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Demand grows in rental and student markets 

Residential-for-rent developer and manager Watkin Jones will next week 
release a trading update and host a Capital Markets Day to highlight its ESG  
strategy and affordable homes opportunity. Ahead of that, we focus on 
what we see as encouraging data and research on its two largest divisions: 
Build-to-rent, where tenant demand and rents have been recovering 
strongly, and Student Accommodation, with robust demand from overseas 
students, especially for purpose-built housing, and strong institutional 
investment demand.   

▪ Rental demand strengthening. There is a rising body of data showing 
growing strength in the UK’s rental market and, since the summer, a 
marked rebound in London after five years of weakness. We believe that 
data from RICS and Rightmove supports our view of long-term growth in 
build-to-rent (BTR), with indications of a return to city centres.  

▪ Student housing resilient. Knight Frank research indicates that domestic 
and overseas student demand has grown, in spite of Brexit fears, and that 
purpose-built student accommodation (PBSA) gained traction during the 
pandemic. Meanwhile, institutional investment remains strong. 

▪ Capital Markets Day. The CMD on 2 November will include the evolution 
of WJG’s development pipeline, progress on the affordable homes pilot 
and ESG programme. 

▪ Unique model supported by institutional demand for yield. WJG 
develops sites that are forward-funded by institutional investors. This, in 
our view, reduces occupation risk and cyclicality, with low capital tie-up; 
the accommodation management division has relatively sustainable 
revenues and provides significant consumer insight for its PBSA and BTR 
development activities (page 7). 

▪ Valuation. Based on our estimates, the shares trade at a P/E of 15.1x for 
FY 2021E, falling to 13.7x in FY 2022E; EV/EBITDA over the same period 
falls from 9.1x to 8.3x, while our dividend yield rises from 3.3% to 3.6%. 
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FYE SEP (£M) 2018 2019 2020 2021E 2022E 

Revenue 363.1 374.8 354.1 479.7 549.6 

Fully Adj PBT 50.1 50.4 45.8 50.0 55.0 

Fully Adj EPS (p) 16.0 16.1 14.7 15.8 17.4 

Dividend per share (p) 7.6 8.4 7.4 7.8 8.5 

PER (x) 15.0x 14.9x 16.3x 15.1x 13.7x 

Dividend yield (%) 3.2% 3.5% 3.1% 3.3% 3.6% 

EV/EBITDA (x) 11.4x 9.0x 9.5x 9.1x 8.3x 

Source: Company Information and Progressive Equity Research estimates. 
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BTR and student accommodation appetite increases 

Ahead of WJG’s CMD on 2 November we highlight encouraging rental data underpinning 
its key growth market of BTR as well as its current main revenue source, student 
accommodation. We also summarise the Group’s other activities, property management 
and the residential division’s new focus on affordable housing on page 7.  

BTR: data points to rapid growth  

We estimate that BTR will make up 31% of WJG’s FY2021E revenue (Figure 7) but that it 
will be the main driver of growth over the medium term, as the Group serves the growing 
appetite among institutional investors for the still relatively nascent private rental market. 
Latest data, which we highlight in this note, suggests the market is growing faster than 
expected, especially in London, one of the Group’s key target markets. 

We believe BTR will be supported long term both by demand for renting as well as a shifting 
preference from small-scale buy-to-let landlords towards institutionally-funded purpose-
built developments. The underlying demand for rent reflects many households being 
priced out of home buying and also lifestyle choices of younger professionals, at least in 
the early stages of their careers, opting to live in modern apartments near city centres. 

RICS: London rebound fuels national rental recovery 

London’s lettings market recovered strongly in Q2 and Q3 2021, especially in expectations 
for the direction of rents after some six years of low or falling values, due to over-supply 
and taxes on rental property owners. We believe the monthly RICS Residential Market 
Survey (link) is one of the most reliable lead indicators of developing residential trends. 

