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Top Five 1. Economic Overview

The latest data show that the world economy
got off to a weak start in 2025 even before

tariff developments. Trade uncertainty remains
despite the US court ruling on the legality of the
10% universal tariff. But the eventual outcome is
likely to have little impact on UK GDP, given the
UK exports relatively few goods to the US. Given
that, the Bank of England look set to continue to
cut interest rates slowly.

After a strong end to 2024, Central London office
take-up fell back in Q1 in line with the usual
seasonal pattern. Availability across the West End,
City and Docklands has seen little change over
the past year at around 24m sq. ft.,, down from

a peak of 25.8m sq. ft. in the middle of 2023. A
large amount of space is due to complete this
year but beyond that the pipeline is thinner, and
of the total space currently under construction
46% was let or under offer.

Office occupier demand in regional cities held up
in Q1, supported by strong take-up in Glasgow,
Leeds and Newcastle. But that didn't prevent a
further rise in availability to a nine-year high. That
looks to have increased developer caution and
beyond 2025 the pipeline is very thin.

In other sectors, Central London retail vacancy
tightened for the tenth consecutive quarter in
Q4 2024 and Oxford Street vacancy is now just
1.4%. Logistics take-up recovered in Q1, although
that failed to prevent a further rise in availability.
Nevertheless, developers are becoming more
confident about the demand outlook, with the
pipeline expanding from 18.9m sq. ft. in Q2 2024
to 26.3m sq. ft.in Q1 2025.

Investment in Central London offices rose from
just over £1bn in Q4 2024 to £1.8bn in Q1, a
two-year high. Retail investment across the UK
saw a large drop in Q1 to £1.8bn, but within

that Central London shops did better. Office
investment in the regions was steady at £600m in
Q1, an historically low level. Uncertainty caused
by the tariffs and still high interest rates suggests
investment volumes will struggle to gain traction
over the next months.

The latest data show that the world economy got off to a
weak start in 2025 even before tariff developments. While
tariff front-running provided a boost to global industrial
activity and exports to the US in Q1, this should soon fade.
Consumer confidence has plummeted in the US and points
to a subdued outlook for consumption across advanced
economies. Despite improvements in equity markets

over the past 40 days, trade uncertainty remains (see

Chart 1). Indeed, the legal ruling against tariffs in the US
may grant only temporary reprieve, as the administration
eventually reimposes tariffs using other routes. Altogether,
this suggests that global GDP will grow at a below trend
pace in 2025 and 2026. Weaker activity will bear down on
underlying inflation pressures and allow most central banks
to continue cutting interest rates.

The outlook for the US economy depends to some extent

on where tariffs end up. Assuming tariffs of 10% for most
countries apart from China, and providing Congress soon
recycles the tariff revenue into the economy, a recession
should be avoided. But GDP growth is likely to be weaker
than in recent years and resurgent inflation is likely to keep
the Fed on the sidelines this year. If the Trump administration
loses its appeal, then it will reduce the downside risks to the
economy and upside risks to inflation if no other tariffs are
imposed.

Chart 1: Change in Selected Major Equity Market Indices
over the Last 40 Trading Days
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Euro-zone GDP expanded at a decent pace in Q1 but that
was partly due to temporary tariff front-running effects.
And while higher defence and infrastructure spending will
support euro-zone GDP growth late this year and in 2026,
the boost will be smaller than some are hoping for. So the
economy is likely to grow quite slowly in the coming years.
This, together with declining core inflation, should prompt
the ECB to cut its deposit rate twice more this year, to 1.75%,
and it may well go further.

With the UK exporting relatively few goods to the US, the
UK economy is relatively insulated from tariff developments.
Given that, the Bank of England look set to continue to

cut interest rates slowly. Indeed, following its decision to

cut rates from 4.50% to 4.25% in May, the Monetary Policy
Committee sent a strong signal that market interest rate
expectations had fallen too far. While the Bank downgraded
its three-year ahead GDP and inflation forecasts (by 0.3ppts
and 0.1ppts respectively), it remained firmly focused on
near-term inflation risks.

