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INTRODUCTION

2019 is already proving to be both a testing and colourful year for the UK property  
market. Given the unique challenges the country is facing, some of the more tried and 
traditional approaches to property investment could fall victim to the market’s volatility 
and wider economic trends.

CAUSE & EFFECT

For every action there is a reaction and this is equally true in the property market. This 
can be seen at present; despite the continued economic growth, increasing salaries and 
increasing employment rates, coupled with low borrowing rates and innovative “100% 
mortgages” to assist 1st time buyers enter the market, the UK Property market has 
shown substantially varied results based both on property type and geographic location. 
There are several actions that have contributed to this, but during the second half of 
2018 and into 2019 the most obvious of these is related to the uncertainties generated 
by Brexit. 

It is not so much the fear of one final outcome over another, of a deal or no-deal that is 
feeding the volatility of the property market rather the prolonged uncertainty and scare-
mongering from politicians, party leaders and the reactions from members of the EU 
parliament. The wider spread anti-Brexit sentiment reflected in the European media has 
also led to an overly negative perception generally for Foreign buyers. This is a partic-
ularly intriguing result given that, according to UNCTAD, preliminary estimates (Invest-
ment Trends Monitor, 2019), show that FDI inflows to UK reached USD 122 billion in 
2018, a 20% increase compared to their amount in 2017 (USD 101 billion). This clearly 
illustrates that whilst private individuals wait, the major players profit. Most FDI flows are 
directed towards the energy and waste sectors, trade and repair, metal and machinery 
products, financial services and administrative and support services-related activities (1).

Take London for example. Fueled by the uncertainty of Brexit, London property prices 
have fallen for the fifth month in a row, wiping more than £15,600 off the value of the 
average home since the market peaked 18 months ago (2). Some 41% of surveyors 
expect sales numbers to continue to fall in London over the next three months rather 
than rise, “the most pessimistic reading since RICS began its housing outlook surveys in 
1999”, says Sky News (3). 
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CAUSE & EFFECT CONT…

The traditional belief that a London asset is a “bellwether” or 
fundamental holding is being eroded as major wealth buyers 
look to move out of the market, diversify into other locations 
or switch from equity-based holdings to debt investment. 

Affordability continues to be a major factor as the average 
London home is priced at 14 times the average UK salary 
meaning that the London market continues to be driven by 
rental or buy-to-let proposals. 

Outliving Brexit is the ongoing debacle of the North-South divide in the UK. The gap 
is still too wide. The average property price in London (and much of the South East) 
currently stands at £331,047 versus the average North of England property value of 
£163,138 – a significant £167,909 difference. As a consequence, house prices in the 
North West are expected to lead the way with an increase of 21.6% over the next 5 
years (4).

Cities such as Birmingham, Manchester and Leeds are in the spotlight. Major 
organiza-tions including HMRC and Channel 4 have relocated to Leeds while in 
Birmingham city centre there is a multibillion-pound redevelopment ongoing. 
Universities in these north-ern powerhouses have created extremely strong demand 
for student accommodation, a well promoted and well received property investment 
model. 

However, investment opportunities such as student accommodation and buy-to-let are 
not without their own risks as the threat of negative equity could become quite real 
with just a small retraction in prices due to the lack of lending in the former and the 
high LTV in the latter. Yields are attractive when compared to bank rates, but poor 
compared to other areas and other vehicles. 

Some property investments offer fixed yields, but 
when they end market forces take over. As with a 
mortgage, an initial fixed yield period in a 
physical property vehicle may appear to be a 
good invest-ment.

However, once the fixed interest period ends, it’s 
subject to market fluctuations which, given the 
eco-nomic climate of the past 10 years (caused 
by the banking crisis, recession and austerity) 
and the cur-rent and future trends (downsizing, 
global instability and Brexit to name a few), 
provides no guarantees on returns. 
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NEGATIVE EQUITY RISK – THE HIGH LOAN TO 
VALUE TRAP

As was only too apparent in the housing crash of 2008, negative equity is the threat 
that is not too distant for a large number of homeowners. The lack of affordability in the 
market is a major factor in this as it forces buyers to participate above their means with 
the maximum loan to value (LTV) offered by the banks. Lenders will always 
accommodate the market, as can be seen with the recent launch (by Lloyds Bank) of the 
100% mort-gage for first time buyers.

