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April Update

The Prime Minister’s decision to call a new General 
Election may have created some short-term uncertainty. 
Over the the long term however, it will provide the 
Government with a stronger and more unified mandate, 
giving investors and markets greater clarity and 
confidence.

April Top 5

1. ‘Frexit’ fears alleviate as Macron looks set to defeat       
  Eurosceptic Marine Le Pen in the upcoming French  
  elections       

2. Theresa May announces snap General Election for 8th  
  June  

3. Main property sectors report positive rental and   
 capital value growth  

4. Overseas investors continue to be the main driving  
 force of investment flows into UK commercial   
 property   

5. Investor demand for hotels remains robust due to   
 the growing appetite for income security and desire  
 for leased assets  

An OverviewGlobal Factors
Geopolitical risks have dominated the news over recent 
weeks. In Europe, the first round of the French electoral race has 
taken place.  For the first time in six decades, neither of France's 
main left-wing or right-wing parties have a candidate remaining in 
the election. The country's beaten mainstream parties have now 
lined up behind Emmanuel Macron to try to stave off a victory 
for far-right Marine Le Pen in the final round of the presidential 
election. Initial opinion polls have centrist candidate Macron 
beating Le Pen in the second round by 61% to 39%. Whilst risks 
associated with the French election are now on the back burner 
and the threat of a Eurosceptic party attaining power have 
diminished significantly, the events over the last year will mean 
that nothing can be taken for granted.

Tensions in the Far East over North Korea’s ballistic missile 
testing programme have also escalated. And while these 
may have limited immediate economic consequences, safe-haven 
assets tend to fare comparatively well during periods of high 
geopolitical risks.

More saliently for UK commercial property, Theresa May 
has announced a snap General Election. The hope is that the 
vote on June 8th will provide the Conservative party with a larger 
majority and stronger popular mandate for its Brexit agenda. The 
1% strengthening of the pound against the euro immediately 
following the announcement implies that markets agree that a 
stronger Government will improve Mrs May’s chances of securing 
the best deal.

Recent data for the UK economy suggests that consumer 
spending is likely to soften in the months ahead. But the 
slowdown is unlikely to be too severe. CPI inflation was 
unchanged, at 2.3% in March. This was roughly in line with the 
nominal rate of regular wage growth, implying that real household 
incomes are being pinched (Chart 1). 
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At £4.17bn, the value of commercial property investment 
activity held firm in March. Altogether, this brought the first 
quarter’s total to £11.5bn, a respectable figure that sits in line 
with the last decade’s average for the first quarter of each year. 
(Chart 3.)

Overseas investors have continued to be the main driving 
force. Indeed, the net value of commercial property transactions 
accounted for by overseas investors stood at £842m in March 
alone, broadly in line with the average seen over the last two 
years. And while the weaker exchange rate has been widely 
credited for such healthy flows of capital, the fall in the exchange 
rate is best characterised not as the main driver of activity but 
rather as a sweetener, enticing investors to a market with healthy 
underlying fundamentals.

Inflation is likely to pick up further, perhaps to around 3%. However, 
with the unemployment rate at the joint lowest level since 1975 
(4.7%), and employment growth still running at a heathy 1%y/y, 
nominal wages should also rise and any fall in real wages should be 
modest and short-lived.

In contrast to the risks arising from the political landscape, 
data on the health of the global economy has started the 
year on solid ground. For instance, monthly indicators for Chinese 
growth – summarised by Capital Economics’ China Activity Proxy 
– point to a pick-up in annual GDP growth from 6.4% in Q4 to of 
around 6.6% in Q1. Meanwhile, despite a disappointing 98,000 
increase in non-farm payrolls in March, wage growth in the US was 
fairly robust, at 2.7%y/y. 

