Views from the rooftop
Property investment
in the United Kingdom

February 2021

HMOs in London

Time to get going

As our clients will know, we have been
involved in the London market for many
years.

I have been asked a number of times
recently whether the current Covid crisis
has impacted on our business.

Whilst we advocate investing ‘up north’ for
higher rental yields, we acknowledge that
London is a great place to invest and an
ideal ‘safe haven’ in terms of property
investment.

My reply has been that we are as busy as
usual. We can still acquire and refurbish
properties and there is no shortage of
investors looking for an attractive and
secure rental income.

The challenge in the current market is the
low net rental yield on typical apartments
and houses in the capital.

We are in a much more fortunate position
that many others, including retail
businesses and restaurants.

The solution for those investors seeking a
higher yield, but with the perceived
‘comfort’ and benefit from investing in
London, is to acquire a HMO property
there.

The good news is that the UK is making
good progress in terms of its vaccination
efforts and the lockdown restrictions are
being eased. There is still a long way to
go, but things are set to get easier.

As might be expected, HMOs in London
will not produce the same yields as the
north west of the country.

As for helping our clients, political
uncertainty in HK has not waned and now
that CNY is over we expect activity from
investors based there and elsewhere in
Asia to increase even further.

Nevertheless, the net yields on such
properties will be considerably higher than
on typical ‘buy-to-let’ apartments.
With all the benefits of a world renowned
market that has a strong rental demand in
the co-living/hmo sector, there is no
doubt the right property will prove to be a
sound rental income investment.
The north west offers more affordable
properties and a higher yield. However,
there is no denying the attraction of
London for many investors and the
perceived benefits of investing there.
We have always been driven by the needs
of our clients and accordingly we are
happy to offer HMO opportunities in
London.
You can find more information below on
how we can help our clients to invest
there.

The Year of the Ox will be no different to
other years.
There will be great
opportunities for investors who want a
higher income property and can act
decisively to acquire it.
It’s time to get going and reap the rewards
of investing in the right property.

Meeting your needs
We are quite flexible in terms of the
services we are able to provide to help
our clients with their UK property
requirements.
Please feel free to contact us to see how
we can assist you with your needs.
Tony Davies
Founder and Managing Director
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Why the market is creaking in central London
As many landlords will already realize, rental demand is falling in London
and the situation is unlikely to improve in the short term. The Covid crisis
has deterred tenants from moving and there has been an exodus of
people to the perceived safety of the countryside.
One report by a government funded body (ESCoE) estimates that 700,000
have left since the outbreak of the pandemic. This is the equivalent of 8%
of the capital’s population. This is the first time in thirty years that the
population has fallen.
Many people from overseas have returned home, concerned about the pandemic but also the fallout from Brexit.
Whether these people return as things revert to normal remains to be seen. The government is keen to preserve London’s position as Europe’s principal financial centre, but again, there is no certainty this is going to happen.
Job losses to other European financial centres is almost inevitable in the medium term.
The current lack of demand is more adversely affecting central London than it is the outer suburbs.
The migration to the ‘countryside’ and outdoor space is more prevalent in built up, traditionally apartment block areas
than it is in less densely populated suburbs which are still on the tube line.
As a result of the above, rents have fallen in zones 1 and 2, whereas
further out they have risen. This trend is unlikely to be reversed in the
short term.

Annual change in average rental price ; January 2021

The result is that gross rental yields of around 3% in central London
are the lowest in the country. This is not a recent phenomenon and it
is important to note that low yields have historically not deterred
investors in the past.
However, the effect of the current crisis has seen sales listings in
London rise by 11.6% compared with the first two weeks of 2020.
This was predominantly made up of apartments, the ‘safe haven’
investment sector and location for many overseas investors.

