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SUMMARY

■  Central London has one of 
the tightest supplied markets in 
comparison to other global fi nancial 
centres such as New York and Hong 
Kong. 

■  Modelling suggests that the supply 
gap in Central London would require a 
200% increase in current supply levels 
to fi ll. 

■ Occupancy levels continue to 
improve, outstripping that seen in the 
hotel market.  This has been driven by 
a pick up in corporate demand and 
their continued focus on cost control. 

■  Rates have also improved, although 
to a lesser extent in the Regions.  The 
average serviced apartment premium 
to the Private Rental Sector (PRS) in 
the UK is now 2.9.

■  The quasi-residential nature of 
serviced apartments should enhance 
its attractiveness to investors looking 
to invest in residential but have a 
preference for a greater yield play.

■  Capital values in Central London 
averaged £480,000 per apartment 
in 2011, 28% above the long run 
average. 

“With long run occupancy 5.8 
percentage points higher than 
hotels but with almost double 
the operating profi t margin, 
serviced apartments clearly 
offer an attractive alternative to 
hotels.” Adrian Archer, Savills Hotels & 

Healthcare
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UK Serviced Apartment market

London supply 
continues to lag behind 
other international 
centres
■  Central London supply stands 
at approximately 8,000 units yet it 
remains one of the smallest markets 
internationally. 

■  This apparent undersupply becomes 
even more pronounced when you take 
into account business visitor numbers, 
the traditional users of serviced 
apartments.  New York and Hong 
Kong have 5.2 and 5.3 units per 1,000 
business visitors respectively.  London 
has 1.2 units.  This suggests that there 
is scope for further expansion. 

■  Serviced apartments are a mature 
concept in the US and Asia Pacifi c, 
with a number of well known branded 
operators.  As a result, we suspect that 
they are used by a larger proportion 
of business visitors as opposed 
to London where the concept is 
less known.  In the case of Hong 
Kong, the city's restricted private 
rental sector (PRS) has been key in 
driving occupancy, as has its greater 
fl exibility, as people are now entering 
the serviced apartment sector as an 
alternative to PRS accommodation.
 
Identifying the supply 
gap
■  Savills have carried out an analysis 
in order to estimate the capacity for 
further unit expansion in London.  This 
took into account current and known 
future supply levels and overseas 
business visitor numbers.  We have 
also factored in potential demand that 
may currently be serviced by the PRS.  

■  Based on this analysis we estimate 
that there is potential capacity for 
a further 16,300 units, requiring a 
200% increase in current supply to 
fi ll.  However, the ability to access this 
latent demand will be dependent on 
enhanced marketing of the serviced 
apartment concept.  Branding will also 
be key, as there are a limited number of 
national branded operators in the UK.

Operational 
performance remains 
strong
■  London and regional serviced 
apartment occupancy has tended 
to outperform that for hotels.  Based 
on data from the Association of 
Serviced Apartment Providers (ASAP) 
occupancy since 2009 has averaged 
87% in London and 75% in the 
regions.  Compared to the hotel market 
this is an average outperformance of 
approximately 580 basis points (bps).

■  The improvement in occupancy 
during 2009 and 2010 was driven 
by improving corporate confi dence 
combined with their continued focus 
on cost control as serviced apartments 
were seen as a more cost effective and 
attractive alternative to long term hotel 
stays.  

■  More recently the diffi cult market 
conditions following the recent 
Eurozone crisis did see lower than 
average occupancy levels in Q4 11 
and this does pose a risk to corporate 
travel numbers this year, particularly 
those out of mainland Europe.  

■  However, we believe this to be a 
temporary blip and expect occupancy 
to return to average levels during the 
course of 2012 as corporates renew 
their focus on costs, and particularly 
as stock availability remains heavily 
restricted.

GRAPH 2

Occupancy exceeding pre-recession levels

GRAPH 3

Identifying the supply gap

Graph source: ASAP; TRI Graph source: Savills; ONS; English Housing Survey
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International supply comparison
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GRAPH 5

Serviced apartments offer attractive yield play

Graph source: Savills; IPD (Note*: Prime Central London residential yields are Gross.)

'headache'.  In addition, the greater 
maintenance required of serviced 
apartments means that the level of 
'wear and tear' will only be a fraction 
of what would be experienced in the 
PRS.  However, while investors are 
keen to unlock the potential returns 
linked to the sector there remains a 
certain herd mentality with investors 
reluctant to be the one to make the 
fi rst move.  

Savills Valuation Index
■  Unit values in Central London for 
2011 averaged £480,000, 28% above 
the long run average.  While these 
values are partly skewed by several 
prime properties, this highlights the 
bounce back in values which has been 
driven by a combination of limited 
stock and improving values in the 
wider residential market in Central 
London.  ■

Improvement in 
occupancy driving 
growth in rates
■  The improvement seen in 
occupancy has been accompanied 
by an increase in rates.  Last year saw 
a 4.2% increase in average rates in 
London, with a 2.8% growth seen in 
the regions. 

