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Top Five 1. Economic Overview

The latest data have shown some improvement
in global activity with the US holding up well,
the euro-zone exceeding weak expectations

and China starting to respond to policy support.
The inflationary implications of President-elect
Trump’s mooted policies mean the Fed is likely
to cut interest rates more slowly then originally
anticipated. Meanwhile, in the UK, the Budget
looks set to boost both GDP growth and inflation
over the next couple of years.

Central London office leasing activity rose for
the third consecutive quarter in Q3, helped

by a recovery in take-up in the West End. The
improvement in take-up has helped to bring
down the amount of available space in Central
London to a two-year low, and strong demand
for new, prime space is supporting a substantial
pipeline, with 2024 and 2025 both set to see
around 6m sq. ft. of new supply.

In line with Central London, regional office
markets also saw a rise in take-up in Q3. Of the
nine largest regional cities, five saw an increase in
take-up in Q3, with Manchester and Birmingham
achieving significantly higher take-up relative to
their respective five-year averages. Availability
also fell back in the Big Nine regional cities, and
supply looks set to tighten further with only
940,000 sq. ft. set to complete over 2025 and
2026.

In other sectors, logistics take-up edged back in
Q3, and the amount of available space is now up
by around 150% compared to two years ago. The
Central London retail vacancy rate edged up by
10bps in Q3 to 10.0%, but that is still lower than
the Great Britain average of 11.6%.

Investment in Central London offices increased
to £1.4bn in Q3, from £930m in Q2. But that only
takes transactions back to where they were at
the end of 2023. Overall retail investment had a
strong Q3 but, in line with a weak outturn for UK-
wide high street shops, London underperformed.
Office investment outside of London dropped
back in Q3 and remains historically low, with
investors holding back on concerns over interest
rates and capital values.

The latest data have shown some improvement in global
activity, with the US holding up well, the euro-zone
exceeding weak expectations and China starting to respond
to policy support. However, forward-looking indicators point
to a renewed slowdown in world industrial production and
trade to come. And while consumer spending is benefitting
from lower inflation, softening labour markets and political
uncertainty are key headwinds. Below-trend global GDP
growth and falling inflation will allow most central banks to
cut interest rates further in the coming months. But policy
loosening cycles in some emerging markets will be cut short
by sticky inflation. Meanwhile, the inflationary implications
of President-elect Trump’s mooted policies mean the Fed

is likely to cut interest rates more slowly than originally
anticipated.

In the US, Trump’s victory triggered a positive equity
market reaction. The prospect of tax cuts and an easing in
regulations gave a boost to the S&P 500, although it has
not matched the surge seen in Chinese equities over the
past 40 days following significant government stimulus
(see Chart 1). However, the third consecutive 0.3% m/m
gain in core CPl in October is somewhat concerning and
suggests that inflationary pressures have still not been
completely vanquished. And with the incoming Trump
administration seemingly intent on imposing import tariffs
relatively quickly, the still-likely fall in inflation back toward
the 2% target in early 2025 may prove short-lived. Alongside
immigration curbs, which will drag on growth, in net terms
Trump’s return is likely to be a negative for the economy.

Chart 1: Change in Selected Major Equity Market Indices
over the Last 40 Trading Days
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GDP growth picked up in the euro-zone in Q3, but timelier
data suggest that the economy is poised for a weak Q4.
Growth is set to remain slow next year regardless of
whether President Trump raises tariffs on imports from
Europe. Inflation is also likely to be well below 2% in 2025.
As a result, the ECB is poised to cut interest rates rapidly, and
more quickly than investors anticipate, taking the deposit
rate down to 1.5% by mid-2025.

In the UK, the 0.1% m/m contraction in GDP in September
meant that the economy grew by only 0.1% g/q in Q3.
However, this doesn’t mean the UK is on the cusp of another
recession. The relative weakness in GDP growth raises the
chances the Bank will cut interest rates again in December,
but there is also a good chance they will wait to cut until
February next year. After all, the recent Budget represented
an overall fiscal loosening and as a result GDP growth is
now set to be a little stronger over the next couple of years.
Inflation is also likely to be somewhat higher because of
measures announced in the Budget.

The UK is not as exposed to any new US import tariffs that
Trump may impose as many other economies and any
resulting reduction in UK GDP looks set to be small. After
all, the UK and US trade in goods is broadly balanced and it
seems likely that trade in services will be exempt from any
new tariffs.

2. London

2.1 Occupational Market

Central London office leasing activity rose for the third
consecutive quarter in Q3. Total take-up of 3.0m sq. ft.
reported by Knight Frank was up 11% over the year,
although still under the average of around 3.5m sq. ft. seen
prior to the pandemic. (see Chart 2). The increase was driven
by a rebound in take-up in the West End, which almost
doubled over the quarter to 1.2m sq. ft.

