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-  Equity markets see partial recovery despite the 
continued prevalence of COVID-19;

-  Clear slumps in activity, particularly in the retail and 
industrial sectors, point to an increasing likelihood that 
economies will take an unprecedented hit;

-  Increased uncertainty has led the Office for Budget 
Responsibility to forecast a 35% drop in UK GDP in Q2, 
before a recovery later in the year;

-  Retail has been the hardest hit sector, with only 57% of 
tenants in the UK paying rent on time in Q1;

- A slow-down in occupier demand can be observed 
across all sectors as activities are paused, causing likely 
downward pressure on rents in 2020.

Top 5Economic Overview

In recent weeks, there has been a partial recovery in most 
major equity markets but prices are still lower than a 
month or so ago, particularly in Italy (see Chart 1). 

As such, the economy is likely to take an unprecedented hit. 
Indeed, recent data point to a 3.5% annualised fall in GDP 
in the first quarter. It is expected activity will worsen in Q2 
and the Fed’s weekly activity index is now consistent with a 
decline in GDP of 20% annualised in the second quarter.

In Europe, national data has highlighted the fall in activity in 
March. For example, France’s central bank stated that retail 
sales volumes fell by nearly a quarter, while Italian retail 
group Confcommercio reported a more than 30% fall in sales 
in March from the previous month. The worsening economic 
backdrop was reflected in the IMF’s new forecasts, which 
showed euro-zone GDP falling by 7.5% this year before rising 
by 4.7% in 2021. While the economic data has been poor, there 
have been some encouraging signs on the number of virus 
cases in recent weeks. The number of daily new infections in 
the euro-zone has been on a downward trend for two weeks 
and this has prompted some governments to start relaxing 
their lockdowns.  For example, the German government has 
allowed small shops to reopen, and the Spanish government 

1.0 Change in Selected Major Equity Market Indices 
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Over the last month, governments and Central Banks 
have announced additional fiscal and monetary stimulus 
measures as the scale of the economic slowdown has 
become clearer. And while there are signs of some economies 
easing lockdown restrictions, these will be gradual.

In the US, the levelling off in new coronavirus cases suggests 
that the lockdowns in place across much of the country are 
starting to contain the epidemic. Nevertheless, there has 
been a clear slump in activity as retail sales declined by 
8.7% m/m in March, while industrial production fell by 5.4% 
m/m, including a 6.3% m/m drop in manufacturing output. 
Higher frequency data covering TSA passenger screenings, 
hours worked by workers, and  restaurant bookings show 
that activity was running at close to normal levels for the first 
two weeks of March and then, within a matter of days, simply 
collapsed – in some sectors it fell effectively to zero. 
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has gone further by allowing construction and manufacturing 
companies to go back to work. For the most part though, 
restrictions remain tight, and it will still be a long time before 
economies fully reopen. 

In the UK, economic activity started falling even before 
the full lockdown to contain the spread of the virus was 
announced on 23rd March. Indeed, data show that in-
person restaurant dining and cinema ticket sales had all but 
stopped by mid-March. This is likely to be reflected in poor 
consumer spending data when first estimates for Q1 are 
released. Further, as the coronavirus lockdown has increased 
uncertainty and reduced demand, business investment is 
likely to a take a large hit in 2020. This has resulted in the 
Office for Budget Responsibility forecasting a 35% drop in 
GDP in Q2 before a recovery in the second half of the year. 

Property Overview
It is clear that the retail sector, which was already facing 
major structural challenges, has been the hardest hit by 
the lockdown. Most non-essential stores are now shut and 
set to stay closed for at least another two to three weeks. 
With retailer revenues therefore dropping significantly, or 
even completely in many cases, it is no surprise that a large 
proportion did not make their Q1 rent payments. Indeed, Intu 
reported receiving just 29% of their rent roll. Tenants are 
calling for leniency or even rent forgiveness, and some have 
simply refused to pay. 

Nevertheless, there are signs that tenants have struggled to 
pay across the other traditional sectors too (see Chart 2).

In fact, Remit Consulting reported that just 57% of tenants 
paid their Q1 rents on the due date compared with 90% at the 
same point last year. And even for the best-performing sector 
– offices – only 70% of rent was collected even a week after 
the due date.

APRIL 2020 UPDATE

Some expected a recovery in investment activity in the first 
quarter this year due to pent-up demand from investors after 
a Brexit uncertainty-weakened 2019. Although the lockdown 
was only in the final weeks in the quarter, preliminary data 
suggests investment activity was still weak in Q1 at around 
£12.5bn, below the £16.2bn average for the past five years for 
Q1. Indeed, even a strong February, boosted by Blackstone’s 
acquisition of iQ student housing portfolio, was not enough to 
offset weakness in the other months (see Chart 3). In turn, on a 
12-month rolling average basis, investment was 20% below its 
level this time last year. 

Due to virus containment measures, it is increasingly likely that 
investment activity will slump to very low levels in Q2. Deals are 
expected to grind to a halt in Q2 as social distancing measures 
prevent viewings taking place. And prospective buyers may 
not be able to complete a transaction without completing 
the required due diligence. In addition, there has been some 
evidence of sellers withdrawing assets from the market due to 
pricing concerns as well as buyers being cautious too. 

