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Overview
Although the detail
of the Government’s
proposed ban on
lettings fees isn’t yet
clear, it will clearly
impact the operating
environment. It could
feed through to higher
landlord costs, which
could feed though to
rents. Alternatively,
and more likely,
letting agents may
have to absorb the
costs themselves.

‘The government will ban letting agents’ fees
to tenants, to improve competition in the
private rental market and give renters greater
clarity and control over what they will pay…’
These 29 words delivered in the Autumn
Statement have caused quite a stir in the
property world and highlighted what has
long been a divisive issue. Currently letting
agents charge tenants for a variety of
services, but for a long time these fees have
been viewed as too high and lacking
transparency.
In this paper we outline the arguments
supporting and opposing a ban, and assess
the potential impact on the market. Our
research shows that there is a wide variance
in the fees that letting agents charge. Further,
the revenue that agents make from these
fees is substantial. However, within this
revenue there are legitimate costs which
need to be covered. It is possible that agents
will pass these costs onto landlords, who
may in turn pass onto tenants in the form of
higher rents. However, the letting agency
market is highly competitive, with over 4,500
for landlords to choose from. So it seems
unlikely agents will be able to pass the costs
on. As a result, we find that the costs would
need to be absorbed by letting agents. This
of course would have an implication for
agents’ profitability. In a case study of one
high street agent we found that operating
profits could fall by 20% if revenue from
administration fees is lost. Faced with a new
operating environment, letting agents are
likely to find imaginative ways of reducing the
cost burden.
At the moment though, it is simply business
as usual for the lettings market as it will be a
while before anything actually changes. In
reality it will be between 12-18 months before
the proposal gets anywhere near to being
implemented.

Average fee charged to tenants
(according to the English Housing Survey)

£223
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Introduction
Although the ban
was a recent
announcement,
the issue has been
bubbling away in
the background for
several years,
gradually gaining
political weight.

The proposed ban centres on the fees
that letting agents charge to private tenants.
These can take a variety of forms but can
include fees for:
–– Holding/reservation of a property
–– Negotiating contracts
–– Administration
–– Credit/reference checks
–– Inventory
–– Tenancy renewal
–– Amendment of contract/tenancy
Charging tenant fees is perfectly legal,
but the issue has become increasingly
sensitive as fees charged by some agents
appear excessive. While there are legitimate
costs associated with a new tenancy, the
range of fees levied across the different
agents suggests some are profiting from
these charges.

Average administration fee (according to
CBRE research)

£300
According to the latest English Housing
Survey, the average fee incurred by tenants
is £223. The Association of Residential
Letting Agents (ARLA) report an average
fee of £202 per tenant being charged by its
members, which they state is fair and
reasonable.
However, others have reported significantly
higher fees. ‘Still Let Down’, a 2015 report
by the Citizens Advice Bureau listed an
average fee of £337. ‘Letting agencies: the
price you pay’, a report from Shelter, found
that one in seven renters were charged more
than £500 by their agency. Previous research
by the consumer watchdog Which?
estimated that tenants are paying around
£175 million in agents’ fees annually, and
that not being able to shop around could
be costing them as much as £76 million.
We have researched the current fee structure
of five high street letting agents and two
online agents. The average administration
fee charged by these agents was £300.
The significant range of fees is highlighted by
the online agents, which typically only
charge a small reference fee to tenants.

Political momentum has been gathering
behind the fee issue for several years. In
response to what it called ‘surprising and
high charges’, the Office of Fair Trading
recommended, in a 2012 report, that ‘fees
should be set out in a clear tariff of charges
at the start of the process and certainly
before any contract is signed. While it did not
call for an outright ban, the government
listened. As a result, new rules were
introduced in May 2015 as part of the
Consumer Rights Act, which stipulated that
agents had to clearly display their fees.
Other organisations however, wanted the
matter to go further and called for a complete
ban. The housing charity Shelter has been
advocating this since 2013 and has
welcomed the new proposals as a ‘bold step
forward for renters.’ In its ‘Still Let Down’
report, the Citizens Advice Bureau also called
for fees to be banned in order to protect
tenants. Most recently, former Shelter
grandee, Baroness Olly Grender led a Private
Members’ bill to ban fees, and introduced
the Renters’ Rights Bill in May 2016. The Bill
was passed, unopposed, at Second Reading
in June 2016 and moved to committee stage.
However, it failed to get any further following
the change of leadership after the EU
Referendum.
All of this has culminated in the
announcement of a ban of fees to tenants
in the Autumn Statement.

Chart 1: CBRE comparison of agency fees charged to tenants
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For and against
The arguments
for banning tenant
fees revolve around
justification,
transparency and
ultimately, fairness.
However, letting
agent groups are
warning that the
fees will simply
pass to landlords
and translate to
higher rents.