2. London

2.1 Occupational Market

After a strong end to 2024, Central London office take-up
fell back in Q1 in line with the usual seasonal pattern. CBRE
reported take-up of 2.2m sq. ft. in Q1 2025, down 37% on
Q4 and more-or-less unchanged on a year earlier (see Chart
2). That left the four-quarter average at 2.8m sq. ft., around
the level it has been since the end of 2023, compared to an
average of around 3.5m sq. ft. from 2017 to 2019.

The largest deal in Q1 was Simmons & Simmons taking
154,600 sq. ft. at Circus, 1/5 London Wall Buildings in the
City. Elsewhere in the City, Knight Frank leased 90,500 sq. ft.
at One Liverpool Street. The largest deal in the West End was
for 81,200 sq. ft. at 40 Grosvenor Place to Cleveland Clinic,
and Generation Investment Management took 58,419 sq.

ft. at the M Building on Oxford Street. In the Docklands, the
Elizabeth School of London paid £30 PSF for 74,106 sq. ft. at
HX1 & HX2.

Chart 2: Central London Office Take-Up (M. Sq. Ft.)
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In contrast to recent quarters, second-hand space accounted
for the majority of let space at 65%, with the remaining

35% split between newly completed and pre-let space.
Banking and finance once again made up the largest share
of total take-up at 23%, followed by TMT and professional
accounting at 19% and 17% respectively.

CBRE reported that under offers saw a small 4% rise in Q1

to 3.4m sq. ft, just below the 10-year average of 3.5m sq. ft.
The largest unit under offer was at 65 Gresham Street, where
Squarepoint are looking to take 377,900 sq. ft.

A stable level of take-up means availability across the West
End, City and Docklands has also seen little change over the
past year at around 24m sq. ft,, down from a peak of 25.8m
sq. ft. in the middle of 2023 according to Knight Frank (see
Chart 3). The improvement since then has been driven by
the City, where available space has dropped from just over
15m sq. ft. to 12.8m sq. ft. over that period. By contrast,
available space in the West End has seen a small rise.

Chart 3: Central London Office Availability (M. Sq. Ft.)
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The near-term office pipeline is large, as construction delays
have pushed out completion dates. According to CBRE,
8.1m sq. ft. of London office space has been or is planned to
complete in 2025, which would be the highest since 2003
(see Chart 4). Of that stock, just over 4m sq. ft. has been pre-
let or is under offer. Beyond 2026 the pipeline is thinner, and
of the total space currently under construction 46% was let
or under offer by the end of Q1 2025.

Chart 4: Central London Development Pipeline (M. Sq. Ft.)
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Retail sales volumes rose 0.4% m/m in March, which meant
sales rebounded by an impressive 1.6% g/q in Q1. However
the rise in March was helped by unusually sunny weather,
and a drop in consumer confidence in April following the
imposition of US tariffs suggests households may spend
more cautiously in the coming months.

Savills reported that central London retail vacancy tightened
for the tenth consecutive quarter in Q4 2024, with prime
West End vacancy falling to 2.2% and within that Oxford
Street vacancy to just 1.4%. That drop was in part driven by
Mango leasing 417-419 Oxford Street. The drop in vacancy
has helped to drive up rental growth. Oxford Street East
reported a 33.3% y/y increase in headline rents in Q4, with
the western end seeing a 25% rise. That compares to a 10.4%
y/y rise for all Central London prime retail.

2.2 Investment Market

Lambert Smith Hampton reported that investment in Central
London offices rose from just over £1bn in Q4 2024 to
£1.8bn in Q1, a two-year high. The increase was helped by a
rebound in large transactions, with six deals recorded at over
£100m, compared to three in Q4. That said, transactions
volumes are still modest compared to the average of £3.8bn
over 2018-19 (see Chart 5). Uncertainty caused by the tariffs
and still high interest rates suggest investment volumes will
struggle to gain traction over the next months, but longer-
term interest rates are set to fall back and that should drive a
gradual recovery further ahead.

