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Yields on £1m-£2m prime homes outperform
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Upmarket properties valued at between £1m to £2m provide the best investment returns within
the prime central London market, outperforming higher-value properties, new research has
found.

Prime properties in the £1m to £2m bracket are the best-performing category for rental returns,
according to an analysis of more than 1,000 prime central London lettings by Huntly Hooper, a
London-based buying agent.
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Property agents have reported a rise in demand from clients looking to purchase a prime
property in London for investment purposes.

These buyers want to take advantage of the strong capital uplift of London’s up-market
properties, which Savills has forecasted will rise 33 per cent by the end of 2015, but also
secure good annual returns.

“This year, we have noticed an increase in the number of investors looking to buy and hold for
the long term and rent the properties out,” says Oliver Hooper of Huntly Hooper. Investment
buyers now account for around 40 per cent of the firm’s client base.

James Moss, director of Curzon Investment Property, says he has seen a strong start to the
year with a large number of overseas investment buyers. “We have an increasing number of
new clients from the Middle East – serious investors with budgets of £3m to £20m-plus for
individual properties and for creating investment portfolios,” he says.

Research by Huntly Hooper shows that properties in the £1m to £2m price bracket are let the
quickest, achieving an agreed letting within 62.8 days. The £2m to £3m market is second best
at 73.3 days. In comparison, it takes an average of six months to let the super prime market:
properties worth more than £10m.

Investors should also consider what type of prime property to buy to maximise the investment
potential. According to the research, flats perform better than houses and two-bedroom
properties are let more quickly than others.

Moss agrees. He says the best-performing prime residential investment properties tend to be
one and two-bedroom apartments in locations such as Knightsbridge, Chelsea, Kensington,
Notting Hill and Holland Park. This market lies in the £800,000 to £2m price bracket and
typically produce yields of around 3.5 to 4.5 per cent.

“Letting is all about hitting the right ‘rental price point’ so if these properties are put on at
realistic rental levels they always let quickly – especially given the shortage of good quality
rental stock in London at the moment and the increasing corporate demand,” says Moss.

Moss says properties in the £3m to £10m price range tend to take a little bit longer to rent, but
not always. These properties are more likely to attract international chief executives, chief
operating officers and senior bankers who want to take large “international style” apartments in
locations such as Eaton Square. However, the yields are lower at around 3 to 4 per cent.

While buyers will have more choice in the £1m to £2m price bracket – the largest sector of the
prime central London market – Hooper says the £2m to £3m category offers good
diversification as it has a better quality of assets that are more likely to correlate with capital
growth expectations for the prime market as a whole.

“Investors should consider net returns versus gross returns – and the void periods on a
property will have the biggest effect on this,” says Hooper.
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“Both categories between £1m and £3m outperform the rest of the market on this measure and
are therefore deemed a sensible category for investors to enter into.”
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