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September 2020

- With the renewed rise in coronavirus cases, previous 
hopes of a quick bouceback have been dampened;

- Fresh guidance encouraging working from home in the 
UK means occupier demand is likely to remain subdued;

- A decline in investment was seen in most sectors in 
the UK in August, apart from industrial, which rose from 
£150m in July to £200m in August.

- While the warm weather drove London footfall up 6% 
week-on-week up to 19th September, this remains 56% 
lower than the same week a year ago, and has dropped 
following the work-from-home announcement made on 
the 22nd September.

- With many not returning to offices and the increasing 
possibility of a no-deal Brexit on the cards, forecasts for 
central London offices remain on the downside in the near 
term.

Top 5Economic Overview

With a resurgence in virus cases leading to tighter 
restrictions in many countries and deteriorating hopes of 
a fast economic recovery, most major equity markets saw 
prices decline in the past month or so (see Chart 1).

In Europe, the rapid rise in the number of virus cases in 
some countries has led to further localised lockdowns. 
Indeed, ICU departments in hospitals in parts of France 
such as Marseille and Bordeaux are close to full capacity, 
which has seen a tightening of restrictions in those 
areas. Spain has also had a continued escalation in case 
numbers, particularly in Madrid. With the drop in the 
headline euro-zone Composite PMI from 51.9 in August to 
50.1 in September, this adds to the evidence that the initial 
rebound in activity has already run out of steam. Meanwhile, 
core inflation in the euro-zone fell to a record low of 0.4% in 
August, largely due to Germany’s VAT cut and the delayed 
start to clothing sales. As the generosity of short-time work 
schemes is pared back and demand weakens, inflationary 
pressures should remain muted.

1.0 Change in Selected Major Equity Market Indices 
over the Last 40 Trading Days to 22/09/20 (%) 

Source: Refinitiv

In the US, while there has been a rapid fall in the coronavirus 
infection rate during August, some states such as North and 
South Dakota, Utah and Texas have seen infections rise in 
recent weeks. Nevertheless, the economy has continued to 
recover strongly from the immediate impact of the localised 
lockdowns enforced in Q2 and expectations of the strength 
of the economic rebound have risen. Indeed, the NY Fed 
Weekly index points to a rise in output that would leave GDP 
down just 5% y/y in Q3. Further, US retail sales figures saw 
a solid 0.6% monthly gain last month, despite already being 
above pre-pandemic levels. However, clothing stores and 
bars & restaurants lagged as the resurgence in virus cases 
kept consumers away and forced closures in some states. 
Meanwhile, August’s unemployment rate of 8.4% showed a 
sharp decline from the peak of near 15% at the height of the 
lockdowns. 

-10 -5 0 5 10 15

Nikkei 225

S&P 500

Shanghai Comp.

DAX 30

CAC 40

Hang Seng

FTSE 100

FTSE MIB



RIVERCAP.CO.UK 

THE PROPERTY INVESTMENT PEOPLE WWW.RIVERCAP.CO.UK

Similarly, an increase in infections in the UK has led to tighter 
restrictions to contain COVID-19 and this could curtail the 
recoveries in some sectors. The new UK measures include 
changing advice to work from home if you can and a 10pm 
curfew on restaurants and pubs, which had already been hit 
hard from the lockdown. Further, the fall in the composite PMI 
from 59.1 in August to 55.7 in September was a little weaker 
than the consensus expected and suggests that the recovery 
has already started to flatten out in September. The drop in the 
services PMI too was probably in part due to the expiry of the 
government’s Eat Out to Help Out restaurant discount scheme. 
More encouragingly, the start of the unwinding of the furlough 
scheme in August has not led to a surge in job losses. The 
12,000 fall in LFS employment in the three months to July 
was much smaller than the consensus expected, as the ILO 
unemployment rate was pushed up from 3.9% to 4.1%. While 
the ending of the furlough scheme in October is likely to put 
some upward pressure on unemployment in the near term, but 
the chancellor six-month long “Job Support Scheme” should 
stem some job losses.

