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Executive summary

* The UK s past peak rental growth. We expect annual UK rental
growth to halve over 2024 to 5%, the lowest growth since 2021.

* London will lead the slowdown with rents expected to increase by
just 2% over 2024 as affordability pressures impact demand.

* Demand is weakening slowly off a high base, down 11% year on
year, but still a third higher than the 5-year average.

* There are signs asking rents have overshot in some markets,
evidence of growing resistance to higher rents.

* The supply-demand imbalance in rented housing is not going to
disappear in 2024 but the market will become more into balanced.
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Rental market to turn in 2024

A chronic mismatch between supply and demand has been the
5 (y defining feature of the private rental market for the last 3 years. UK
o

rents for new lets have risen by a third - or £3,360 a year on average

- during this time.
UK rental inflation

for new lets in 2024 Looking ahead, we are now past peak rental growth. We expect a
major deceleration in rental growth over 2024 as demand
moderates in the face of worsening affordability and supply
improves slowly. There are already signs asking rents have overshot

in some markets showing resistance to higher rents.

The slowdown in rental growth will be led by the London market -
the most expensive market to rent a home and where affordability is
weighing most on demand. London also accounts for 30% of rental
supply which means trends in London have a disproportionate
impact on growth rates recorded by our UK rental index.

We expect UK rental growth to slow to +5% by December 2024 from
9.7% now. We anticipate growth in London of just +2%, the lowest
since 2021.

Annual rental growth to slow over 2024
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UK rental growth drops into single digits

UK rental growth slowed to 9.7% in October 2023, down from 11.9% a
year ago but ahead of earnings growth (7.9%'). On a regional basis,
rental growth has slowed most rapidly in London, down from 17% a
year ago to 9% currently. This contrasts with the trends across other
regional cities where rental growth is holding up largely due to
better affordability than southern England.

Rental growth in Scotland continues to gain momentum with rents
up 12.9%, compared to 11.4% a year ago. Rent controls in Scotland
are resulting in landlords and agents pushing rents higher to allow
for the fact that rental increases will be capped at 3% a year over
the duration of the tenancuy. It’s clear evidence of how rent controls

1ONS earnings growth - September 2023 . .
can be counter-productive and distort markets.




+ th hometrack December 2023 | UK Rental Market Report | Page 3

Four factors have driven strong rental demand

1 1 o A combination of factors have pushed rental demand well above

- /o average for the last 3 years. Firstly, the re-opening of the economy

Year-on-year change after pandemic restrictions were lifted from mid 2021 onwards,

in UK rental demand including a resumption of international travel. This links to the second
to November 2023 factor - the strength of the labour market with jobs growth boosting

demand for rented homes. Thirdly, higher mortgage rates have made
access to home ownership more expensive. This has kept would-be
buyers in rented homes and reduced available supply. Finally, record
levels of immigration into the UK, particularly high numbers of
overseas students, has boosted demand.

Rental demand weakening off a high base

There are signs that the combined impact of these factors is starting
to plateau. Our data shows that rental demand has been steadily
losing momentum over the second half of 2023. This is illustrated by
the number of enquiries per home for rent. This measure peaked at
over 35 enquiries per property in the summer of 2022. There was a
seasonal peak this summer, but to a lesser degree. We are now in the
usual seasonal slowdown that will extend into Q12024.

Enquiries per rental home down year-on-year

45

- UK

40
0]
30
25

20

May-17
Nov-17
May- 18
Nov-18
May- 19
Nov-19
May- 20
Nov- 20
May- 21
Nov- 21
May- 22
Nov- 22
May- 23
Nov- 23

The softening in demand reflects several factors: 1) the reduction of
one-off pandemic impacts, 2) slower growth in employment and early
signs of slower incomes growth?, 3) high rents and falling mortgage
rates are supporting first-time buyer numbers, easing rental demand.

It’s important to note that while UK rental demand is 11% lower year-
on-year, it remains 32% above the 5-year average. Demand in London
is down 20% year-on-year but remains above the 5-year average.

The supply-demand imbalance in rented housing is not going to
disappear in 2024. However, the market is set to move more into
2 ONS Earnings and employment from

Pay As You Earn Real Time Information, balance than it has been over the last 3 years.
UK: November 2023
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Asking rents have ‘over-shot’ in some areas

2X One important indicator of underlying demand, and the impetus for
rental growth, is the extent to which asking rents for rental listings are
Proportion of homes to being reduced to attract more applicants.
rent in London with
>5% asking rent cut Asking rent reductions of over 5% at a national level are currently
in November tracking in line with the second half of 2020 when the pandemic hit
vs 5-yr average demand, supply expanded, and rental growth slowed.

The volume of asking rent reductions of over 5% is currently the
highest in London. 10% of rental listings in November 2023 were
impacted. Meanwhile, the proportion across the rest of the UK has
also jumped to 7%, the highest it has been for over 5 years.

This is evidence that the strong upward momentum in rents over the
last 3 years is meeting some resistance as renters face growing
affordability pressures and earnings growth starts to moderate.

