stable policy
environment. It is interesting to note that
funding is not seen as a major hurdle now
– underlining the increased appetite for
Build-to-Rent investment.

Scotland
The Private Tenancies Bill, set to be
introduced into law in Scotland, includes
measures to “provide more predictable
rents”, as well as changing the basis on
which landlords can end a tenancy. The
survey results suggest that the proposed
legislative changes could reduce the
volume of capital applied to build to rent
north of the border.
The policy proposals, which will be
introduced to try and address some of
the issues in and around rogue landlords,
may be laudable in their aims. However

proportions are expressing that they are
happy with their current circumstance but
have an aspiration to buy later on whether or
not they are currently saving for a deposit.
Whilst the rental market remains highly cost
sensitive, affordability has slipped down
tenants’ priority list slightly compared to last
year’s survey. This is possibly a reflection
of a more positive sentiment linked to rising
salaries and the general economic recovery.
Our Investor Survey indicates that major
investors looking at the sector are working
hard to provide fit-for-purpose rental
accommodation which they intend to hold
and run for a long period of time. 71% of
investors are intending to hold for more
than 10 years.
We can identify that the major risk to the
emergence of high quality bespoke and long
term rental accommodation is government
legislation. This manifests itself through
the 61% of investors who would no longer
invest in Scotland, 62% of these as a direct

they may affect other parts of the rental
market, which is perhaps an unintended
consequence as the Government has been
looking for ways to encourage investment
in the build-to-rent sector in Scotland. The
policy proposals have resulted in 38% of
investors saying that they would no longer
consider invest in Scotland. An equal
number of investors said that they would
still consider investing in Scotland despite
changing legislation, whilst 23% said they
wouldn’t invest, but highlighted that this
was down to their internal strategy.

In light of new legislation in Scotland,
would you invest in this market?

23%

38%
NO

NO (NOT BECAUSE
OF LEGISLATION)

38%
YES

result of the Private Tenancies Bill being
proposed by the SNP. We noted a
dampening of sentiment in the broader
UK market in advance of the last election
as a result of similar rhetoric from the
Labour Party.
The results from the Tenant Survey and
the Investor Survey demonstrate that
there is a generational shift in the market
both amongst renters and investors
which stands a good chance of both
stabilising the volatility of the housing
market and satisfying some of the
structural shortfall in supply. One of the
major controls on production of housing
is projected rates of sale. The rental
market could significantly accelerate this
factor through immediate absorption.
Central and Local governments need to
resist the temptation to legislate or tax
and to allow the market to fulfil its long
held potential as a major contributor to
the UK housing challenge.
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All figures, unless otherwise stated,
are from YouGov Plc. Total sample
size was 5036 GB adults who rent
privately. Fieldwork was undertaken
between 16th-30th October 2015. The
survey was carried out online. The
figures have been weighted as per
the specified age and region quotas.

u Note: How long have you lived in your current

property? Up to a year (28%); More than a year,
up to 2 years (20%); More than 2 years, up to 3
years (13%); More than 3 years, up to 4 years
(8%); More than 4 years, up to 5 years (6%);
More than 5 years, up to 6 years (5%); More than
6 years, up to 7 years (3%); More than 7 years,
up to 8 years (3%); More than 8 years, up to 9
years (2%); More than 9 years, up to 10 years
(2%); More than 10 years (9%)
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Front page image: The GRID building at Wood Wharf, a residential rental building commissioned
by Canary Wharf Group and designed by GRID Architects.
Knight Frank Residential Research provides strategic advice, consultancy services and forecasting
to a wide range of clients worldwide including developers, investors, funding organisations,
corporate institutions and the public sector. All our clients recognise the need for expert independent
advice customised to their specific needs.

RECENT MARKET-LEADING RESEARCH PUBLICATIONS
PRIME CENTRAL LONDON LETTINGS
DEMAND DIPS AS GLOBAL
ECONOMY REMAINS VOLATILE

GAINING GROUND

As global companies curb costs, demand for rental property has fallen in recent
months, says Tom Bill

HOUSEBUILDING REPORT 2015

October 2015
Annual rental value growth slowed to
1.5% after peaking at 4.2% in May this year
Rental values fell -0.5% in October, the
steepest decline in two years
The number of tenancies agreed in
September was -12% lower than the
same month in 2014
Average prime gross rental yields were flat
at 2.95%
Macro View: London’s status as a global
financial centre

It has been a year of two halves for the prime
central London lettings market.

easing programme in December in order to
stimulate inflation.

Annual rental value growth peaked at 4.2%
in May, the month of the general election, as
demand transferred from the sales market.

Against this backdrop, demand for prime rental
property has slowed.

