London’s prime lettings surge as tax changes reshape luxury property market

[image: ]
London's prime lettings market is witnessing a notable upswing, fueled primarily by ongoing tax uncertainties and evolving investor behaviour, according to the latest findings from Knight Frank. While the number of new tenancies in prime central London (PCL) for properties renting above £1,000 per week increased by 7% year-on-year to May, sales of properties priced above £2 million declined by 4% over the same period. This divergence underscores a growing shift towards renting rather than buying in the capital's luxury property sector.
Notably, areas such as Notting Hill and Kensington, once robust sales markets, are now seeing a significant migration of high-value properties towards lettings. This trend has been accelerated by the scrapping of the non-domiciled tax rules in April, which historically allowed wealthy individuals to live in the UK without paying tax on their overseas income and gains. The new legislation, introducing a four-year cap on this status and subjecting worldwide assets to UK inheritance tax, has prompted some foreign owners to consider relocating abroad temporarily while keeping their UK property rented out, preserving the option of a London base.
Tom Bill, head of UK residential research at Knight Frank, noted that "pricing has softened as more high-quality stock comes to the market" and highlighted that "more owners are looking at their options overseas and renting out their property in the meantime." This cautious stance among landlords is reflected in increased lettings demand in the super-prime segment, with tenancies above £5,000 per week in prime central London surging 15% in the year to May.
The legislative environment is also playing a role in shaping market dynamics. The introduction of the Renters Rights Bill and the recent hike in stamp duty on second homes from 3% to 5% have dampened landlord confidence, particularly in lower price brackets, leading to tighter supply in these segments. Meanwhile, prime rents are escalating modestly, with prime central London rents increasing by 0.9% annually, mainly driven by higher-value rentals. Rents between £500 and £1,500 per week saw a slight rise of 0.3%, while those above £1,500 per week climbed by 1.9%. Prime outer London also experienced rental growth, up 1.7%, with super-prime rents above £1,500 per week leading at 1.3%.
This pattern of heightened lettings activity contrasts with the prime sales market's struggles. Average property prices in central London fell by 2.2% annually, marking the steepest decline since August the previous year. Quarterly data revealed a 1.4% drop, the sharpest in nearly five years, alongside a 13% decrease in new buyer registrations in the six months to May. Prime outer London has shown relative resilience with a modest 1.1% price increase, supported mainly by domestic demand driven by practical needs.
Earlier reports have linked the growth in lettings demand directly to the non-dom tax regime uncertainty and other policy changes. For example, Knight Frank's December 2024 and early 2025 analyses noted a significant rise in super-prime lettings—up to 17% in late 2024 and 9% in the first months of 2025. These increases were attributed to foreign investors and high-net-worth individuals maintaining flexibility amid the unpredictability of the tax landscape, including comparison with more generous flat-tax regimes offered by countries such as Italy.
The increase in supply of super-prime rental properties has, however, exerted downward pressure on rents in some cases, with annual declines cited in parts of the super-prime rental sector, though the general trend has been upward on average. The complex interplay of rising debt costs, enhanced regulatory demands including green legislation, and tighter inheritance tax rules is encouraging some landlords to temporarily rent out properties rather than sell, preserving long-term value while navigating short-term challenges.
Additionally, while demand remains steady in the lettings market, particularly for high-end homes, the broader London rental market has seen a 4% decline in tenancies due to shrinking supply. This reflects landlords' hesitancy amid an evolving regulatory environment and the introduction of the Renters Rights Bill, which could complicate eviction processes and affect rental income security.
Overall, the prime London property market is in a state of flux, characterised by a growing preference for lettings driven by tax uncertainties and legislative changes, juxtaposed against a somewhat subdued sales market facing price declines and fewer new buyers. This environment presents both challenges and opportunities for investors and landlords willing to adapt to the changing landscape.
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