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SUMMARY
2014 witnesses year-on-year increases in prime sector despite a muted fourth quarter

■ Over the course of 2014, average 
rents in prime London increased by 
1.8% with the strongest rental growth 
seen in Central London and the East  
of City markets.

■ Across London's commuter belt, rental 
growth averaged a slightly stronger 2.7% 
over the year as towns such as Guildford, 
Harpenden, Tunbridge Wells and 
Winchester continued to outperform.

■ We are forecasting rental growth of 
2.5% in 2015 for both prime London 
and its commuter belt and total rental 
increase of 17.1% and 15.9% over the 
five years to 2019 respectively.

TABLE 1

Prime rental movements to Q4 2014

Source: Savills Research

All Prime 
London

Prime 
Central
London

Prime 
North 
West

London

Prime 
South 
West

London

Prime 
North

London

Prime 
East of 

City

Prime 
Commuter 

Zone 

Q on Q -0.2% -0.4% -0.9% 0.1% 0.0% 0.5% -0.4%

Y on Y 1.8% 3.5% 0.2% 1.7% 3.2% 5.1% 2.7%

Since Peak 0.2% -1.5% -9.1% 3.0% -1.1% 10.3% -2.2%

£ per sq ft £42 £62 £43 £29 £35 £35 £17
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Rental growth in 2014
Rents in the prime housing markets 
of London and the commuter zone 
ended 2014 1.8% and 2.7% higher 
than at the beginning of the year 
respectively. This was despite small 
falls in the traditionally muted fourth 
quarter of the year.

Prime London
In London, the two strongest 
performing markets have been 
central London, where rents rose 
by an average of 3.5% and the East 
of City market – that encapsulates 
Wapping and Canary Wharf – which 
witnessed rental growth of 5.1%.

The performance of these two markets 
have meant that, as an average, rents 
in the prime London market have again 
nudged back above where they were 
at their peak of June 2008, prior to the 
collapse of Lehman Brothers.

However, there has been little 
consistent rental growth in this market 
since 2011. Over the past three years 
as a whole, prime rents in the capital 
have only risen by 1.2%.

These headline statistics mask the 
fact that growth continues to be 
stronger for smaller properties, with 
prime one and two bedroom units 

delivering annual rental growth  
of 3.1% and 2.7% respectively.  
By contrast, properties of five or 
more bedrooms saw rental falls of 
1.0% over the year, meaning that 
rents are now 3.0% below where 
they were three years ago.

This reflects a relatively weak 
employment market in the financial 
and insurance services sector. Oxford 
Economics indicates that such 
employment in the City of London, City 
of Westminster & Tower Hamlets has 
fallen by -0.9% in the past three years.

In these key employment locations 
much stronger employment growth 
has been seen in the professional, 
scientific & technical (+20%) and 
information and communication 
sectors (+21%).

However, in these sectors corporate 
budgets have been lower and 
brought more demand for smaller 
units, which has also been boosted 
by demand from those affluent 
professionals unable to buy in their 
preferred locations because of the 
competitive sales market, particularly 
in the first half of 2014.

Prime Regional
A similar differential in rental 
performance was seen in the prime 
regional market. Smaller properties 
servicing core market demand 
have generally performed the most 
strongly, with one and two bedroom 
units delivering annual price growth  
of 4.3%, bringing total growth over 
the three years to 11.7%.

By contrast, there has been a much 
thinner market for large properties at 

5.5%
Three year rental growth  

of one bedroom flats  
in prime London 

17.1%
Five year forecast  
for rental growth in  

prime London

GRAPH 2

Prime London rental growth

Source: Savills Research

GRAPH 1

Prime London quarterly rental growth

Source: Savills Research
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the top end, which continue to be price 
sensitive. Rental value for properties 
with six or more bedrooms rose by just 
1.1% over the course of 2014, with the 
growth over three years around half the 
level seen for the smallest properties.

Across these prime regional  
lettings markets performance has 
continued to be location specific 
with the town markets of Guildford, 
Harpenden, Tunbridge Wells and 
Winchester delivering the highest 
levels of annual growth.

There continues to be strong  
demand for good quality four 
bedroom accommodation in town  
or city locations with access to good 
schools. Such property showed 
rental growth of 4.6% over the year. 
There is a much smaller pool of 
demand for similar sized properties 
in village or rural locations, which 
showed rental growth of just 1.2% 
last year.

This means prime four bedroom rental 
properties in town locations currently 
carry a 10% premium above equivalent 
stock in a village or rural location, 
despite the latter being on average 
19% larger.

Prime outlook
Looking forward, the strengthening 
London economy and the continued 
expansion of sectors such as 
technology and telecommunications 
will underpin demand for prime 
rental property both in London and 
the wider commuter zone, though 
demand from the financial and 
business services sector is forecast 
to remain relatively subdued.