That increase in West End take-up was supported by the
largest deal of the quarter, with BDO taking 218,496 sq.

ft. at the M Building, at a rent of £118 per sq. ft. Elsewhere

in the West End Evercore Partners leased 135,239 sq. ft. at
Southside, 105 Victoria Street, and monday.com took 80,626
sq. ft. at 1 Rathbone Square. Outside of the West End, Legal
and General took 186,648 sq. ft. of space at Woolgate, and
elsewhere in the City A&O Shearman took 94,054 sq. ft. at
1-2 Broadgate.

Chart 2: Central London Office Take-Up (M. Sq. Ft.)
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At 22%, banking and finance made up the largest share of
total take-up, supported by the BDO transaction, with the
professional sector in second place with 19% of the total.

Looking ahead, CBRE reported that thanks to the completion
of a few large deals, under offers saw a marginal decline

to 4.1m sq. ft. by the end of Q3. But a total of 2.1m sq. ft.

was placed under offer during the quarter and they remain
significantly above their long-term average. Under offer
demand was concentrated in new, prime space with all five of
the largest units under offer across Central London in newly
completed or under construction buildings.

The improvement in take-up has helped to bring down the
amount of available space in Central London. At 23.6m sq. ft,
availability has dropped 8% over the past two quarters and has
reached a two-year low. That improvement was concentrated
in the City, which has benefited from a number of large

deals over the past couple of quarters (see Chart 3). Indeed,
availability in the West End has held close to a 14-year high
over the past half year.
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Strong demand for new, prime buildings has supported
office development in Central London. Development
completions have so far totalled 2.6m sq. ft. in 2024 and the
current pipeline implies both 2024 and 2025 will see around
6m sg. ft. of new supply. That will be the highest annual level
since 2009 (see Chart 4). The strength of demand for new
offices is demonstrated by the fact that around half of the
space under construction has already been let.

Chart 4: Central London Development Pipeline (M. Sq. Ft.)
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Retail sales volumes rose 0.3% m/m in September, which
was stronger than most expected and pushed volumes to
their highest level since July 2022. Real household incomes
are recovering, but higher taxes from the Budget may hit
disposable incomes and weigh on consumption over the
next couple of years.

The Local Data Company reported that Greater London retail
vacancy rates edged up by 10bps in Q3 to 10.0%, but that

is still lower than the Great Britain average of 11.6%. CBRE
reported that food and beverage operators accounted for
the largest share of leasing deals in the year to Q3, with an
equal share across Grab & Go and restaurant operators.

London hotel occupancy increased to 87% in Q3, the highest
quarterly occupancy since Q3 2018 according to Knight
Frank. The luxury and upper-upscale segments are helping
to drive that recovery, with the latter recording occupancy of
89% in Q3. Rising occupancy is helping to boost revenue per
available room (RevPAR). At £212 in Q3 RevPAR in London is
up 3.6% on a year earlier.

2.2 Investment Market

Lambert Smith Hampton reported that investment in Central
London offices increased to £1.4bn in Q3, from £930m in Q2.
But that only takes transactions back to where they were at
the end of 2023 (see Chart 5). Concerns over the outlook for
capital values and a disconnect between buyer and seller
valuations have weighed on transactions over the past
couple of years. But with interest rates set to fall back next
year, investment should stage a gradual recovery.

The largest deal in Q3 was in the City, where Royal London
bought Atlantic House, 40-50 Holborn Viaduct for £185m

at a yield of 7.4%. Other deals included Euro Real Estate
purchasing 24 Savile Row for £90m at a yield of 3.9%, and
Oval Real Estate buying 7 Clifford Street for £85m at a yield of
3.7%.

Chart 5: Central London Office Investment (£bn)
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Overall retail investment had a strong Q3 but, in line with

a weak outturn for UK-wide high street shops, London
underperformed. Indeed, CBRE reported that London retail
investment fell 74% g/q in Q3, although that in large part
reflected usual seasonal factors and investment was similar
to the volume seen a year ago. The largest deal was JP
Morgan’s purchase of 291 Oxford Street and 2 Harewood
Place, with McDonald'’s and EE key tenants. Overall Central
London prime retail yields were unchanged at 3.8%, but
Bond Street saw some compression, falling to 2.75%.