Banks have also led with almost unprecedented “fixed interest periods”, with some banks 
even prepared to offer 10 years at 2.25%. That in itself beggars belief as a signif-icant 
increase in the base rate and a decline in valuations could leave banks looking at deep 
holes. Despite this, the standard model remains the buyer’s risk, and a significant increase 
in interest rates could have a substantial effect on mortgage holders’ household income – 
especially those who were at the upper limit of their means from the outset. 

This situation could prove to be further compounded due to changes in buy-to-let (BTL) 
laws that are impacting on yield levels, and also current mortgages in arrears. Both a 
recession or an increase in housing availability (BTL sell offs or bank repossession sales) 
would certainly be good news for those looking to get into the market but would not be 
welcome to those holding mortgages on properties purchased at the upper end of the 
property price range.

The real estate market conforms to the standards of any supply and demand market place, 
where any significant move in either influencing factor has a knock on effect to both price 
and liquidity. It could be argued that the slow in house-price growth is the early warning 

sign of a decline. The Royal Institution of Chartered Surveyors (RICS) said the number 
of inquiries, agreed sales and new instructions all declined in December whilst prices fell 
at the fastest rate in six years making this the weakest outlook for sales in two decades 
(5).
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NEGATIVE EQUITY RISK CONT…

Whilst many cite lack of inventory as a factor, with UK Estate agents holding only 42 
properties each on average, there are numerous factors which could influence invest-
ment owners’ attitude for holding real estate asset and lead to a subsequent increase in 
property listings, then supply (if the asset is not affordable inventory) and the inevitable 
decrease in prices as a result. What will happen if interest rates move and private BTL 
properties become unprofitable? The same interest rate rises would also drive more fam-
ilies into mortgage arrears and force greater numbers of possessions by lenders.  

According to UK Finance, there are 77,600 homeowner mortgages in arrears of 2.5% or 
more, although within that number there are over 24,000 homeowner mortgages with 
significantly higher arrears. BTL does not escape this with 4,660 BTL mortgages in 
arrears of 2.5 per cent or more and 20% of these with more significant arrears. This was 
3 per cent greater than in the same quarter of the previous year (6). 

We have seen this cycle previously and know from retrospect that the greatest losses 
and hardship was on the title owners.
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THE OUTLOOK FOR BUY-TO-LET

At the turn of the millennium, buy-to-let (BTL) investment ballooned, driven primarily 
by the promise of inflation-busting house price growth. At its peak, in 2007, more than 
183,000 mortgages were granted for the sole purchase of BTL stock. (Savills Spotlight 
UK Cross Sector Outlook 2019). After the Global Financial Crisis, the number of BTL 
mortgages granted fell and private cash investors became the dominant players. 

According to a report by Shawbrook Bank and the Centre for Economics and Business 
Research, the BTL market is expected to remain subdued for the next three years mired 
by tax changes and tougher mortgage lending standards (7). 

The report forecasts BTL market activity up to 2023 and compares this projection with a 
scenario in which the government’s various policy interventions – mortgage interest tax 
relief, stamp duty land tax and a tightening of PRA underwriting standards - were not in-
troduced. It highlights a marked change in BTL activity following government intervention 
- the number of BTL mortgage approvals for house purchases dropped in 2016 by 13%,
followed by an even steeper fall of 27% in 2017 as the sector adjusts to new regulation.

The Shawbrook report anticipates this trans-
formation will continue until 2021 and has also 
predicted that transaction levels will fall to 
around 57,000 by 2023 – just under a third of 
the levels seen at its peak in 2007(8). 

The focus of BTL investors will shift away from 
London, where both rental and house prices 
are in decline, towards the ‘hotspots’ of the 
North West and Manchester, but again the 
sector is becoming less about “location, loca-
tion, location” and more influenced by “location, 
price and timing”.  