Following the Fed’s March hike, little has changed from a 
monetary policy or financial market perspective over the 
last month: the MPC, ECB, Bank of Japan and People’s Bank 
of China all stood pat. Major global markets saw modest 
declines over the initial part of the month as many market 
observers worried that Le Pen, much like U.S. President 
Donald Trump, could wind up defying the odds and win in 
France. However, the election results gave the markets a sigh 
of relief, as European markets soared and volatility levels fell 
significantly. 

Property Overview
With macroeconomic conditions holding up well after a 
wobble in the third quarter of last year, property markets 
have shown further signs of improvement. Data from CBRE 
highlights that the recovery in rental and capital values seen in the 
fourth quarter of last year continued in the first quarter of 2017. In 
fact, led by particularly strong growth in the industrial segment, all of 
the main property sectors reported positive returns for annual rental 
and capital value growth, as well as total returns (Chart 2).

3.0 Value of Commercial Property Transactions in Q1 
of Each Year (£m)

Source: Property Archive

1.0 Regular Earnings and CPI

Source: Thomson Datastream

2.0 Total Returns, Rental and Capital Values by 
Sector

Source: CBRE
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London Property Market
The threat of Brexit-induced regulatory changes has forced several 
banks to announce contingency plans that often involve setting 
up EU subsidiaries and the loss of London-based posts; a worrying 
prospect given that financial services account for 15% of office-
based employment in London.  That said, an analysis from CBRE 
highlighted that, unlike previous cycles, second hand availability 
is unlikely to spike over the coming months, as financial sector 
occupiers have not played a massive role in recent leasing activity.

The supply side continues to raise concerns. At 14m sq ft. of office 
space currently under construction, the active pipeline is at its 
highest level since before the last crash (Chart 4). However, supply 
conditions are probably less ominous than they initially appear. 

According to an analysis by CBRE that draws on more than 30 
years of data, two of the last three slumps - 1991 and 2009 - were 
associated with high levels of development activity. For example, 
in 1991, development completions hit more than 12m sq ft. By 
contrast, last year’s development completions totalled just 2.4m 
sq ft.

What’s more, using space under construction as a measure of 
supply growth is misleading, as it ignores the role of demolitions 
and changes of use.

In any event, if investors were seriously worried about 
supply it would be apparent in both investment activity and 
pricing, but investment activity in London’s office market 
started the year at a record-setting pace. Indeed, according 
to CBRE, office sector investment in the capital totalled £4.9bn 
in the first quarter of 2017. And, in line with the trend observed 
nationally, overseas investors were behind the lion’s share of 
activity, at 80%. Indeed, a Chinese investor purchased the

Leadenhall Building, also known as the Cheesegrater, for a 
reported £1.15bn in March. And with investor demand holding up 
well, prime office yields in the City fell by 25bps, to 4%, suggesting 
that investors still view the medium-term prospects for the market 
as attractive.

Regional Property Market
So far this year, there has been very little by way of hard 
data on the state of regional occupier markets. However, 
an analysis of investment activity points to healthy levels 
of investor demand for non-London assets. In fact, the share 
of investment activity in the regional markets has hovered close to 
the long-term average of 54%. This, in turn, implies that investors 
are not overly concerned about the long-term prospects for 
regional property markets.

While a granular breakdown of the regional investment 
data is unavailable, the fact that some large deals are being 
signed bodes well for the market. For instance, in March, Land 
Securities purchased a portfolio of three factory outlet centres 
from Hermes for a reported £340m. And, a month earlier, HSBC 
Alternative Investments purchased Brindleyplace in Bimingham for 
a reported 6% initial yield.
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4.0 London Office Sapce Under Construction (Million 
Sq. Ft.)

Source: Deloitte
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Hotels continue to be a favourable option for investors 
looking to buy property in the UK. Interest in the segment 
has increased significantly, as the promise of consistent 
returns and relatively low risk compared with other 
property asset classes proves increasingly attractive. 

Historically, the main source of overseas investment capital has 
been the Middle East. But 2016 saw investment flows from the US 
and China as well as Europe. More prominently, Asian investors 
have entered the fray, with particular interest coming from China, 
Singapore and Hong Kong.