The main problems from the tenants’
perspective are that fees:
1. Lack transparency
2. Are not directly related to costs
3. Vary significantly across agents
One of the high street agents we surveyed
quoted a £420 administration fee which it
defines as ‘a fixed cost that can cover a
variety of works depending on the individual
circumstances of each tenancy…’ So from
the perspective of the tenant this explanation
is quite opaque. Further, the report from
Citizens Advice highlighted that agents are
charging anything between £6 and £300 for
reference checks, and fees for tenancy
renewals range from £15 to £300. According
to research from Generation Rent, fees for
the same service ranged from £40 to almost
£800. The issue has been further highlighted
by the emergence of numerous online only
agents that typically only charge a nominal
reference fee. Across five of these agents the
average fee was £88, much lower than the
typical high street agent. However, although
they only charge a single fee there is still a
wide disparity, ranging from £20 to £175.

FOR

This huge disparity clearly leads to mistrust,
adding fuel to the speculation that agents are
profiting excessively from tenants.
Reducing upfront costs for tenants would
also make it much easier to move home,
adding a higher degree of liquidity to the
market. The English Housing Survey
reported that a third of private tenants said
that agency fees prevented them from
moving home. This equates to 1.5 million
privately rented households across England
and highlights that there is a large proportion
of the market where agency fees act as a
significant barrier to mobility.
However, several organisations representing
landlords and lettings agents, including The
Association of Residential Letting Agents, the
National Landlords Association and the UK
Association of Letting Agents, suggest that if
a ban is implemented the fees will merely
pass to landlords, increasing their costs. The
inevitable outcome will be higher rents.

Fees lack transparency

Landlords
should pay as
the agents
primary
customer
Acts as a barrier to
moving home

Potential for
double-charging of
landlord and agent
Tenants have no choice
Will professionalise
the sector

Although the Chancellor stated that the ban
would be implemented as soon as possible,
in reality it will be a while before anything
actually happens.
The government will still need to consult,
assess the potential impact and find time to
implement the proposed ban.
The format of the ban also needs to be
clarified; the announcement gave the
impression of an outright ban on charging
fees to tenants but this is not definite. It could
be the case that after consultation an
alternative legislation is proposed. This could
take the form of banning up-front fees only,
or a cap on fees to create uniformity across
the sector.
The Department of Communities and
Local Government (DCLG) is now
responsible for moving this forward and
there are two routes to implementation:
1. Full consultation and primary legislation
2. Curtailed consultation and secondary
legislation under existing statute, such as
Competition and Consumer Regulations.

AGAINST

Fees do not relate
to actual costs

Implementation and timing

Fees will pass to
landlords, resulting in
higher rents. The tenant
will still pay and as the
fees are rolled up into
the rent they will be
even less transparent.

Banning fees will
jeopardise service
provided to tenants

The DCLG have confirmed that they will
begin the consultation in early 2017 and,
according to the Royal Institute of
Chartered Surveyors, favour the primary
legislative route. The consultation has no
fixed scope, but it is likely that it will want to
consult with various groups on both sides of
the industry including landlords, letting
agents, tenants, consumer groups and
charities.
Typical timeframes for this form of
consultation indicate that discussions will
probably conclude in September 2017 at the
earliest. It will then take time for the
legislation to pass through parliament,
meaning that the earliest time to pass
anything into law will likely be the beginning
of 2018. Of course Brexit will be occupying
the majority of the governments’ resources
throughout this period, meaning the timeline
could be further stretched.
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Yet this scenario is unlikely to materialise as
letting agents have little ability to pass the
fees to landlords in the first place. This is
also the result of a crowded market, with
thousands of independent operators all
competing with one another. A Rightmove
search yields over 1,000 letting agents in
London alone. The online directory,
uklettingagent.co.uk, reveals more than
4,500 companies across the UK. This has
created a highly competitive environment,
whereby agents’ have little scope to increase
prices otherwise they will fail to attract or
retain customers (landlords).
In economic terms, both landlords and
letting agents are operating in a market
resembling a perfectly competitive structure
i.e. one with low barriers to entry resulting
in a high number of participants each with
a small market share. This makes them
‘price takers’: they must accept the
prevailing prices in the market, lacking the
market share to influence the market price
on its own.

However, in Scotland’s more supply
constrained city markets of Glasgow and
Edinburgh, rents have increased at double
the rate compared with the rest of the
country. According to Citylets, average
asking rents in Edinburgh and Glasgow have
increased by 20% and 19% respectively
since 2013. Across Scotland rents have risen
by 9% over the same period. This could be
as a result of higher costs filtering through
to higher rents.