7



BUILD TO RENT

“Purpose-built, institutionally owned build to rent stock has become a significant com-
ponent of new housing delivery” – Savills UK (Cross Sector Outlook 2019) 

While the number of households in the private rented sector continued to grow at the rate 
of between 200,000 and 250,000 per year, larger institutions looked on. 
Although they understood the fundamentals of a mismatch in supply and demand, they fret-
ted over the entry barriers. This is no longer the case. 

By the end of Q3 2018, there were 15 institutional build to rent schemes with plans to deliv-
er more than 1,000 homes each. Savills UK expects large-scale investors who are keen to 
exploit operational economies of scale to deliver more large, but increasingly diversified, 
offerings to the private rental market.

Pioneered by the likes of M&G, Delancey,  
Sigma, Quintain, Long Harbour and Grainger,
purpose-built, institutionally owned build to rent 
stock has become a significant and
increasingly important component of new hous-
ing delivery. By the end of September 2018, 
the number of outstanding buy-to-let mortgages 
grew by just 1.1% whereas the number of build 
to rent units either complete or under construc-
tion rose by 30%. There has been innovation 
in planning, design, delivery, management 
and branding, laying the foundations for future 
growth. Equally, there appears to be plenty of 
capacity for an increasingly diversified offering.
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DIRECT RENTAL AND PRIVATE RENTAL SCHEMES 

Another major factor affecting the BTL industry in the emergence of the DRS and PRS 
markets.  

DRS (Direct to Rental Schemes) are the development of large professional communities 
that are sold directly into the hands (and portfolios) of medium sized wealth investors and, 
increasingly, private clients as managed buy to let purchases. 

These developments benefit from substantial advantages over the individual private land-
lords’ market offer in that the properties are new and purpose-built, managed communities 
where base facilities and “added value facilities” (such as gyms, high speed internet etc.) 
are an integral part of the community and subsequent rental appeal. 

The appeal of these projects (and PRS) can clearly be seen via the decline in home own-
ership rates in the sub-35 category (9) as well as the ever-increasing demand for urban 
locations as generation Y trend back to urban centres with amenities within walking radius.  

DRS will continue to grow its market share and create extreme pressure on the private 
suburb landlord properties as (a majority of) professional tenants are drawn to the profes-
sionalism and completeness of the purpose-built schemes. This in itself can have second-
ary issues for non-professional schemes as the quality of tenant is likely to decline, thus 
increasing exposure to defaults, increased maintenance costs and possible legal costs.  
Purchase cost is often an issue for entrance for the private investor, especially considering 
the mortgage and lending scenario currently available in the UK and the possibility of finan-
cial hardships ahead. That said, of the general options available to BTL buyers, DRS  
is certainly one of the more viable alternatives given the project appeals, built-in manage-
ment and letting facilities and appeal to the tenant market. 

PRS Schemes (Private Rental Schemes) differ from DRS in one simple characteristic – 
ownership. While a DRS project may be professionally managed and let, there is usually  
a wide range of individual title owners. In contrast to this, a PRS project remains in the 
hands of a single, invariably institutional owner such as sovereign wealth or investment 
funds. In many instances these projects will be developed under a direct forward funding 
deal between the institution and the developer. Benefitting from the same amenities and 
facilities as the DRS projects, this sector is closed to the private investor at the construction 
and title stage.
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PURPOSE BUILT STUDENT ACCOMMODATION 
(PBSA) 

Knight Frank puts the total value of UK purpose-built student accommodation at £48bn 
and is expected to reach £50bn in 2019. According to the real estate agency, universities 
owned and operated 69% of the existing stock in the UK, but they are relying increasingly 
on the private sector to supply accommodation. Private developers are expected to provide 
three-quarters of beds due for completion by 2020 (10).

A growing student population has driven demand. The UK student population stood at 1.5m 
20 years ago, compared with 2.27m in 2017 according to a report published by KPMG. 

It is therefore fair to say that the PBSA or Professionally Built Student Accommodation mar-
ket is here to stay and is becoming a more accepted vehicle for the private buyer.  Whilst the 
same argument has supported this sector since the outset - shortage of supply for increas-
ing student numbers - this may still be accurate to a degree in some secondary markets, 
investors should look carefully at the market place that some of the recent student deals 
occupy. The institutional shift away from PBSA must also be taken into consideration as a 
number of large, institutional players have been decreasing their exposure to this sector. 