The cause was uncertainty around property
taxation and increased rates of stamp duty
mean it remains a live issue, particularly in the
super-prime £5,000-plus per week price bracket.
However, anxiety around the global economy has
dampened demand since the summer.
The uncertainty has centred on events in China,
which has caused companies to curb relocation
budgets and recruitment plans. The falling oil
price has also impacted sentiment among energy
companies.
Advertising giant WPP, whose performance is a
useful barometer of how much companies are
either cutting costs or spending, said in October
firms were feeling risk-averse due to geo-political
concerns. Rival Publicis said there had been an
“unusually large” number of clients postponing or
cancelling campaigns.
Adding to the sense of a weaker global economy,
speculation has grown that the European Central
Bank is likely to extend or increase its quantitative

5%

CONSTRUCTION TRENDS

ECONOMIC AND
MARKET UPDATE

HELP TO BUY ANALYSIS

UK Housebuilding
Report 2015

However, despite the near-term uncertainties,
the UK economy is performing strongly and the
longer-term outlook is positive. As we discuss
in the Macroview section on page 2, the author
of the closely-watched Z/Yen Global Financial
Centres Index report said London will remain
one of the most attractive places on earth to do
business.

Tenancies
Agreed

Viewings

2%

-1%

1%

Jul-15

Apr-15

Oct-15

Jan-15

Sep-15

Oct-14

Jun-15

Mar-15

Feb-15

Aug-15

0%

Source: Knight Frank Residential Research

REGIONAL FOCUS

Adam Burney
MRICS, Partner
Residential
Capital Markets

Tony Haran
MRICS, Associate
Residential
Capital Markets

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:

-12%
Source: Knight Frank Residential Research

Prime Central London
Rental Index - Oct 2015

RESIDENTIAL RESEARCH

RESIDENTIAL DEVELOPMENT
LAND INDEX
DEVELOPMENT LAND PRICES
SLOW AGAIN IN Q3

THE RISE AND RISE OF
URBAN RENTERS

Average greenfield development land prices across England continued
to slip back in Q3 amid a slightly less active appetite for sites among
developers and increased cost of development. In prime central London,
land price growth eased for the third consecutive quarter, underlining
the market’s return to more normal conditions. Gráinne Gilmore
examines the latest market trends.

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.
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-inclass 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.

Key facts Q3 2015
Greenfield development land prices in
England slipped by 0.2% in Q3, taking
the annual change in prices to -2.8%
Greenfield land prices are down 3%
since the start of the year

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.

Development land prices in prime
central London were unchanged in Q3,
taking the annual rate of growth
to 7.4%

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.

Average greenfield development land prices
across England dipped by 0.2% between
July and September. This takes the
cumulative price drop since the start of the
year to 3%, enough to reverse the gains
seen in land prices during 2014.
The slip in land values reflects a wider
slowing in house price growth across
the UK from the peak seen late last year.
However there are also other key factors at
play, not least a more moderate demand
for development sites among larger
housebuilders who have spent several years
replenishing their pipeline supply of land.
As a result, sites which do not ‘tick all the
boxes’ are attracting less attention.
Developers are also facing higher build
costs and a shortage of labour, but there are
signs that the shortage of materials which
has been pushing up prices is easing. The
new RICS construction survey, published
this week, shows a drop in the number
of developers saying that a shortage of
materials was a factor limiting building levels

FIGURE 1

Forbes Place, Aberdeen
New
Prospective
Tenants

3%
2%

-1%

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

While the number of new prospective tenants
rose 2% in September compared to the same
month last year, the number of tenancies agreed
was -12% lower.

4%

Dec-14

Follow Tom at @TomBill_KF

Annual rental value growth slowed to 1.5% in
October, the lowest level since August 2014,
and average prime gross rental yields were flat at
2.95%.

Lettings activity slows in prime central London

12 month % change
6 month % change
three monthly % change
monthly % change

6%

Nov-14

“Advertising giant WPP, whose
performance is a barometer
of how much companies
are either cutting costs or
spending, said in October
firms were feeling risk-averse
due to geo-political concerns”

May-15

Head of London Residential Research

Rental values in prime central London fell by
-0.5% in October, the steepest monthly decline
in two years. The largest monthly drops were
-2% in South Kensington and -1.2% in Chelsea,
two areas where demand has been traditionally
strong among financial services tenants.

FIGURE 2
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Rental value growth in prime central London
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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.

FIGURE 1

Annual growth in rents
Year to end June 2015
0.12
12%
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10%

8%

Prime central London
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“The fast-paced policy
environment is causing a
degree of short-term ‘limbo’
in the market as developers
wait for more details on
Government plans.”
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In addition, developers are also having
to factor in reduced revenues from
Registered Providers on the affordable
element of schemes after the Chancellor’s
announcement in the last Budget that social
rents would be cut in the coming years.
On a short-term basis, the fast-paced policy
environment, especially around affordable
housing, is causing a degree of ‘limbo’ in the
market as developers look for more detail
on the Government’s Starter Home initiative.
Although policymakers have pledged to
deliver 200,000 of these homes by 2020,
the detail of how the scheme will work is
still vague.
In the prime central London market, price
growth in land prices continued to ease,
reflecting the slowing growth seen in the
sales market. Average prime property values
in central London are up 1.3% year on year,
compared to 7.4% annual growth in
September last year.

FIGURE 2

Factors affecting development…
proportion of respondents
answering yes

Quarterly change in average
land values

FIGURE 2

Average cost of housing
July 2015

(figure 2). The labour shortage is still a key
concern however.

RICS construction market survey
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