According to the latest report, the ‘index’ (% of surveyors reporting rise minus % reporting 
fall) for tenant demand on a rolling three-month basis, for England & Wales as a whole, 
edged up to a 20-plus year high of +62 in September from +58 in Q2 (Figure 1). London 
beat this, at +63, but this was against a backdrop of being heavily negative from 2Q20 to 
1Q21 as travel restrictions heavily impacted the capital. The South East (+75) and East 
Anglia (+83) also performed well, as did Scotland (+67). 

Figure 1: Tenant demand over past 3 months, SA1 (Index2) 

 

Source: RICS. 1 except latest quarter (Sep only)  2 % of surveyors reporting rise minus % reporting fall 
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https://www.rics.org/uk/news-insight/research/market-surveys/uk-residential-market-survey/
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However, the number of new landlord instructions has been falling across the board for 
around five years (Figure 2). We view this as being for a number of reasons. Higher taxes 
and regulatory requirements around five years ago put increasing pressure on landlords, 
particularly smaller ‘amateur’ investors, and we believe there has been a steady stream 
selling their properties and leaving the market. Also, a proportion of the remaining small-
scale buy-to-let investors have offered their existing tenants favourable terms to extend 
their stays in order to reduce ‘churn’.    

Figure 2: New landlord instructions over past 3 months, SA1 (Index2) 

 

Source: RICS. 1 except latest quarter (Sep only)   2 % of surveyors reporting rise minus % reporting fall 

Rising tenant demand and falling landlord instructions have put upwards pressure on 
prices, particularly since the summer in London. The RICS index for agents’ rental 
expectations nationally over the next three months hit a 20-year high of +55 in September, 
up from +53 in Q2 (Figure 3).  

Figure 3: Rent expectations over next 3 months, SA1 (Index2) 

 

Source: RICS. 1 except latest quarter (Sep only)  2 % of surveyors reporting rise minus % reporting fall 
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Again, London has picked up more suddenly, at 54, from -3 in Q2 and heavily negative for 
most of the past five years. This reflects not only a post-Covid bounce but also, in our view, 
much of the excess supply of new for sale apartments over the past 10 years or so being 
absorbed. RICS indicates national rental growth of 3% over the next year and 2% in London. 

Rightmove: even stronger actual rental growth and “return to cities” 

The UK’s leading residential portal (link) suggests higher rental growth over the past four 
quarters. Asking rents rose by 3.6% during Q3, taking the annualised rate up to +8.3%, from 
+6.2% Y/Y to 2Q 2021 (Figure 4). Since it appears to be a ‘landlord’s market’ rather than 
‘tenant’s market’ currently, this implies that asking rents may be close to those achieved. 

Figure 4: Quarterly change in asking rents, national (%) 

 

Source: Rightmove Rental Price Tracker 

The latest Rightmove data also shows the divergence of London versus the rest of the 
country over the past 12 months, which RICS indicates is about the change (Figure 5). 

Figure 5: Annual change in asking rents, annual (%) 

 

Source: Rightmove Rental Price Tracker 
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Rightmove’s rental report presents an interesting counterpoint to reported trends in the 
sales market, where the emphasis has been on existing homeowners moving to larger 
homes in the suburbs or other regions. Its rental data indicates that some city centres have 
not only bounced back from the declines recorded during the year since the pandemic 
started, but also have now hit double-digit growth and are outpacing the national average.  

In Birmingham city centre, rents fell by 5% between February 2020 and February 2021 but 
by September this year the increased demand helped them to grow to 10% higher than 
pre-pandemic levels. It is a similar picture in Nottingham city centre, where rents fell 2% 
but have now grown to 11% higher than before the pandemic. Edinburgh city centre has 
seen rents grow by £100 since February of this year, but they still trail by 5% when 
compared with February 2020.  

Student accommodation: demand from students and investors 

Purpose-built student accommodation (PBSA) remains the Group’s biggest source of 
revenue and profit. There had been concerns that Brexit would lead to a sharp fall in EU 
students and that this would undermine institutional investment. But latest research and 
market observations suggest this has not been the case.   

Knight Frank: strong signals for PBSA (and BTR) in latest student survey 

The commercial and residential agent’s annual Student Accommodation Survey for 2021  
(link) is conducted with student entry body UCAS. It recorded applications from 
international students for the current university year grew by around 20% compared to 
2020, outstripping the 12% increase in overall applications. It also suggests that PBSA 
operators have dealt better with the challenges of the pandemic than landlords in the 
wider rental market, “highlighting the benefits of professionally-managed, and high quality 
purpose-built housing for residents”. 