The real yields seen by the major holders of projects/ units is inferior to the “guaranteed” 
offers that most investors receive at the time of purchase and this raises the very genu-
ine question mark over the potential exits for investors given that free market rental rates, 
coupled with the regular redecoration costs and lower prices at resale, make second hand 
PBSA units a less than appealing sector for anyone other than sovereign funds and large 
landlords. 

Consequently, the student accommodation market – albeit the most mature of the newer 
markets – can provide pitfalls to the unwary investor, with issues including:
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PBSA CONT…

»  Can you be 100% certain of obtaining all the finance you need? Banks do not lend 
on student accommodation and as such, this is invariably an expensive, cash intensive 
asset where the real cash on cash yield on money is not as attractive. 

»  Is capital appreciation of your investment a certainty? A genuine concern given that the 
principal secondary market is all about bulk acquisition. Only one major deal crossed 
the line last year with the £180.5mn acquisition of 14 PBSA sites by Singapore based 
SPH (Singapore Press Holdings) from the UK developer Unite. The deal averaged 
out at £52,530 per bed, well below the average new build sale price. Even more con-
cerning were the yield figures, with SPH confirming that the net yields from the assets 
amount to S$12.1 mn (£6.8mn) or a rental yield of just 3.76%, way below the short 
term promised rates. 

»  The lack of lending facilities on PBSA makes these purchases both cash intensive and 
at risk of negative equity. 

As of yet, the secondary private to private sale market has not undergone any real form of 
stress test. It will be interesting to see what could happen in this sector during the course 
of 2019 and into 2020 if there is a serious financial contraction as it is secondary assets 
that tend to be first jettisoned (think Mediterranean and Eastern Europe holiday homes in 
2006/7) and such an event would cause major issues with both disposal and prices. 

SUMMARY

As with any specific sub-sector of the UK property market, PBSA could prove to be a 
worthwhile asset, depending on the buyer’s overall position and their objectives. Undoubt-
edly buyers should be discerning in their diligence prior to purchasing and not rely on the 
promoter or agent’s information. This should include;

»  Location & demographic – both of the University and student population as well as the 
wider general rental market (if the unit is not specifically deeded as dedicated PBSA).

»  Developer – it is not enough to look at their previous history but more their current ca-
pabilities and situation.

»  Operator – reputable and experienced? Open market or covenant in place with University?
»  Legal representation – insist on conveyance being carried out by your own lawyer and 

not the “group recommended” one. This will mean both that the lawyer represents your 
interests and that they will be individually diligent. Whilst the cost of this may be more, it 
will certainly be much less than a partial or total loss, a “guaranteed buyback” that is an 
option as opposed to an obligation. 
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CARE HOMES  

Care home investment opportunities continue to receive attention with mass email cam-
paigns offering multiple years income guarantees as well as “buybacks” and exits.  The 
popularity of the sector for development is not surprising when you consider that until 
2036, 2,000 seniors per day will reach their 70th birthday, and the number of U.K. demen-
tia cases will exceed 1 million in 2019.

Yet the figures used to market these offerings need to be taken in perspective; the care 
market is incredibly diverse and ranges from privately funded homes to majority 
government subsidised. 

So, is the sector a guarantee of property wealth? Or are these buy-to-let schemes built on 
questionable foundations?

“Private investors are being enticed to purchase rooms in UK care homes on a ‘buy-
to-let’ basis with the promise of large profits and rental income. Such buy-to-let room 
schemes are not regulated by the Financial Conduct Authority, while the Care Quality 
Commission, which oversees standards in care homes, says it does not have responsibil-
ity for providers’ financial sustainability.

Servicing such high fixed returns could squeeze funds available for providing the actual 
care. Residents could also have to move if the care homes failed to pay their debts to 
investors and were forced to close.”

The Independent 
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CARE HOMES CONT…

Other negative factors to consider are:

»  The difficult market for maintenance of basic duty of care standards (where smaller
operators are selling up due to the crunch on costs).