Property Overview
With retail and hospitality revenues to be hit further and 
renewed guidance encouraging working from home, occupier 
demand is likely to remain subdued. As a result, there is a 
greater downside risks to values for this year and next. 

At the beginning of the lockdown, the government moved to 
ban evictions to support commercial occupiers who faced 
enforced temporary business closures, particularly in the retail 
and hospitality sector. Initially, the measures were in place for 
the three months to end-June, then extended to September 
and will now last to the end of the year. Given that the occupier 
market remains weak, many landlords were unlikely to evict 
tenants anyway. But, there are fears that large tenants who 
lease space in multiple sites will abuse this support and refuse 
to pay rent in the knowledge that landlords are unable to 
challenge them, while using this as a bargaining tool for rent 
reductions.

The relationship between landlords and tenants has been 
strained, particularly in the retail sector. As retailers have 
seen revenues slide this year, many have struggled to pay 
rents and entered CVAs. However, the use of CVAs has become 
increasingly audacious. For instance, a recent CVA plan for New 
Look means that landlords would receive no rent on 68 shops 
and as little as 2% of turnover on 402 stores. According to 
Springboard, UK retail vacancy increased from 9.8% in January 
to 10.8% in July, marking a six-year high. Facing high and rising 
levels of vacancy and with retailers struggling and a tightening 
of restrictions, there are likely to be more headwinds for retail 
property investors in the coming months.

SEPTEMBER 2020 UPDATE

In the investment market, having gradually recovered since 
the lows of May, activity slowed again in August. According to 
Colliers, the value of deals completed in August was £1.1bn, 
down from around £2bn in the previous month. As a result, 
investment activity is around 70% y/y down compared to the 
same time last year (see Chart 2).

2.0 Monthly Investment (£bn)

Source: Colliers

The decline in investment was seen in most sectors apart from 
industrial. Indeed, industrial investment rose from £150m in 
July to £200m in August. Even so, investment in the sector 
remained low by recent standards (see Chart 3). 

Meanwhile, investment in offices and retail declined sharply in 
August. In particular, with concerns around pricing in the sector, 
retail transactions totalled less than £50m, after recording 
£240m of activity the month before. With capital values 
expected to fall further in 2020 and uncertainty lingering around 
Brexit, more caution from investors could prevent any real 
recovery in transaction totals this year.
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After all, August’s IPF survey of property forecasters showed 
the outlook for capital values were weak this year and next. 
Indeed, the consensus expects all property capital values to fall 
by 12% this year and a further 2% next year (see Chart 4). This 
compares to the 5% fall that was recorded in H1.

Since August’s consensus survey, further localised lockdowns 
and restriction measures have been enacted, which pose a 
downside risk to the forecasts. With the prospects of values 
falling even more sharply this year and next, as well as the 
increasing possibility of another nationwide lockdown, the 
outlook for transactional activity is weak.

London Property Market
Despite footfall in Central London improving in recent weeks, 
it remains markedly lower than a year ago. Indeed, on the back 
of warmer weather, Central London footfall was up 6% week-
on-week in the week to 19th September. However, that was 
still 56% lower than the same week a year ago. In comparison, 
regional cities and market towns, both down 45% and 23% year-
on-year respectively, have been hit less severely by a lack of 
passing trade than Central London retailers.

With government advice reverting to asking people to work 
from home if they can, this will have knock-on effects for the 
Central London retail market and put downward pressure on 
rents. Further, the government plans to end VAT-free shopping 
for international visitors at the end of the year, which is likely 
to hurt the tourism, retail and leisure industries, particularly 
luxury retailers in the West End.

Meanwhile, the industrial occupier market in the Western 
Corridor, which predominantly covers Thames Valley and West 
London, has suffered. JLL reports that take-up in the Western 
Corridor fell by almost 60% y/y, to 1.1m sq. ft. in H1. Over the 
same time, available space has risen by 7% to 7.7m sq. ft. in the 
corridor and there is likely to be some downward pressure on 
rents in the near term.