The CBRE monthly index reported that, at an all-property level, 
capital values fell by 3% m/m in March. With the retail sector 
at the forefront of the coronavirus disruption, it is unsurprising 
that that sector saw the steepest fall in values, around minus 
5% m/m. Falls were also reported in the industrial and office 
sector, albeit a smaller 1.6% m/m. Indeed, despite reports 
of a boost in new short-term requirements, largely from 
supermarkets, the industrial sector is unlikely to be unscathed 
as retailers account for a large portion of take-up (see Chart 4 - 
next page). Meanwhile, office occupiers are likely to slow or stop 
hiring activity, which is likely to be to the detriment of demand 
for new office space. At an all-property level, declining capital 
values combined with a fall in income returns meant that annual 
total returns fell to minus 2.6% from 0.3% in February. As yields 
are expected to rise in the coming months, it is increasingly 
likely that values will worsen, which will lead to greater falls in 
property returns this year. 

2.0 Rent Paid On Time and Delayed (%)

Source: Remit Consulting 
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London Property Market
Investment in Central London offices remained weak in the first 
quarter. Savills data show that the total value of investment fell 
slightly in the West End in Q1 compared to a year ago, but that 
there was a marked decline of around 40% in the City over the 
same period (see Chart 5). 

Looking ahead, there is further evidence of buyer caution. 
Since the coronavirus outbreak in the UK, Blackstone and 
Aberdeen Standard Investments have both withdrawn from 
notable deals in the City. Meanwhile, agents report that some 
sellers have also withdrawn their assets from the market due to 
concerns about pricing.

Similarly, there was a slowdown in the occupier market for 
Central London offices. Knight Frank noted that take-up in the 
West End was particularly weak at around 600,000 sq. ft. in Q1 
2020, down 50% from a year ago. Meanwhile, leasing activity in 
the City fell by 9% to 1.3m sq. ft. over the same period.

APRIL 2020 UPDATE

Central London offices availability also declined by 5% y/y in 
Q1 2020. This was largely due to a sharp fall in the West End. In 
fact, availability in the West End fell by almost 25% in Q1 2020 
from the year before. Meanwhile, over the same period, the 
City saw a 10% increase in availability.

With almost 8m sq. ft. of space expected to complete in 
London this year, up from around 4.5m sq. ft. last year and a 
weaker occupier market, there is likely to be upward pressure 
on vacancy rates this year. However, it is worth noting a 
around 40% of the space expected to complete this year is 
pre-let. But, a weakness in the occupier market is likely to 
be the strongest reason for downward pressure on Central 
London office rents in 2020. 

In the industrial sector, JLL reported a slowing in occupier 
demand in 2019 in the Western Corridor, which includes West 
London and Thames Valley. Although take-up was down 16% 
y/y to 4.9m sq. ft. in 2019, it is worth noting that 2018 was a 
particularly strong year. Within those figures, the Thames 
Valley occupier market saw a steep decline with take-up down 
by almost 30% in 2019, while West London take-up fell 8% on 
the same basis. Softer occupier demand fed through to an 
uptick in availability, with the Western Corridor seeing this 
rise to 7.2m sq. ft. by the end of 2019, up 9% from the year 
before. In part, the increase was due to some larger buildings 
returning to the market in West London. However, availability 
remained 45% below its recent peak in mid-2012. Due to a 
limited availability of land in the Western Corridor, which is 
likely to keep development subdued, this should provide some 
support to rents this year.

With the retail sector at the forefront of disruption from 
COVID-19, the Central London retail market could be 
particularly badly hit because of its reliance on tourism. 
It comes as no surprise that footfall in the West End was 
down 93% year-on-year for the week commencing 23 
March according to the New West End Company. Indeed, 
Shaftesbury, which owns a 15.2-acre portfolio in the West 
End, has said it will defer rent payments to help ease tenants’ 
short-term cash flow issues, which could provide some relief 
to the occupier market in some key locations such as Carnaby 
Street, Soho and Covent Garden. 

Regional Property Market
The leisure industry has been hit particularly hard by 
lockdown measures. In turn, cities with a higher exposure 
to the leisure industry are likely to suffer. The Local Data 
Company reports that some retail locations such as 
Blackpool, Liverpool and Manchester are particularly exposed 
to leisure operators (see Chart 6- next page). This could mean 
that a prolonged lockdown or a change in consumer behaviour 
away from certain leisure activities could adversely affect 
these locations. 

4.0 Logistics Take-Up by Sector for 2019 (%)
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On the other hand, government provisions that allow the 
opening of essential retailers means that some places may 
be in a better position to deal with the lockdown. The Local 
Data Company reports that some locations such as Ipswich, 
Enfield and Barnsley had some of the highest proportions 
of essential retailers in the UK. Meanwhile, Blackpool is 
highlighted as a town which could suffer particularly badly 
from the lockdown as it has some of the lowest proportion 
of essential retailers along with a high exposure to 
independent retailers, which traditionally have smaller cash 
reserves. 

For student accommodation, BNP Paribas noted that aside 
from the Blackstone deal, investment volumes in Q1 were 
weak and totalled just £78m in six transactions. This may 
have been due to uncertainty surrounding the UK’s future 
relationship with the EU, as well as the global pandemic, 
both of which could affect international student numbers. 
While London yields fell by around 25bps in Q1 from the 
previous quarter, investors remained cautious about 
regional stock, with prime and secondary regional yields 
each rising by 25-50bps q/q in Q1 2020. 

For further information please 
contact:

Sarah White  
Head of Marketing  
sw@rivercap.co.uk

Source: Local Data Company 

6.0 Highest exposure to leisure operators, 2017 - 
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