
THE STUDENT SECTOR 2019

In 2019, the UK student market 
reported strong results across 
the board, underpinned by a 
continued growth in student 
numbers. In the last 10 years, the 
UK has on average seen a 2% 
year-on-year growth and 10% 
overall growth since 2012. The 
number of those in full time higher 
education now stands at 1.84 
million (1.5 million undergraduate 
and 340,000 postgraduate).

In the accommodation sector there are 660,000 Purpose 
Built Student Accommodation (PBSA) beds, 50% of which 
continue to be owned/operated by universities. However, 
this share is reducing with the pipeline continuing to be 
driven by private operators. An additional 30,000 beds 
are due to be delivered for the 2020/21 academic year 
to meet increasing demand. In the long-term, a further 
500,000 students are expected to be in place by 2030 
and it had been expected that additional beds would 
continue to have been delivered in line with the growth in 
student population. Pre-COVID-19 student numbers for the 
2020/21 academic year were tracking at 2% ahead of the 
previous year’s numbers.

In 2019, £2.9bn of assets were transacted in the sector 
with a number of premium schemes, including The Vita 
Portfolio and Student Castle Portfolio, being sold. This 
was a reflection of the surge in the premium sector. This 
increase in premium beds was a response to the growth in 
international student numbers, which have shot up by 54% 
(to 460,000) in the last 10 years. International students 
are now one of the key elements that universities have 
identified to grow their income streams.
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THE IMPACT OF COVID-19

Over the last decade universities have 
moved towards a market-orientated 
system where income growth has been 
driven by the rise of tuition fee income 
and in particular by the tuitions fees 
received from International students, 
which is worth an estimated £7 billion.

However, due to the Corona Virus crisis, 
London Economics has estimated that 
enrolment for the 2020/21 academic 
year will be down across the board.

Projected Drop in Student Enrolment

This equates to a fall of 437,000 
students and a drop in income of 
£2.5bn, of which £1.86bn is accounted 
for by international students.

This will not only have lasting financial 
implications for universities but will 
impose clear challenges across the 
student sector.

With a number of students not returning 
for their final semester, many operators 
have refunded students for their 
final term and it is fair to assume that 
supplementary summer income will be 
drastically reduced.

This begs the question: With the 
expected drop in admissions for 
next year and many universities now 
having to adapt teaching techniques 
to provide more online content, is there 
going to be as significant a demand for 
Purpose Built Student Accommodation 
(PBSA) as in the past?

Already many of the UK universities are 
adapting to provide large parts of their 
first semester online, with the majority 
of students not due to be back on 
campus until the beginning of 2021.
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“Already many of the UK universities are 
adapting to provide large parts of their first 
semester online with the majority of students 
not due to be back on campus until the 
beginning of 2021.” 

First Year 
Enrolment Overall

UK
Students 16% 8%

EU
Students 47% 26%

International 
Students 47% 26%

Figure1 (Source HESA)
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THE CHALLENGES MOVING FORWARD

The challenge for universities is clear. 
They will need to address a short-
term but significant drop in income, 
whilst ensuring the long-term viability 
of their institutions. The Government 
has confirmed that it will provide an 
advance on tuition fees worth an 
estimated £2.5bn. However, for the first 
time since 2013, there will be a cap on 
student numbers in England to avoid 
over recruiting.

The government in Scotland has passed 
The Coronavirus (Scotland) (No.2) (Bill) 
to allow students to break tenancy 
agreements due to COVID-19. This 
is being presented as a short-term 
measure to help students who have not 
returned to university following lock-
down measures and has a maximum 
duration of 18 months, it will expire in 
September 2021.

As universities prepare for the next 
academic year, many courses will be 
taught online whilst a strategy is put 
in place to stagger students’ return. 
Will this see an acceleration towards 
Massive Open Online Courses (MOOC) 
or a greater emphasis on Distance 
Learning (DL)? Leeds University 
already accepts MOOC modules for 
accredited courses and Northampton’s 
new campus has already focused on 
developing smaller teaching rooms 
rather than traditional large lecture 
theatres.

However, as we emerge from the 
pandemic a university education is 
likely to remain attractive to young 
students looking to make their way 
away from home and to exercise their 
independence. A university provides a 
space in which they can broaden their 
life skills and experience an important 
rite of passage.

Figure 2 (Source HESA & G+S)

The Times Higher Education Annual Student Experience report pointed to nine 
factors most closely linked to recommending a university. Six factors related 
to broader social/cultural issues rather than straight educational concerns, 
these included:

• Becoming an independent adult;

• Meeting people with different perspectives and background;

• Networking for future career;

• Taking part in activities outside of a course.

Partly because of these factors, students will still want to attend university in 
person. Therefore the challenge will involve dealing with the short-term cash 
flow dip caused by the drop in student numbers, managing the late return 
of students (which is likely to be of a staggered nature) and adapting to new 
social behaviours. From an operational perspective, PBSA will need to be 
adapted to ensure a level of social distancing in accommodation blocks.

Operators are already putting strategies in place to counteract a drop 
in international student numbers. Traditionally international students 
have tended to take premium accommodation closest to a university’s 
campus. Operators are now targeting the HMO market to attract UK 
students into PBSA. This will ultimately lead to a discount in rents in premium 
accommodation that will trickle down to other accommodation types. 
However, operators have the advantage of being able to provide an 
appropriately managed living environment fit for the socially distancing 
COVID-19 world in which we now live.

Anecdotally many operators have seen a spike in studio enquiries as 
students look at accommodation that provides a greater degree of social 
distancing.