On the supply side, a more muted 
sales market in the run up to the 
election could result in more would-

TABLE 2

Prime regional rental growth

Source: Savills Research 

be sellers bringing stock to the rental 
market. In the short term this is likely 
to continue to suppress rental growth. 
In addition, in certain locations on the 
fringes of prime London, where high 
levels of new build stock have been 
bought by overseas investors, we 
expect rents to come under pressure 
over a longer period.

Nonetheless, across the prime London 
markets as a whole we expect rents 
to rise by 17% over the course of the 
next five years, unless a mansion tax 
were to be introduced and levied on 
the occupier of £2m+ homes.

Beyond London we expect the 
preference for prime family housing 
in key commuter towns to continue, 
with existing demand supplemented 
by that from those relocating to these 
areas and temporarily renting before 
buying. On the supply side, we believe 
a stronger sales market is also likely 
to reduce the impact of the accidental 
landlord over the medium term, 
causing a reduction in available rental 
stock at the top end of the market 
and supporting rental growth.

■ The Autumn Statement heralded a significant 
reform of the stamp duty system, which may 
impact on future investor behaviour. Stamp duty 
costs will be lower for all acquisitions below 
£937,500. However, across Kensington and 
Chelsea the average stamp duty bill is expected 
to rise by over £40,000. This may drive investor 
demand to higher yielding, lower value parts 
of the market, that equally are less likely to be 
affected by the continued political rhetoric around 
a mansion tax.

■ Though warranting less media attention, the 
Autumn Statement also contained provisions to 
increase the levy on those long term UK residents 
who wish to retain their non-dom status. Though 
many will be homeowners, this may impact on the 
budget of long term renters.

IMPACT OF THE 
AUTUMN STATEMENT 
Stamp duty reform may  
alter investor behaviour

TABLE 3

Prime rental markets: Five-year forecast values*

 *Assuming no mansion tax were to be introduced and levied on the occupier of £2m+ homes  
Source: Savills Research                                                                             NB: These forecasts apply to average rents in the second hand market. New build rental values may not move at the same rate

Number of bedrooms Annual 3 year Since Peak

  or     4.3% 11.7% -1.0%

      4.6% 11.4% 3.3%

         3.5% 9.0% -0.3%

            1.9% 6.0% -4.9%

                + 1.1% 5.9% -4.1%

2015 2016 2017 2018 2019 5-year

Prime London 2.5% 3.0% 3.5% 3.5% 3.5% 17.1%

Prime Commuter Zone 2.5% 2.5% 3.0% 3.5% 3.5% 15.9%
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Mainstream
Over the past 10 years, strong rental 
growth in mainstream housing across 
the UK has tended to be limited to 
London and a select group of regional 
towns and cities, where demand 
from a growing pool of tenants has 
outstripped supply. These conditions 
exist mainly in locations with major 
universities or employment centres and 
where new development has not kept 
pace with demographic changes.

At a national level there is a clear 
historic relationship between the 
strength of the sales market and  
the amount of stock which finds its 
way onto the rental market, a pattern 
that typically dictates the relative pace 
of rental growth.

Against the context of less volatile 
and consistently positive demand 
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from a growing pool of tenants, this 
has been an important determinant  
of the pace of rental growth.

Over the course of 2014 a relatively 
buoyant mainstream sales market has 
limited stock availability in the rental 
market. This has maintained positive 
rental expectations across the country.

As we look forward, tighter mortgage 
regulation is likely to restrict people's 
ability to get on and trade up the 
housing ladder, capping transaction 
levels across the country and 
underpinning rental demand. In this 
respect there is evidence that the 
mortgage market review has caused 
mortgage approvals to plateau.

In addition, as interest rates rise  
over the medium term so the costs  
of ownership relative to renting are 

likely to rise, further underpinning 
demand for renting.

In light of the above we are 
forecasting that the number of 
households in the private rented 
sector will rise by 1.2 million over 
the next five years, with more than 
half of that growth occurring in 
households over the age of 35.  
This is likely to increase demand 
for family housing in the sector as 
much as for smaller properties.

Our forecast for rental growth in 
the mainstream market over the 
next five years is a little ahead of 
expected wage growth, as tenants 
either pay more of their income to 
secure properties in locations with 
good amenities and transport links, 
or make greater use of sharing to 
maximise individual budgets.  ■

Rents 2015 2016 2017 2018 2019 5-year

Mainstream UK 3.5% 3.5% 4.0% 4.0% 4.0% 20.5%

Excluding London 2.0% 2.5% 3.0% 3.0% 3.5% 14.8%

Mainstream London 5.0% 5.0% 5.5% 5.5% 5.5% 29.5%

Sales 2015 2016 2017 2018 2019 5-year

Mainstream UK 2.0% 5.0% 5.0% 3.0% 3.0% 19.3%

Mainstream London 0.0% 3.0% 3.0% 2.0% 2.0% 10.4%

TABLE 4

Mainstream markets: five-year forecast values

Source: Savills Research NB: These forecasts apply to average rents in the second hand market. New build rental values may not move at the same rate 