■  In London serviced apartment net 
weekly rates averaged £945 in 2011 
versus the £611 seen in the regions.  
This represents a signifi cant premium 
on the PRS, being 2 times greater in 
London and almost 4 times that in the 
regions.  

■  Even if you were to account for the 
lower gross to net profi t associated 
with serviced apartments the average 
multiple to the PRS would still be in the 
region of 2.1. 

Serviced apartments 
offer an attractive yield 
play
■  Investor uncertainty has returned 
to the property sector in the wake of 
the problems facing the Eurozone.  As 
a result there has been a general stall 
in yield compression, with investors 
refocusing their attention on 'prime' 
sectors and assets.

■  However, for those investors 
looking for a better yield play, serviced 
apartments could prove attractive.  
Current yields in Central London are 
in the region of 6.25%, with recent 
transactions pointing to prime initial 
yields of 4.75%.  This is some 245bps 
above the 3.8% being reported for 
Prime Central London residential.
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GRAPH 6

Average Central London serviced 

apartment unit values 
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■  Serviced apartments quasi-
residential nature should mean that 
the sector would be an attractive 
alternative to those investors looking 
at residential investment.  In particular, 
the conversion of secondary offi ce 
stock which is being considered for 
standard residential development 
would also be applicable to serviced 
apartments.  It may in fact be a 
better fi t as operator preference for 
smaller units could be more easily 
accommodated within an existing 
offi ce structure.  However, while 
institutional investor interest in the 
residential sector has been picking up, 
the diffi culty in accessing signifi cant lot 
sizes and the intensive management 
required has created barriers to entry.

■  Serviced apartment investment 
offers a potential way to mitigate 
these issues.  Leasing units to an 
operator can remove the management 

GRAPH 4

Rates continue to rise
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OUTLOOK

Serviced apartments offer 
signifi cant expansion 
opportunities and a steady 
income stream

Please contact us for further information

Savills plc

Savills is a leading global real estate service provider listed on the London Stock Exchange. The company established in 1855, has a rich heritage with unrivalled growth. It is a company 
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ASAP

The Association of Serviced Apartment Providers (ASAP) was fi rst established in 2002.  ASAP represents all the main serviced apartment operators in the UK, who in turn manage and 
control in excess of 10,000 units across the UK & Ireland.  The Association is the primary body representing the collective interests of all parties involved in the provision of serviced 
apartment accommodation across the UK.  For further information please go to www.theasap.org.uk
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■ Occupancy levels to hold in 2012, despite shaky 
economic conditions, particularly as stock availability 
remains signifi cantly restricted.

■ Variations in regional performance to remain, 
with London continuing to out-perform.  However, 
there will be those regional centres that will continue 
to see strong performance and offer expansion 
opportunities.

■ Increasing appetite from serviced apartment 
operators to develop their own branded offerings 
either through joint ventures and/or independently, 
and expect a small handfull of these types of 
properties come to the market this year.

■ Hotel operators will continue to enter the sector 
with their own apart-hotel brands.  With serviced 
apartment operators creating their brands in order 
to capture the leisure market, we may see a sector 
battle emerge.

■ Institutional investment in the sector to remain 
limited/non-existent with private equity continuing 
to be the driving force as was the case in the early 
days of the hotel investment market.  It may be two 
to three years before we see signifi cant institutional 
investment in the sector.  

Savills Research

The Savills Research team has gained 
a reputation for an innovative and pro-
active approach, which comes from a 
clear philosophy of market dynamics 
and an understanding of our clients 
needs.

The team is unique in providing advice 
and analysis to clients across all 
sectors of the property market: from 
rural property to offi ces; residential to 
retail and leisure; in both the UK and 
globally.  

Our established research team, 
with some 20 years experience, has 
a strong reputation for producing 
accurate, well informed and above 
all else, independent analysis and 
commentary.  

Savills Hotels & Serviced 
Apartments

Savills are market leaders, having sold 
and transacted more than 300 hotel 
and serviced apartments in Central 
London alone.  Sales include trading 
hotels at both corporate and private 
levels, from tourist class to fi ve star 
deluxe hotels.  Based throughout 
the UK and Europe, we provide the 
complete package from acquisition 
and planning stage, through to lease, 
management contract or turn-key 
negotiations and sale of investment.  

In 2011, Savills provided consultancy 
advice for a luxury 130 unit serviced 
apartment renovation in Mayfair, 
London.  The team also completed the 
annual portfolio valuation for Ascott 
Reit of nearly 3,000 units.

Savills remain one of the most 
experienced agents and valuers in the 
industry.  Annually we handle some 
€5bn worth of hotel and serviced 
apartment asset transactions and 
valuations across the UK and Europe. 