After a bumper couple of quarters hotel investment eased
back in Q3. But there were still a couple of large deals in
London, with Pandox buying the Residence Inn, London for
£230m from Starwood Capital and LaSalle purchasing the
291 bed Motel One on Minories Street for £56m from abrdn.
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3. Rest of UK

3.1 Occupational Market

In line with Central London, regional office markets saw a
rise in take-up in Q3. Avison Young reported total take-up
of 2.2m sq. ft. across the Big Nine regional cities, up 34% q/q
and 19% above the five-year average. Of the nine markets,
five saw an increase in take-up in Q3, with Manchester and
Birmingham achieving significantly higher take-up relative
to their respective five-year averages (see Chart 6). By
contrast, Bristol, Liverpool and Newcastle underperformed.

Key deals in the City Centre market included BNY Mellon
taking 196,443 sq. ft. at NOMA in Manchester and Aston
University leasing 189,053 sq. ft. at 10 Woodcock Street in

Chart 6: Big Nine Markets Take-Up (M. Sq. Ft.)Sq.Ft.)
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The rebound in occupier demand in the Big Nine regional
cities has helped bring the amount of available space down
from 14.6m sq. ft. at the end of 2023 to 12.3m sq. ft. in Q3
(see Chart 7). However, despite the fall in availability the
vacancy rate increased to 9.3% in Q3, the highest rate in
2024 so far. That implies the overall stock of offices in the Big
Nine cities has also declined.

Chart 7:Big Nine Availability (M. Sq. Ft.)
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Alongside high interest rates, the rise in vacancy appears

to have increased developer caution. While 2024 looks set
for a decent level of completions of around 3.3m sq. ft., the
pipeline is much smaller in 2025 and 2026, with only 940,000
sq. ft. set to complete over those two years (see Chart 8).
After Manchester, Bristol currently has the highest amount
of speculative space under construction. That includes The
Welcome Building (162,804 sq. ft.), The Cresent (101,000 sq.
ft.) and 3 Rivergate (75,000 sq. ft.).

Chart 8: Big Nine Pipeline (M. Sq. Ft.)
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CBRE reported that logistics take-up dropped back in Q3 to
5.2m sq. ft., reversing most of the rise seen in Q2. That leaves
quarterly take-up slightly below its pre-COVID 2019 average
of 6.2m sq. ft. The recent weakening in take-up has led to a
substantial rise in availability over the past couple of years,
with the 40.4m sq. ft. available in Q3 up almost 150% since
2022 Q3.

Key leasing deals in Q3 included B&M Bargains taking 657,700
sq. ft. at Link Logjistics Park, Ellesmere Port, Sizewell C Ltd
taking 500,000 sq. ft. at Orwell Logistics Park, Felixstowe and
Supersmart Services leasing 345,039 sq. ft. at PLP Stafford,
Stone Business Park, Stone.

Regional hotel occupancy rose to 82% in Q3, although that
still leaves overall occupancy still down by two percentage
points compared to Q3 2019. Within the sector, golf and

spa hotels are doing relatively well, reporting an increase

in RevPAR of 12.6% y/y. At the other end of the spectrum,
serviced apartments have seen a fall in occupancy, leading to
a decline RevPAR of 1.7% y/y.

3.2 Investment Market

Office investment in the regions dropped back to £420m
across the South East and Rest of UK. That means investment
is still historically low, in line with London offices and
commercial property more generally (see Chart 9). Notable
transactions in Q3 included Ponte Gadea purchasing
Tachbrook Park Drive in Birmingham from Hines, and Scottish
Ministers bought 220 High Street Glasgow from abrdn.

Chart 9: Rest of UK and Rest of South East Office Investment
(£bn)

2.5 25
2.0 2.0
15 15

1.0 1.0

0.0 I I 0.0

Q102Q304Q1020304Q10203040Q10203040Q1020304Q1020304Q1Q203
2018 2019 2020 2021 2022 2023 2024

[0
[=}

mmmm Quarterly esm4-quarter average

Source: Lambert Smith Hampton

Industrial investment held steady in Q3 at £1.85bn, a
level it has been close to since the start of the year. While
significantly under the level of investment seen during
the pandemic, that is close to the pre-pandemic average.
There were a decent number of transactions, but a lack
of large deals prevented a more sizeable increase in
transaction values. The largest deal in Q3 was Lone Star
paying £600m for the Tiger Portfolio from Charles Street
Buildings, with around 60% of that comprising industrial
assets.

Retail investment of £2.6bn in Q3 was the strongest
quarter in seven years. Transactions were supported

by a strong quarter for retail warehouses, led by British
Land’s purchase of £314m of assets across several deals.
The supermarket sector also outperformed, with Song
Capital’s £370m sale and leaseback of 75 Morrisons stores
the largest deal of the quarter.

For more information:;

Please contact Sarah White;

sw@rivercap.co.uk
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