Chart 3: Index of average asking rents,
Q1 2013 to present
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Case Study: Scotland
In the instance of an outright ban we can
draw a direct comparison with Scotland.
Here, it has been illegal for agents to
charge ‘premiums’ – fees charged at the
start of a tenancy (excluding rent and
deposit) – to tenants since 1984. However,
the law was only clarified and enforced in
November 2012. At the time the
commentary mirrored the current rhetoric
following the Autumn Statement
announcement – chiefly, that the ban
would increase rents.

Following the Scottish ban, independent
research conducted for Shelter in 2013
showed that the impact has been minimal
for letting agencies, landlords and renters.
Overall, the research demonstrates that
tenants, landlords and the industry as a
whole has benefitted from banning the
fees. It further argues that this change
could be implemented in England without
significant impact on the viability of the
industry or rents.

But it should also be noted that an
independent assessment by the
Communities and Local Government
Committee concluded that the evidence
provided in the report is inconclusive
when assessing the overall costs and the
operation of the market as a result of the
Scottish ban. In its view it was not
adequate to determine the impact of the
decision in Scotland or
how it might work in England.

Q4 2016

Q3 2016

Q2 2016

Q1 2016

Q4 2015

Q3 2015

Q2 2015

Q1 2015

Q4 2014

Q3 2014

Q2 2014

Q1 2014

Q4 2013

90

Q3 2013

95

Q2 2013

95

Q1 2013

It also partly depends on how supply
constrained the market is. In a tight market it
is easier for landlords to pass higher costs
on to rents.

Our analysis indicates that asking rents in
Scotland have not increased any faster since
the ban was introduced compared with
England. According to Rightmove, average
asking rents in both countries have recorded
identical growth of 16% since the beginning
of 2013. In fact, average asking rents in
Scotland actually fell throughout 2013 (the
year after the ban was introduced) before
recovering in 2014. The index of private
housing rental prices (IPHRP) compiled
by the Office for National Statistics shows
that rents have increased more in England.
Since November 2012 the IPHRP has
increased by 9.1% in England compared
with 5.0% in Scotland.

Chart 2: Index of private housing rental prices,
England and Scotland, November 2012 to present

Average asking rent index

However, this partly depends on the level of
costs. Given a scenario of average fees of
£223, this could quite feasibly be spread out
over a year, adding just £18.60 per month, or
2%, to rents.

Evidence is provided from Scotland.
According to the Shelter report (see Case
study: Scotland), any rent rise resulting from
the ban was small and short-lived. Increases
in agency fees, or having to cover the costs
of fees themselves, are only mentioned by a
very small minority of landlords as a reason
for increasing rents, with market and other
cost factors considered far more significant
drivers. Only 17% of letting agency managers
said they had increased fees to landlords.
The majority (70%) of landlords who use
letting agents have not noticed any increase
in fees since 2012.
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It has been suggested
that agents will
pass on the fees to
landlords. This will
inevitably result in
higher rents as
landlords recoup the
additional costs,
meaning the tenant
still pays. However,
our research indicates
that both letting
agents and landlords
have little ability to
pass on the fees.

The rental market is extremely fragmented.
It is estimated that around 75% of rental
stock is owned by private landlords, most of
whom have one or two properties. Assuming
each landlord owns two properties, there
would be in the region of 1.8 million
landlords across England. Therefore this
market is highly competitive with little ability
for collusion. If an individual landlord were to
hike rents in an attempt to recoup costs, it
would make the property more expensive
than competitors meaning it simply won’t let.

Index of private housing rental prices

Will the fees be
passed on in
the form of
higher rents?
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What would be
the impact on
letting agents?
In the case of an
outright ban and
agents not being able
to pass on the fees, the
main impact will be
on the agents
themselves, and
specifically their
revenues.

If, when faced with a ban on tenant fees,
agents are not able to pass these costs on,
they will need to absorb these costs
themselves.
We have estimated that on average, tenant
fees account for 20% of revenue per let,
ranging from 12% in London to 24% in
the North East. Clearly this revenue doesn’t
translate directly through to profit, as many
of the charges are legitimate. However,
for some agents there may be an element
of profit.
To help determine how it may effect the
finances of letting agents, we used one high
street agent as a case study. This revealed
that the revenue generated from tenant fees
was less than 6% of its total revenue.
If administration costs remained the same,
the impact on operating profit would be
greater, resulting in a fall of approximately
21%. Nonetheless, the business would
remain viable and still generate a healthy
profit. This highlights that a fee ban will
undoubtedly impact revenues and profits for
agents if they cannot pass them on. And
while for a large mainstream agent, it is
unlikely to reduce its viability, it may be more
severe for smaller agents. This could result in
some closures.