»  No concrete data on the resale market as well as the “guaranteed buy backs” structure
(this means your return is wholly dependent on the seller being there when that time
comes and in a financial position to honour such a guarantee so there’s an additional
unknown and undefined risk to your investment capital).

»  The reliance on private fee structures as opposed to Government mandated fees.

»  “Assured” income is not the same as contractually guaranteed and underwritten and
is wholly dependent on the homes’ ability to generate income and margins to pay the
“assured” income level.

This said, there are still ways to benefit from this sector. One of the primary objectives 
should be avoiding projects which are specifically structured to appeal to the private 
investor – is a 250% income and a “guaranteed” 110% “buyback” after 25 years really 
feasible when even professional firms that are multi-site operators do not have such  
expectations? 

Institutions or professional buyers will invariably look to identify projects that are viable 
existing businesses that already have an end-user base and are not dependent on solely 
private sector income. Often these sites will be sold on due to retirement of owner opera-
tors and are typically absorbed into larger group ownership. 

SUMMARY

Care homes is a tough market to operate and to believe in as the market moves from its 
early infancy days of “owner/operators” into a more modern group ownership structure. 
This is not a new phenomenon and has already affected the pharmaceutical, optical and 
(currently) legal industries where large conglomerates dominate the market. It is difficult 
to see a strong future for standalone properties and that in itself is a concern. Investors’ 
continued income and the return of their capital is dependent upon the business’s success,  
in a market which is evolving against the standalone model.
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HOTEL ROOMS 

Another seemingly attractive and very widely promoted property investment vehicle is in the 
hotel room/ holiday room sector. But although popular, there are no guarantees of ongoing 
returns or a coherent exit strategy for such investments. The hotel industry is a notoriously 
difficult industry for both competitivity and occupancy rates and is subject to cyclical ‘boom 
and bust’ periods based on the wider global and local economic performances.
While this may sound like a viable alternative to the more traditional approach of BTL, there 
are risks.  As with the other recent sectors that have emerged in property investment, there 
is no established resale market to prove if hotel rooms appreciate over time.  In fact, stud-
ies in the U.S. suggest that capital appreciation is only likely to mirror the mainstream hous-
ing market, without the relative assurances of market liquidity that the latter would provide. 

Second, it may be hard for investors to get a mortgage as there is limited appetite among 
lenders for this investment, which, in the past, has been considered riskier than conven-
tional BTL.  Savills Private Finance, a mortgage broker, previously had a pool of lenders 
that included several willing to lend on hotel rooms. These offers have now been withdrawn 
from the market and subsequently the sector is a cash intensive one as a result. 

Thirdly, and a generic question for all offers made in this sector, is whether the hotel’s oper-
ation supports the guarantees. The average hotel profits are only around 4.92% and even 
large-scale operators would only expect to see around 4.2% return on their asset. It should 
be noted that of the revenue streams that hotels are able to generate, room rental is one of 
the least profitable.

Conversely, if a hotel, vacation village or the like is able to generate such yields, one must 
question why the operator would dispose of the asset? Generally, the answer is quite clear 
– in doing so they release enormous amounts of capital, dispose of the lowest revenue
yielding sector of their business yet through operating the hotel on behalf of the new buy-
ers, they retain the profitable food & beverage and conferencing aspects of their business.

This is not to say that all offers in the sector are misleading, however it is imperative that 
potential investors carry out extensive due diligence on the offer, the structure and the cold 
reality of the proposal in order to sort the wheat from the chaff. 
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STRUCTURED INVESTMENTS

Structured investments offer a variation on traditional property market vehicles, lower entry 
levels and most often higher returns. But these are in themselves reason enough to tread 
warily in the sector. Not all offers are equal and much like other “alternative” sectors, these 
types of deals can often be structured to attract investor capital without having a solid busi-
ness model to repay the capital. 

Equally, the vast majority of structured deals will fall outside of the jurisdiction of the FCA 
and will be promoted by unregulated introducers or brokers. This in turn has led to the 
emergence of offers and transactions via FCA regulated entities, which in itself provides 
some level of comfort due to the stringent obligations of due diligence placed on the pro-
vider. 