An analysis of some of the most recent deals indicates a diverse 
set of investors, Junson Capital purchased the Doubletree 
by Hilton in Docklands for a reported £80m in September. 
Magnificent Real Estate bought a Travelodge in King’s Cross. 
Meanwhile, L&G’s purchase of Hub by Premier Inn, also in 
King’s Cross, suggests that domestic institutions are also active 
in the market. And while provincial markets are not generally 
considered a magnet for overseas capital, Al Otaiba Group’s 
£40m purchase of Hyatt’s Regency Hotel in Birmingham 
highlights that overseas investors are nowlooking further afield.

Sector Spotlight - Hotels

Weak pound helps hotels defy global 
uncertainty

The increased cost of travel and holidaying abroad in Europe and 
further out has created a greater interest in ‘staycations’ for individuals 
and families within the UK. Investors have noted this and have 
concluded that the hotel sector is a profitable and sturdy safe-haven for 
their investments.

Healthy economic growth in Europe along with the post-
referendum fall in the pound have acted as an incentive to visit 
the UK. Sterling is down by 13%y/y against the dollar, 10%y/y against 
the euro, and 12%y/y against a trade weighted basket of currencies. 
Given that arrivals from European countries have tended to make up 
around two thirds of arrivals and half of tourist spending in the UK, the 
recent resilience of the European economies is notable. 

The most recent tourism data is for the month of January; even so the 
upturn is clear. At 3.3m, the average number of visitors to the UK in the 
three months to January is up by almost 13% compared to the same 
period a year earlier.  Together, these factors are likely to boost hotel 
occupancy rates.

Investor demand for hotels remains robust. There was an 
encouraging rebound in investor sentiment in Q4 2016 towards both 
secure prime London assets and more resilient secure leasehold 
income assets. £1.9bn worth of UK hotel assets have changed hands 
since the EU referendum. This is a respectable amount, given that it 
accounted for 6% of the £34.7bn total, in line with past norms. 

Over the first quarter of 2017, the focus on income security 
has been very apparent in the pre-Brexit prices that have 
been agreed on certain budget branded hotels. These assets 
are typically let on 20 year plus, inflation linked leases with strong 
covenants. For example, YT Realty Group Ltd (Hong Kong), acquired a 
Travelodge in London's Liverpool Street in July, post the Brexit vote, for 
£42.0m, reflecting a yield of 4.84%.

The appetite for leased assets and the growing appetite 
for income security is also reflected in the fact that leased 
deals accounted for the largest proportion of transaction 
volumes over 2016. The biggest buyers of leased assets remains the 
Institutional Funds. However, with availability constrained, a number 
of funds are now looking beyond traditional budget hotels, which 
have historically dominated institutional activity (Savills - UK Hotel 
Investment Q4 2016).

 Taking into account both current deals and the improved UK economic 
environment, hotel deal volume in the UK is forecast to be c. £5 billion 
for 2017, up from £3.7 billion in 2016 (PWC Hotels forecast 2017).
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Hotels (continued)
The strength of investment demand seems unlikely to wane 
over the short-term. CBRE’s recent EMEA Investor Intentions 
Survey highlighted that the UK stood as the top European 
destination for investor capital in the hotels segment. Indeed, 87% of 
respondents stated that they would invest the same or more in 2017 
than in 2016. 

Therefore, it is perhaps unsurprising that UK hotel yields are 
relatively low. Prime hotels in London and the regions with existing 
leases are amongst the lowest yielding compared to alternative 
property assets (Chart 5.) This implies that investors are keen to pay 
high prices for secure, long-term income streams.  

Over the remainder of 2017 we expect investment activity to build 
on the momentum it gathered in Q4 2016. In a world of uncertainty, 
investors will continue to seek income-producing assets, and with 
occupancy rates and investor demand looking set to be solid, the 
hotels sector is likely to hold up fairly well.
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