These reductions are evenly spread across the market by rental price
band with a concentration in the £1,000-£1,500 per month bracket.

Asking rent reductions of >5% spike higher
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The rental market is starting to cool, having run hot for the last 3
years. The slowdown in rental growth over 2024 will be kept in check
by an ongoing scarcity of supply brought about by low new
investment in the face of more regulation and higher mortgage rates.

London will lead the slowdown in rental growth on slower
employment growth and affordability pressures - the average
London renter household of 1.25 people spends 40.2% of earnings on
rent compared to a UK average of 28.4%.

We expect rental growth to continue to run ahead of earnings growth
in regional housing markets over 2024 with rents rising by 5-8%,
largely due to underlying scarcity and headroom in rental
affordability for rents to rise further.
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Rental Highlights

Note: The Zoopla rental market index is a repeat transaction index, based on asking rents and adjusted to
reflect achieved rents. The index is designed to accurately track the change in rental pricing for UK housing.

October 2023
(Published December 2023) citg Annual % ?hqnge Average
Source: Zoopla Rental Market Report intents rere (pom):
1 Edinburgh 15.2% £1,259
Reglon/City 2 Glasgow 13.2% £930
Annual % Average rent 3 Manchester 12.2% £1,037
shdnde nenty fcais 4  Cardiff 1.8% £1,065
5 Newcastle MN7% £793
6 Nottingham 1.3% £932
7 Southampton 1.3% £1,098
8 Birmingham 10.3% £912
9 Liverpool 9.5% £798
Scotland @ 10 Aberdeen 9.0% £673
12.9% /\ £777 11 Bristol 8.8% £1,374
12 Cambridge 8.6% £1,549
13 Leeds 78% £923
9 v 14  Sheffield 7.6% £796
15 Belfast 3.2% £762

Northern Ireland North East

UK (ex. London) 10.0% £980
REEERl £746 ey €om 9 UK 9.7% £1,201

¢

North West Yorkshire and Humber

1.3% A £828 % 78% A  £781
9 East Midlands

9 10.5% N\ £845
West Midlands

10.1% A  £881 E 9 East of England

10.0% A  £1143
Wales v v
10.7% /\ £848 London

v 9.0% AN £2125

South West South East

8.8% A  £1,058 10.0% N  £1,291

*Average 1-4 bed properties
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Rental Market Snapshot: October 2023

Average Rent % YOY % YOY Affordability Days to rent
(PCM)  (Oct2023) (Oct 2022) (1.25 x earner) (Nov 2023)
UK £1,201 9.7% 11.9% 9.2% 28.4% 13
UK ex London £980 10.0% 9.7% 8.7% 231% 13
Scotland eT77 12.9% 11.4% 9.4% 18.8% 12
North West £828 11.3% 1M.7% 9.6% 21.2% 14
Wales £848 10.7% 11.6% 10.1% 22.7% 14
East Midlands £845 10.5% 9.3% 8.8% 18.9% 14
North East £6e71 10.5% 8.5% 8.2% 22.2% 13
West Midlands £881 10.1% 10.0% 8.9% 231% 13
East of England £1,143 10.0% 8.2% 8.0% 25.6% 12
South East £1,291 10.0% 9.2% 8.2% 27.5% 12
London £2,125 9.0% 17.1% 10.3% 40.2% 13
South West £1,058 8.8% 9.0% 8.7% 26.8% 12
Yorkshire and the Humber £781 7.8% 9.6% 81% 21.2% 15
Northern Ireland £746 3.2% 77% 5.9% 22.5% 19
Edinburgh £1,259 15.2% 12.3% 10.6% 29.9% 13
Glasgow £930 13.2% 14.1% 1.7% 22.4% 13
Manchester £1,037 12.2% 15.0% 11.0% 26.3% 13
Cardiff £1,065 11.8% 11.9% 10.3% 28.3% 1
Nottingham £932 11.3% 10.8% 9.9% 24.3% 14
Southampton £1,098 11.3% 10.0% 9.0% 23.2% 1
Birmingham £912 10.3% 11.6% 9.5% 23.9% 13
Liverpool £798 9.5% 9.0% 8.0% 20.7% 14
Bristol £1,374 8.8% 12.0% 9.9% 34.8% 9
Leeds £923 7.8% 10.0% 7.9% 251% 14
Sheffield £796 7.6% 11.9% 8.5% 21.7% 14
Belfast £762 3.2% 8.1% 6.1% 23.0% 26
Contacts If you have any questions about our research please do get in touch
Richard Donnell Theo Brewer
Director of Research & Insight Director of Innovation
richard.donnell@zoopla.co.uk theo.brewer@hometrack.com
Recent publications Sign up for all the latest research from Zoopla at

advantage.zpg.co.uk
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The information and data in this report was correct at the time of publishing and high standards

Nov 2023 contained in this report and Zoopla Ltd and its group companies make no representation or
warranty of any kind regarding the content of this article and accept no responsibility or liability
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for any decisions made by the reader based on the information and/or data shown here.
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