The survey of 31,000 current and new students found that 69% of those living in PBSA 
(either privately operated or university operated) felt positive about their accommodation 
provider’s response to the pandemic, with the benefits of high-quality purpose-built 
accommodation with centralised management coming to the fore. By comparison, only 
25% of those living within house-shares in the wider private rented sector said the same. 

An interesting trend – which we believe WJG could possibly capitalise on to target its BTR 
offer to graduates – is that the survey found 39% of final-year students said they intend to 
stay in the city in which they study after graduation. Providing them with high-quality 
purpose-built rental accommodation is a real opportunity for residential investors, 
according to Knight Frank. The desire to remain in the city of study was highest in London 
(67%), Edinburgh (53%), Birmingham (46%) and Manchester (43%). 

A total of 46% of final-year students, equating to some 235,000 individuals, plan to move 
directly into a property in the private rented sector upon graduation, for example. As a 
result, delivering homes built specifically for the private rental market, be they co-living or 
BTR, will ensure the convenience and quality of housing these households need in locations 
where they want to be, according to Knight Frank’s commentary. 

 

City centre rental markets lure 
back tenants, while sales market 
shows existing homeowners 
looking further afield for more 
space 

Strong appetite for PBSA among 
students and institutional 
investor undimmed by Brexit 

Greater demand from overseas 
students despite Brexit 

PBSA performed better during the 
pandemic than wider student 
rental market 

A large number of students want 
to stay in the same city, with 
strong appetite for BTR 

https://content.knightfrank.com/research/1663/documents/en/knight-frank-ucas-student-accommodation-survey-report-2021-7707.pdf
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Investment: institutional deals hit £2bn in H1 2021 

A separate report, published in August 2021 by Knight Frank, highlights the continuing 
strength of institutional investment into the UK student accommodation market (link). 
Investors spent £656m in the sector in the second quarter of this year, taking total spend 
for 2021 to nearly £2bn. Investment for the comparable period of 2020 was £5bn, though 
£4.7bn of that was for a single deal, Blackstone’s acquisition of the IQ portfolio.  

But while total spend may be down year on year, analysis of deal numbers points to a more 
active market, according to Knight Frank. Cumulative deal volumes to June are 47% higher 
than last and 4% higher than in 2019 (Figure 6). 

Figure 6: UK PBSA deal volumes  

 

Source: Knight Frank Research 
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WJG in brief: low-risk, capital-light, in growth markets 

The Group, admitted to AIM in 2016, in our view offers a unique low-risk, capital-light 
development and asset management model for private and student rental. It develops BTR 
and PBSA schemes, largely forward-funded by institutional investors, which acquire sites 
from WJG with the benefit of planning and then pay for the works monthly as development 
progresses, thus reducing capital tie-up for WJG. The Group also provides an 
accommodation management service through its Fresh Property Group (FPG) business, 
which manages both WJG and third-party developed assets, and operates a more 
traditional housebuilding business focused on the North West, with the intention signalled 
to pivot this into affordable housing. We believe the Group should benefit from continuing 
growth opportunities in new student accommodation, has ‘early mover advantage’ in BTR, 
and this is all tied together by FPG in what we have defined as a ‘virtuous circle’. For more 
details, see our 9 June 2020 initiation, Build-to-rent ‘comes of age’. 

Themes: addressing growing rental markets 

▪ Opportunities in land market – aided by planning changes. We believe WJG could 
exploit significant opportunities from landowners in challenged sectors such as retail 
and leisure. We believe WJG could benefit from recent changes to planning rules, 
allowing for vacant office and retail properties to be fast-tracked for residential use. 

▪ Institutional investment resilient. Institutional investors have underpinned the 
Group’s capital-light growth model by acquiring developments on a forward-sale basis, 
in which they pay for the land and the development works as they progress. Demand 
has remained robust for both BTR and PBSA due to long-term visibility of rental income. 