London

Many buyers are dependent on rental income to meet their mortgage
payments. Any rise in interest rates may severely impact such
owners and cause a further surge of listings.
An increase in supply coupled with a fall in rental demand/income is
likely to hold back price growth and may even cause a correction.
Analysts and commentators are divided on the prospects for the
market. As you might expect, statistics can be found to support every
prognosis and vested interests are often in play.
One school of thought is that central London appears to be heading
for a period of uncertainty, but with a gradual recovery over the
medium term. Further out in the suburbs the prospects are better,
although attractive capital growth is unlikely to occur during 2021.
The alternative view is that this is the start of a long down turn in the
market as London loses its position as Europe’s pre-eminent capital.
As for Asia based investors, the attraction of central London is likely
to wane in the short term, although it certainly won’t disappear.
Whether they have the courage to invest further out remains to be
seen. Fortune favours the brave.

London has the lowest rental yield of any major city
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and market updates
House price growth

Average house price

House prices rose by 8.5% last
year, the highest growth rate for six
years.

The average price of a property in
January was £252,000, down 0.3%
month on month.

Are you a millionaire?
According to one agency nearly
40,000 property millionaires were
created last year, almost all outside
London.

We can’t stop building

New stock of homes

Planning permits for construction
increased more than 11% from last
June to October.

The new stock of homes coming
on the market in the first two
weeks of 2021 has fallen by 12%
compared with the same period in
January 2020

There are now over 560,000 homes
worth more than £1m in the UK.
Unfortunately, for some owners they
have to repay their mortgage out of
any sale proceeds.
Company structures in favour
A record number of people in 2020
set up buy-to-let companies to
reduce their tax bill. According to a
leading agent landlords created
41,700 buy-to-let firms last year, a
23% increase from 2019.
The number of companies has more
than doubled since 2016 after tax
changes that stopped landlords from
being able to claim relief on their
mortgage interest.

Off plan sales surge
A recent survey has shown that almost a
third of new houses completed last year
were sold before building was finished as
buyers sought extra room during
lockdown.
The share of off-plan house completions
rose from 29% in 2019 to 30% in 2020.
Across England and Wales, 33% of all new build completions, flats and
houses, were sold off-plan, the lowest proportion since 2014 when the
figure was 29%. In 2019, 35% of completions were off-plan,
Historically, homes in London are the most likely to be sold off-plan.
This trend continued last year. Approx. 52% of homes built in the capital
last year, including flats and houses, were bought before completion.

Affordability in the UK

;

The great north-south divide

What does ‘net rental’ really mean and
why are agents often vague about it?
The term ‘net rental’ should mean the rental income after all costs have been
deducted. Unfortunately, many developers and agents have a very loose
interpretation of the word. In order to make the income look attractive they do
not include various costs or are vague as to how it has been calculated.

Frequently asked
questions

The absence of these costs makes a great headline rate and makes it easier to
sell the property, but the reality is that the property will inevitably not perform in
line with expectations.

Common items that often not included are void periods and even letting and management fees. Agents will
often say that such fees are left out because a UK buyer might want to let and manage it without using an agent. That
is true, but the reality is that it is being presented to an overseas buyer who may not be aware of the costs that should
be included.
Depending on the property, the following costs should be allowed for;
Letting fees ; Management fees ; Void periods (two weeks per year to allow for tenants departing etc.) ;
Repairs ; Ground rent ; Service charge ; Building insurance ;
Communal costs such as cleaning and wifi ; Council tax
Of course, it can be argued that ‘caveat emptor’ should apply - it is every buyer’s responsibility to adequately vet the
investment opportunity and not rely on what a sales agent tells them.
Whilst this may be true, headline rates based on cost omissions are misleading to say the least and do nothing to
establish long-term trust between the buyer and the developer/agent.
If you are buying a property, make sure you do your income calculations based on all the costs associated with the
ongoing ownership of the property.
We currently have a number of opportunities available for our clients.
These include;
Majestic Court studio apartments priced at around £60,000, which
show a 5.5% - 6% p.a. net yield after all costs.
acol co-living/hmo properties priced from £200,000 to £600,000 with
net yields of 7.5% p.a. after all costs.
For further information please contact us.