Generally, opportunities in the structured market fall into either equity-based vehicles, or 
debt-based offers.   

EQUITY INVESTMENT
When you make an equity investment, you become a shareholder in the ownership of a 
company. Equity investor returns are not capped but can increase or decrease depending 
on the performance of the company. There is no fixed term for this type of investment.

Key Features:

»  You own a share in the business
»  Returns are variable based on company/asset performance
»  Often seen as higher risk/higher potential return investments

DEBT INVESTMENT
With debt investment, you loan money towards the funding of a project and a charge on the 
assets is held on your behalf. In return for lending the money, you become a creditor and 
receive a loan note or bond stating that the principal and interest on the debt will be repaid. 
The fixed target returns offered on debt will vary depending on the loan-to-value (LTV).

Key Features:
»  Investments are primarily asset-backed with either debentures, security deeds with 1st 

charge or corporate guarantees
»  Fixed term investment
»  Interest and growth opportunities
»  Defined return and exit strategy
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PROPERTY CROWDFUNDING

With regard to property projects, crowdfunding requires a lower entry-level investment, 
particularly for financing property. For many companies, crowdfunding provides a quicker,  
easier and more efficient way to raise finance than traditional funding vehicles such as 
venture capital or bank loans, particularly for projects which – for whatever reason – are 
not attractive to conventional institutional investors.

Crowdfunding platforms offer a wide range of possible asset classes in which to invest, 
often in sectors which banks and finance houses are reluctant to provide funding for.
Crowdfunding platforms give greater visibility allowing institutional investors to track the 
progress of the offering, which allows companies to promote offerings via their networks 
and raise more capital.

Crowdfunding platforms can also provide additional free marketing and media exposure 
which, depending on the nature of the project, has the potential to increase the value of 
the investment.

Given the demographic profile of investors, crowdfunding is a market sector and invest-
ment trend that will only increase, with the added advantage of being driven via social 
media marketing as opposed to more traditional face to face sales.

Exclusivity of investment opportunity works to the advantage of the sophisticated/high net 
worth investor, as certain crowdfunding platforms carry out stringent background checks 
on their potential financiers, not only to meet financial and anti-money-laundering legis-
lation, but also because management teams prefer to work with experienced, educated 
investors.
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PROPERTY CROWDFUNING CONT…

Each crowdfunding platform has its own niche 
and strategy, with different levels of minimum in-
vestment, and a pronounced preference in most, 
but not all cases, towards accredited investors 
who meet specific requirements for net worth 
and/or annual income.

Crowdfunding can also harness the reach of 
global social media platforms Facebook, Twitter 
and LinkedIn to attract investors beyond the 
traditional financing circle of owners, relatives, 
venture capitalists and established financial insti-
tutions.

In terms of portfolio diversification, property crowdfunding platforms provide access to 
a large number of market niches from new developments to buy-to-let, residential and 
commercial projects across the U.K. allowing investors to combine asset classes in their 
property portfolio.

Financing through property crowdfunding provides more control, and a chance for in-
vestors to target their investments, with the opportunity to invest directly with developers 
throughout the process.

From short term development projects to long term buy-to-let opportunities, investing via 
property crowdfunding allows financiers to invest to their timescale (and not that of the 
developer), which isn’t the case with fixed-term traditional property investments.

A crowdfunded property offer allows investors to bypass estate agents, letting agents and 
tenants, with the operation of the property managed by an experienced team.
Buying a property using existing methods involves finding it, viewing it, negotiating the 
purchase and completing the sale, which can take weeks, even months, with the added 
complication for non-local or overseas investors who are not based locally and cannot 
oversee the project on-site.

With crowdfunding, a project can be selected and have money invested in minutes, put-
ting funds to work almost immediately. 

SUMMARY
In short, while the UK property market is facing challenges it is by no means bereft of 
opportunity. However, due diligence is required as an abundance of offers are flooding the 
marketing channels and every one is positioned as safe, secure and “assured”. 
Transacting through regulated firms or procedures goes a long way to appease the need 
for capital safety in structured deals, whilst asset purchases should be much more about 
breaking down the offer and the market behind it than simply choosing based on the head-
line key points.
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