▪ Build-to-rent. As we argued in our initiation note, we expect long-term growth in BTR, 
fuelled by demand from renters, either economically or for ‘life-style’, and from 
investors, attracted by income prospects while other sources of yield are diminishing. 

▪ Student demand remains high despite Covid challenges. Despite worries that Brexit 
and Covid may deter university entries, particularly from overseas students, UCAS has 
registered a new record in the number of applications from both home and abroad.  
Whilst remote teaching by universities and uncertainty during the pandemic could 
reduce the number of students choosing to study away from home in the current year, 
in our view it remains the preference of the majority to study at their university of 
choice, and so we expect lettings to recover to normal levels post-Covid. 

▪ Co-living: a new string to the company’s bow. The interim results included WJG 
securing planning permission for its first co-living scheme, for 133 beds in Exeter. We 
see co-living, in which tenants have a private studio with shared communal facilities, as 
a potentially vibrant ‘half-way house’ between student life and ‘full’ private rental. We 
believe that, by extending the management by Fresh, WJG can further extend the 
‘virtuous circle’ model by introducing new generations to WJG-built facilities. 

▪ House building arm pivoting into the affordable homes market. The largely stand-
alone Residential division, which historically operated a private-focused housebuilding 
model mainly in the North West of England, is piloting move into affordable housing, 
which will operate through a capital light forward sale model. This will be led by 
affordable housing and include BTR as well as private housing for sale. The group has 
announced its first affordable homes site. 

▪ Fresh accommodation management: tying the Group together. We see Fresh as not 
only providing a stable income stream from its regular management fees but also using 
its insight and ‘brand’ to tie together student accommodation, BTR and possibly co-
living as graduates move into work.  

Unique model addresses growing 
rental market, with low exposure 
to development risk and capital 
tie-up 

https://www.progressive-research.com/research/build-to-rent-comes-of-age/
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Figure 7: FY and HY divisional performance 

Year-end September 2017 2018 2019 2020 2021E 2022E H1 
2020 

H2 
2020 

H1 
2021 

H2 
2021E 

Revenue           

Student accommodation  256.1   312.7   246.1   226.0   288.2   273.8   120.8   105.3   104.8   183.4  
Change (%) 8.0% 22.1% -21.3% -8.2% 27.5% -5.0% -6.2% -10.3% -13.3% 74.3% 
Build-to-rent  1.2   3.8   77.4   94.0   150.4   233.1   41.2   52.8   59.1   91.3  
Change (%)  na na 21.4% 60.0% 55.0% na -23.2% 43.3% 73.0% 
Residential   18.1   30.0   34.3   26.3   32.8   34.5   19.6   6.7   10.7   22.2  
Change (%) -31.3% 65.8% 14.4% -23.4% 25.0% 5.0% 12.5% -60.5% -45.6% 233.1% 
Accommodation management   6.1   7.3   7.5   7.6   8.0   8.0   4.1   3.4   3.8   4.2  
Change (%) Na 19.2% 2.2% 1.7% 5.5% 0.0% 7.5% -4.6% -8.0% 21.7% 
Corporate  20.4   9.3   9.5   0.3   0.3   0.3   (0.1)  0.3   0.1   0.2  
Group revenue  301.9   363.1   374.8   354.1   479.7   549.6   185.7   168.4   178.4   301.2  