With the recent government announcement of the “Roadmap out of Lockdown”, it has become
even clearer that we will have to live with some restrictions for some months to come, with all
the pressure this puts on the housing market.

The rental news

It is therefore unsurprising that the government continues to extend the ban on evictions for all
but the most extreme cases. The current evictions ban is due to end on 31st March 21; however
many commentators are suggesting that the evictions ban will last at least as long as the
furlough scheme does.

This will no doubt be unwelcome for landlords. The evictions ban gives tenants some temporary relief but does so at
the cost of landlords who may have mortgage, insurance and maintenance costs to keep up.
Landlords and tenants are calling on the government to put together a support package to help renters-in-debt to clear
their arrears. They argue this would provide a better way forwards for both landlords and tenants so that landlords are
not footing the coronavirus bill and tenants will not be struggling to find accommodation once the pandemic ends.
There is no doubt that government budgets have been severely stretched already by the pandemic – and the
government has so far responded to the calls for extra tenant support by saying how much new money has already
been fed into the welfare system. However, given that there is no mechanism by which landlords can be sure that
welfare monies provided for housing actually reach them, the problem persists and tenants are (at least in the long run)
at risk of losing their homes.
It remains to be seen whether the Chancellor will be able to find the monies as requested when the budget is
announced on 3rd March.

Cultural heritage or economic activity?
The National Trust manages many historically important properties throughout the UK and is
dedicated to preserving the country’s cultural heritage, historically significant items and areas of
natural beauty. Most people support its ‘no development’ approach in relation to its properties.
However, not everyone agrees with its recent criticism of the government’s plan to allow permitted
development rights (which allow a change of use without planning approval) in conservation areas.
Its specific objection is that it will allow the conversion of empty high street businesses into apartments.
In towns such as York, Bath, Cambridge and Harrogate, where there are a relatively low number of empty retail shops,
its position is seen by some as fully justified.
In other towns where up to one in five shops are empty and are likely to be so for the foreseeable future, people argue
that its position is myopic and financially ruinous for retailers and property owners.
Is it simply a question of what is more important; cultural heritage or economic activity and the financial well being of a
section of the population?
Ask the conservationists and they will tell you we should preserve our cultural heritage
at all costs. Ask the retailers and property owners and they will tell you we have to
adapt to changing times and economic realities - if we don’t allow for regeneration,
some areas are set to become ‘ghost towns’.
It could be argued that there is no need to introduce a blanket inclusion of all areas
when other steps are available to prevent local authorities from hindering development
in unviable and culturally and historically questionable areas.
We all accept that governments need to be pro-active if they want to implement change
and it is impossible to please everyone all the time.
Nevertheless, the lack of political foresight caused the demise of the government’s recent plan to build 300,000 new
homes in politically sensitive areas. The same may happen in this case as a number of Conservative MPs have
already railed against the proposals.
Is this going to be another of the government’s good intentions which end in a climb down for Boris?

Thought of the month

Something lighter

When it comes to the current crisis
It will be alright in the end
and if it is not alright
it is not the end

We should like
to wish everyone

The Best Exotic Marigold Hotel

When an opportunity comes along
to buy the right property,
or take a great photo,
you just have to take it

For many years we have worked with a number of
reputable intermediaries and referral partners.
The relationships are based on mutual respect and
trust and we value the support we have
received over the years.
We are continuing to expand our operation and if
you are interested in helping us in Asia, the Middle
East or elsewhere please contact us.

Our MD has delayed his return to HK/BKK
until the current Covid-19 travel restrictions
have eased

New website
As we have mentioned recently we have
changed the name of our in-house letting and
management operation to;

If you would like to
discuss our projects and
services in the meantime
please contact us

Dewisant Lettings and Management Ltd
Dewisant’s website can be found at;

info@stdavidgroup.com
www.stdavidgroup.com

www.facebook.com/
StDavidGroup

www.dewisantlm.com