Despite the expected fall in student numbers, it should be remembered 
that last year, of the 1.84 million students in the UK, 1.2 million were studying 
outside of their home region. With 660,000 PBSA beds currently in the market 
there is clear headroom to attract students out of HMOs.

Student Accommodation Breakdown (Percentage Share)

Private Residential 46%

Home 19%

University Owned 15%

Direct Let 12%

Nomination / Lease 5%

Campus Partnership 3%
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THE OUTLOOK

Despite the expected drop in student 
numbers for the 2020/21 academic 
year and the impact this will have on 
universities and those in the student 
sector, it must be remembered that 
the sector has been key in creating 
communities for students to live, study, 
work and play. Online courses and 
technology can help in the short-term, 
whilst we come out of the current 
pandemic, however, as confidence 
grows students will want to physically 
return to university. 

The importance of the sector can’t be 
underestimated: According to HESA, 
the Higher Education sector employs 
429,560 (as of Dec. 2017). The sector 
therefore plays a crucial role in the UK 
economy as it is not just an educator 
but also an employer.

Online degrees such as The Open 
University have been around for a long 
time and distance learning will always 
attract people, however, they tend to 
be part-time older students who are in 
full-time employment who see a degree 
as a way to enhance their careers or to 
gain a specific accreditation.

It is clear that universities are much more 
than online courses that can be carried 
out remotely. Student accommodation 
will therefore remain key in supporting 
university infrastructure, perhaps now 
more so than ever.

However, for PBSA developers, 
operators and investors changes will 
have to be made. A sole reliance on 
students will make investors wary and 
developers/operators could adapt 
to a co-living model and look at how 
traditional multi-family, serviced 
apartments, senior housing and student 
housing can be better integrated.

Universities will adapt, more may 
consider partnerships to outsource 
certain services such as student 
accommodation to allow them to focus 
on the key elements that will ensure 
they survive whilst they operate under 
greater financial constraints.

Universities should focus on:

• Providing undergraduate teaching courses or post-graduate courses that  
 focus on research;

• Having a high content of hands-on, face-to-face work;

• Enhancing on-site experience through a digitally enabled campus, e.g.  
 courses that post lectures online whilst providing more tuition in smaller  
 groups;

• Offering more than just an education through a better non-academic  
 experience.

Those that can weather the pandemic will undoubtedly be encouraged by 
the long-term viability of the sector. University places remain oversubscribed 
and, as Figure 3 illustrates the gap between applications versus acceptances 
has widened over the last 15 years.

As highlighted, the student population is expected to grow by another 25% 
by 2030, with the government specifically targeting an additional 140,000 
international students. 2019 saw a record 34.1% of UK 18 year olds enter 
Higher Education (26.5% in 2009), this highlights a demographic that has 
never been more engaged in Higher Education. Our universities have never 
been a more attractive proposition to students and it is this strong foundation 
that will ensure the industry’s long-term viability.

In addition, in the midst of the pandemic, universities have never looked 
more relevant. Research and development is being led by a number of UK 
institutions looking to develop vaccines, better testing and tracking of the 
virus. Clear evidence of this was provided by the £84-million research grants 
given to Oxford University and Imperial College as they look to develop and 
trial a vaccine.

Figure 3 (Source UCAS)
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The UK’s university sector remains a world leader and there is a continued 
global focus on the UK’s red brick institutions. Notwithstanding the global 
pandemic, UK student attendance is at an all-time high and history (in the 
shape of the 2008 financial crisis) suggests that a recession coincides with 
a spike in demand for further education whilst employment opportunities 
are restricted.

Finally, it is worth noting the effects that COVID-19 is having on student 
choices. Evidence suggests that as we come out of this pandemic there will 
be a sharpened focus on value for money and a flight to quality. This should 
result in the strengthening of Russell Group universities where growth is 
already exceeding the national average.

“Despite short-term challenges, the 
fundamentals for investing in the student 
sector remain in place. Investors will look 
to the defensive qualities of the sector. These 
include a 4.5% average rental growth across 
the sector over the last ten years.” 

Keith Watters

Partner

keith.watters@g-s.co.uk

07714 845 629

Peter Fleming

Associate

peter.fleming@g-s.co.uk

07968 566 670

THE INVESTMENT MARKET

Until we have evidence of actual 
student numbers for 2020/21 and 
occupational levels in PBSA have been 
bottomed out, it will be difficult to 
establish what appetite investors have 
for the student accommodation sector.

To date, with the exception of 
Blackstone buying the IQ Student 
Accommodation platform for £4.66bn 
in February from Goldman Sachs, 
there is little transactional evidence 
in the market and nothing to suggest 
any softening of pricing, yet. 2019 saw 
£2.9bn transacted, with 28,350 beds 
in prime London locations achieving 
3.75% returns, other prime regional 
cities achieving 5.00% and some super-
prime schemes achieving 4.75%. As yet 
there is little or no evidence to support 
yields moving out.

Up until the end of 2019, 80% of 
investment transactions in the student 
sector were from overseas investors 
benefitting from low interest rates and 
the chance to invest in a UK market with 
defensive qualities and good across-
the-board yields that were either 
stable or moving in. 

Despite short-term challenges, 
the fundamentals for investing in 
the student sector remain in place. 
Investors will look to the defensive 
qualities of the sector. These include 
a 4.5% average rental growth across 
the sector over the last ten years (with 
RPI averaged at 2.8%). In addition, as 
noted above, there is strong demand 
for UK Universities, with places 
remaining over-subscribed and Higher 
Education never more popular with 
school leavers. A recent survey by UCAS 
suggested that 86% of UK University 
applicants were intending to carry on 
with their applications. 