Change (%) 13.1% 20.3% 3.2% -5.5% 35.5% 14.6% 16.7% -21.9% -3.9% 78.8% 
           
Gross profit           
Student accommodation  56.6   60.7   54.9   54.3   52.2   49.6   29.6   24.7   25.2   26.9  
Margin (%) 22.1% 19.4% 22.3% 24.0% 18.1% 18.1% 24.5% 23.5% 24.1% 14.7% 
Build-to-rent  0.7   1.0   13.8   14.9   20.3   30.3   6.6   8.2   12.4   7.9  
Margin (%) 56.3% 27.1% 17.8% 15.8% 13.5% 13.0% 16.1% 15.6% 21.0% 8.7% 
Residential   3.0   4.4   7.2   4.0   5.4   5.2   3.7   0.3   1.5   3.9  
Margin (%) 16.7% 14.6% 20.9% 15.4% 16.5% 15.0% 19.1% 4.5% 14.0% 17.7% 
Accommodation management   3.8   4.5   4.6   4.5   4.8   4.8   2.6   2.0   2.2   2.6  
Margin (%) 61.9% 61.8% 61.5% 59.8% 60.0% 60.0% 61.9% 57.4% 58.4% 61.5% 
Corporate  (0.5)  1.8   (0.3)  (1.8)   -      -     (0.2)  (1.6)  0.0   (0.0) 
Gross profit  63.5   72.4   80.0   75.9   82.7   89.8   42.3   33.6   41.3   41.3  
Margin (%) 21.0% 20.0% 21.4% 21.4% 17.2% 16.3% 22.8% 20.0% 23.2% 13.7% 
AM admin  (1.7)  (3.2)  (3.2)  (3.4)  (3.5)  (4.0)     
Group admin (19.1) (19.6) (21.3) (20.8) (24.4) (26.0) (12.7) (11.6) (12.3)  (15.6) 
EBIT, group only  42.7   49.6   55.6   51.7   54.8   59.8   29.6   22.1   29.1   25.7  
Share in op profit of JVs  1.4   1.1   0.3   0.2    -      -      -     0.2    -      -    
Total operating profit  44.1   50.8   55.9   51.9   54.8   59.8   29.6   22.2   29.1   25.7  
Exceptionals   -     4.3   (2.6) (20.4)   -      -      -     0.2    -      -    
Net interest  (0.9)  (0.7)  (5.4)  (6.1)  54.8   59.8   29.6   22.2   29.1   25.7  
PBT  43.3   54.3   47.9   25.3    -      -      -    (20.4)   -      -    
Add back exceptionals   -     (4.3)  2.6   20.4   (4.8)  (4.8)  (2.9)  (3.2)  (3.2)  (1.6) 
Adj PBT  43.3   50.1   50.4   45.8   50.0   55.0   26.7   (1.4)  25.8   24.1  

EBITDA  43.8   50.9   64.8   61.1   63.9   69.6   34.2   26.9   33.4   30.6  
Adj EPS (p)  14.0   16.0   16.1   14.7   15.8   17.4  8.4  8.1  
DPS (p)  6.60   7.60   8.35   7.35   7.80   8.50  0.0 7.4 2.6 5.2 

Net debt, post-IFRS 16  41.0   80.2  (60.7) (39.6) (44.7) (41.4)  (100.1) (39.6)  (100.0) (44.7) 
Net cash, post-IFRS 16   88.4  94.8   85.3   83.6  37.5  94.8  31.7  85.3  

 

Source: Company Information and Progressive Equity Research estimates 
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Financial Summary: Watkin Jones 

Year end: September (£m unless shown)      
      
PROFIT & LOSS 2018 2019 2020 2021E 2022E 
Revenue 363.1  374.8  354.1  479.7  549.6  
Adj EBITDA 50.9  64.8  61.1  63.9  69.6  
Adj EBIT 49.6  55.6  51.7  54.8  59.8  
Reported PBT 54.3  47.9  25.3  50.0  55.0  
Fully Adj PBT 50.1  50.4  45.8  50.0  55.0  
NOPAT 40.7  41.1  37.6  40.5  44.6  
Reported EPS (p) 17.3  15.2  8.2  15.8  17.4  
Fully Adj EPS (p) 16.0  16.1  14.7  15.8  17.4  
Dividend per share (p) 7.6  8.4  7.4  7.8  8.5  

      
CASH FLOW & BALANCE SHEET 2018 2019 2020 2021E 2022E 
Operating cash flow 66.6  38.9  54.9  34.9  39.6  
Free Cash flow 54.1  23.8  38.0  20.3  23.9  
FCF per share (p) 21.2  9.3  14.9  7.9  9.4  
Acquisitions 3.0  0.2  0.8  0.0  0.0  
Net cash flow 41.3  9.0  18.9  (5.1) 3.3  
Overdrafts / borrowings 26.5  176.3  174.1  174.1  174.1  
Cash & equivalents 106.6  115.7  134.5  129.4  132.7  
Net (Debt)/Cash, pre-IFRS 16 80.2  88.4  94.8  85.3  83.6  
IFRS 16 Lease liabilities  (149.0) (134.5) (130.0) (125.0) 
Net (Debt)/Cash post-IFRS 16   (60.7) (39.6) (44.7) (41.4) 