SEPTEMBER 2020 UPDATE

Regional Property Market

Investment in regional offices fell back in August. According 
to Colliers, transactions totalled £165m in August, down from 
£205m in July.

Savills report that, since the start of the year, prime yields 
for regional offices have moved out by 25bps to 5% in 
August. This largely reflects investor caution arising from the 
pandemic. Nevertheless, regional investment continues to 
provide a marked discount against Central London offices. 
Indeed, regional office investments provide a 100bps and 
125bps discount compared to City and West End prime yields, 
which stand at 4% and 3.75% respectively.

Amid employees working remotely during the pandemic, more 
businesses are providing flexibility for workers and evaluating 
their long-term office requirements. With workers likely to use 
offices for part of the week, there has been more talk of firms 
implementing a hub-and-spoke model, which could see a rise 
in demand for smaller spaces in out-of-town locations.

That said, most workers are not attracted to working in out-of-
town locations. The 2019 Savills “What Workers Want” survey 
found that 54% of European office workers would prefer 
working in a town/city centre most of the time. By contrast, 
19% wanted to work in a suburban location and just 10% in 
business parks (see Chart 5).

5.0 Where do workers want to work the majority of the 
time? (%)

Source:Savills

Although this survey was not split by age, in previous surveys, it 
has been noted that there is a stronger preference for younger 
workers to want to work in city centres. This is likely to offset 
any gains from some occupiers moving to out-of-town offices in 
the near term. 

4.0 All-Property Capital Value Growth (% y/y)
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Sector Spotlight

Central London Offices

While investment in London offices seemed to be 
gradually improving since the lockdown, there was a sharp 
deterioration in activity in August. This low level of activity 
continued to reflect the mismatch between buyer and seller 
price expectations, which has been maintained by the lack 
of distressed sellers so far.

This decline in investment was seen in both the West End 
and the City. In the West End, Savills report there was a 
record low transaction total of £60m in August, down from 
£440m in July. Similarly, investment in City offices posted 
its lowest monthly volume since April 2009, at just £40m in 
August, down from £450m in July. 

With many companies taking a wait-and-see approach 
before leasing office space, the Central London occupier 
market suffered in August. CBRE report that take-up 
totalled just 79,000 sq. ft. in August, declining by 78% 
from July. While it tends to be a quieter month for take-up, 
August’s total was the lowest month on record.

Meanwhile, office availability increased for the fifth 
consecutive month, rising by 4% m/m in August to 18.1m 
sq. ft. This was its highest level since 2010, as the rise in 
second-hand space continued (see Chart 6). This led the 
Central London vacancy rate to rise from 5.7% in July to 6% 
in August, which will put pressure on rents.

Indeed, the IPF Consensus average forecast for un-
weighted Central London rents will decline by 4.1% this 
year and a further 0.6% next year. As a result, expectations 
for capital values have deteriorated too and returns are 
forecast at minus 3.7% this year.

Since the latest forecasts, there have been changes to 
guidance about returning to offices, which has sparked 
fears about a further downside impact on Central London. 
Combined with the increasing possibility of a no-deal 
Brexit as the UK approaches its deadline for a deal, the 
risks to forecasts for Central London offices remain to the 
downside in the near term.

Further ahead, it is unclear how much of a demand shift the 
enforced remote-working experiment of recent months will 
cause in the long-term. However, at the very least it is likely 
that there will be an increase in flexible working practices. 
Whether growth in office-type jobs will be sufficient to 
counteract this remains to be seen. Likewise, it is possible 
that the market could be supported by a slowdown in new 
development and potential conversion of obsolete office 
space to alternative uses. 

6.0 Central London Office Take Up Availability 
(million sq ft)Returns (%, p.a.)

Source: CBRE
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For further information please 
contact:

Sarah White   
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