According to the Shelter report (see box 1),
the majority (59%) of letting agency
managers said that the ban in Scotland
had ‘no impact’ on their business. Only 24%
reported a small negative impact but none
reported a large negative impact on their
business. A further 17% actually considered
the ban to be positive for business.
Overall, the majority (54%) of letting agency
managers viewed the ban as positive for
the industry.
What is clear is agents will need to adjust to
a new operating environment. The new
burden of administrative costs will see
agents adopting imaginative ways of
reducing these costs. For example, agents
may encourage longer tenancies to reduce
the administrative costs of renewing
contracts. Alternatively, unfurnished
properties may become more common to
circumvent the need for inventory checks.

Key
North East

Average rent (per month)

£542

Average rent (per year)

£6,504

Agency commission

£715

Total (commission + tenant fee)

£938

Proportion of revenue from
tenant fees, per letting

24%
Yorks &
Humberside
£564
North West
£616

£6,768
£744
£967

£7,392

23%

£813
£1,036

The bottom line is that revenues and profits
will be lower and this could have wider
implications on ongoing operations and
investment into things like staff training. The
consequences of which could impact on
service standards across the industry.

22%

West
Midlands
£604
£7,248
£797
£1,020
22%

East
Midlands

East Anglia
£858

£630

£10,296

£7,560

£1,133

£832

£1,356

£1,055

16%

21%

London
£1,295
£15,540
£1,709
£1,932
South East
South West
£656
£7,872
£866
£1,089

12%

£858
£10,296
£1,133
£1,356
16%

20%

This analysis is based on an average tenant
fee of £223 and a commission charge
equating to 11% of annual rent.
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How does it
work in other
countries?
The issue of tenant
fees across the globe is
a mixed one. Some
pay and some don’t.
However, comparing
the issue across
several different
countries highlights
that tenants in
England are not the
worst off.

In Ireland the Property Services
(Regulation) Act 2011 stipulates that the
charging of fees to tenants is illegal. Similarly,
tenant fees were banned in Scotland in 2012.
In Wales the situation is currently the same
as in England. An investigation by Shelter
(Wales) revealed that 1 in 3 tenants in the
country paid more than £200 in agency fees.
In Northern Ireland the rules are also similar
to England but it is further stipulated that the
fees should only cover the cost incurred by
the agent. A survey conducted by Housing
Rights, a housing charity in Northern Ireland,
found that agents charged an average of £48
per applicant; significantly lower than the
average in England. However the survey also
uncovered a broad range of fees, mirroring
the situation in England.
Across Europe the situation is also mixed.
Agents in Sweden do not charge any fees to
tenants. In Germany, fees were traditionally
borne by the tenant at a level capped at two
months’ rent plus VAT. However, legislation
introduced in 2015 means that agent fees
can only be charged to the party engaging
the agent’s services. In most cases this is the
landlord. The same rules apply in The
Netherlands.
In France, since September 2014, fees are
the sole responsibility of the landlord. But
there are certain fees that can be legally split

or negotiated, if a professional such as an
agent is used. The law also stipulates that
the tenant can never be charged more than
the landlord and fees are capped for the
tenant. But as the fees are based on the size
of the property they can still be significant.
For example, fees for drawing up the rental
agreement are capped at €12 per sqm in
Paris – this equates to €600 for a 50sqm
apartment, or a maximum of €300 for the
tenant.
Agents in Switzerland typically charge up to
a month’s rent as a fee. The same is true of
Belgium and Portugal. Tenants in Italy and
Spain perhaps have the worst deal though;
here tenant fees have typically been one
month’s rent, but a charge equating to 10%
of the annual rent is now becoming more
commonplace.
Looking further afield, the US has different
scenarios depending on the ownership of the
property. In areas like New York and Boston
the majority of rental units are owned by
individual landlords, like the UK. In this
instance a tenant will typically pay an agent’s
fee equivalent to one month’s rent.
Elsewhere the multi-family model is most
common – these are large blocks of
apartments owned by institutions. In this
scenario the property manager/owner will
pay the agent’s fee, which again is typically
one month’s rent.

A comparison of other countries
Does the agent charge the tenant?
Belgium

France

Yes. One months rent.

Yes. But it is split with the landlord and
capped for the tenant. The tenant cannot
pay more than the landlord. Dictated by
property size. Price is per sqm

Germany
Typically no. Agent charges the
party who engages them which is
typically the landlord.

Italy
Yes. 10% of annual rent or one
month’s rent.

Ireland
No.

Netherlands
Typically No. Agent charges the party
who engages them which is typically
the landlord.

Northern Ireland
Yes. Various but stipulates that the
charges can only cover costs and the
agent/landlord cannot profit.

Scotland
No.

Switzerland
Yes. One months rent.

United States
Yes and No - Dictated by ownership
of unit(s). One month’s rent

Portugal
Yes. One months rent.

Spain
Yes. 10% of annual rent or one
month’s rent

Sweden
No.

Wales
Yes. Set by the agent
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