      
NAV AND RETURNS 2018 2019 2020 2021E 2022E 
Net asset value 153.0  161.1  167.8  182.9  206.9  
NAV/share (p)      
Net Tangible Asset Value 138.6  147.3  154.6  170.2  194.7  
NTAV/share (p)      
Average equity 114.5  139.6  157.1  164.5  175.4  
Post-tax ROE (%) 38.6% 27.8% 13.4% 24.6% 25.4% 

      
METRICS 2018 2019 2020 2021E 2022E 
Revenue growth 9.3% 3.2% (5.5%) 35.5% 14.6% 
Adj EBITDA growth 6.7% 27.2% (5.7%) 4.7% 8.8% 
Adj EBIT growth 16.7% 12.1% (7.1%) 6.0% 9.2% 
Adj PBT growth 11.2% 0.8% (9.3%) 9.2% 10.1% 
Adj EPS growth NA 0.7% (8.5%) 7.5% 10.0% 
Dividend growth NA 9.9% (12.0%) 6.1% 9.0% 
Adj EBIT margins 13.7% 14.8% 14.6% 11.4% 10.9% 

      
VALUATION 2018 2019 2020 2021E 2022E 
EV/Sales (x) 1.6 1.5 1.6 1.2 1.1 
EV/EBITDA (x) 11.4 9.0 9.5 9.1 8.3 
EV/NOPAT (x) 14.2 14.1 15.4 14.3 13.0 
PER (x) 15.0 14.9 16.3 15.1 13.7 
Dividend yield (%) 3.2% 3.5% 3.1% 3.3% 3.6% 
FCF yield 8.9% 3.9% 6.2% 3.3% 3.9% 

 

Source: Company information and Progressive Equity Research estimates 
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+44 (0) 20 7781 5311 
eritchie@progressive-research.com 
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equity research services, and the companies researched pay a fee in order for this research to be made available.  This report has been 
commissioned by the subject company and prepared and issued by PERL for publication in the United Kingdom only.  All information used in 
the publication of this report has been compiled from publicly available sources that are believed to be reliable; however, PERL does not 
guarantee the accuracy or completeness of this report.  Opinions contained in this report represent those of the research department of 
PERL at the time of publication, and any estimates are those of PERL and not of the companies concerned unless specifically sourced 
otherwise.  PERL is authorised and regulated by the Financial Conduct Authority (FCA) of the United Kingdom (registration number 697355). 

This document is provided for information purposes only, and is not a solicitation or inducement to buy, sell, subscribe, or underwrite 
securities or units.  Investors should seek advice from an Independent Financial Adviser or regulated stockbroker before making any 
investment decisions.  PERL does not make investment recommendations.  Any valuation given in a research note is the theoretical result of 
a study of a range of possible outcomes, and not a forecast of a likely share price.  PERL does not undertake to provide updates to any 
opinions or views expressed in this document. 

This document has not been approved for the purposes of Section 21(2) of the Financial Services & Markets Act 2000 of the United Kingdom.  
It has not been prepared in accordance with the legal requirements designed to promote the independence of investment research.  It is not 
subject to any prohibition on dealing ahead of the dissemination of investment research. 

PERL does not hold any positions in the securities mentioned in this report.  However, PERL’s directors, officers, employees and contractors 
may have a position in any or related securities mentioned in this report.  PERL or its affiliates may perform services or solicit business from 
any of the companies mentioned in this report. 

The value of securities mentioned in this report can fall as well as rise and may be subject to large and sudden swings.  In addition, the level 
of marketability of the shares mentioned in this report may result in significant trading spreads and sometimes may lead to difficulties in 
opening and/or closing positions.  It may be difficult to obtain accurate information about the value of securities mentioned in this report.  
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