The largest deal in Q1 was Norges Bank purchasing 25%
of the Grosvenor Mayfair Portfolio, of which the office
component comprised £273m. Elsewhere in the West End,
Delancy acquired 11-12 Hanover Square from Aviva, PSP
for £170m at a net initial yield of around 3.9%. In the City,
Modon, Broadgate REIT bought 2 Finsbury Avenue for

£200m from British Land, GIC Real Estate.

Chart 5: Central London Office Investment (£bn)
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After a very strong end to 2024 retail investment across the
UK saw a large drop in Q1 to £1.8bn, from £3.4bn in Q4. But
Central London shops accounted for a large share of those
transactions. That included Norges Bank purchasing a 25%
share of the Shaftesbury Capital Convent Garden portfolio
of which the retail component comprised £427.5m. And
PRADA Group bought 150 New Bond Street & 40 Burton
Street from M&G Real Estate for £250m.

Hotel investment had a much weaker Q1 following a very
strong 2024, falling to just £368m. That included Tenigla Real
Estate buying the 30-bed Karma Sanctum Hotel in London
for £22m.The largest living deal in London in Q1 was M&G
Real Estate buying a 504-unit student development in
Stratford for £135m from Get Living.
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3. Rest of UK

3.1 Occupational Market

Office occupier demand in regional cities held up in Q1, with
Avison Young reporting take-up of 2.1m sq. ft. across the

Big Nine regional cities. That was down only marginally on
the 2.2m sq. ft. leased in Q4, and the strongest Q1 reading
since 2018. Glasgow, Leeds and Newcastle all saw take-

up significantly above the five year average in Q1, as did
Manchester which saw take-up of 557,000 sq. ft. (see Chart
6). Within the total, out of town take-up saw a rise over the
quarter to 810,000 sq. ft., its highest level since Q3 2021. That
may reflect a lack of prime space in city centres which are
most in demand.

Key deals in Q1 included DWP taking 173,245 sq. ft. at No

1 Pilgrim Place in Newcastle, which was the largest deal in
Newcastle’s city in four years. In Manchester, Trader Media
took 130,000 sq. ft. at 3 Circle Square and in Leeds Network
Rail leased 108,576 sq. ft. at Princes Exchange, 2 Princes
Square.

Further evidence of strong take-up outside of London came
from the South East, where Knight Frank reported take-up
increased 36% g/q in Q1 to 1.2m sq. ft,, the strongest Q1
reading since 2008. Key deals in the quarter included BAE
Systems, Leonardo and JAIEC taking 110,669 sq. ft. at 450
South Oak Way, Reading and ARM leasing 95,709 sq. ft. at
The Optic in Cambridge at a cost of £48 psf.

Chart 6: Big Nine Office Take-Up (M. Sq. Ft.)
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Despite the relatively high level of take-up, availability in
the Big Nine cities has increased over the past six months
to reach 15.3m sq. ft. in Q1. That's the highest level since Q2
2016 (see Chart 7). The vacancy rate has also increased to
9.9%, from 7.9% in Q3 2024. A similar picture is evident in
the South East, where availability rose to 20.7m sq. ft. across
the M25, M4 and M3 markets in Q1. The rise has been most
pronounced in the M25 market, where available space has
increased by 37% since Q1 2021.

Chart 7: Big Nine Office Availability (M. Sq. Ft.)
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The rise in Big Nine availability looks to have increased
developer caution. According to Avison Young, after
completions totalled 2.53m sq. ft. in 2024, around 2m sq. ft.
is expected to be delivered in 2025 (see Chart 8). But beyond
2025 the regional office pipeline looks very thin. Just 346,000
sq. ft. is due to complete in 2026, and all of that is speculative
development. That implies there may be supply shortages in
the future, particularly for prime space. Just over 500,000 sq.
ft.is due for completion in 2027, of which 300,000 sg. ft. is in
Manchester.
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Chart 8: Big Nine Pipeline (M. Sq. Ft.)
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CBRE reported that logistics take-up recovered in Q1 to
5.0m sq. ft., up from 4.3m sq. ft. in Q4 2024. That is in line
with the level of occupier demand seen just before the
pandemic in 2019, when take-up totalled 4.7m sq. ft. in

Q1 of that year. In contrast to last year, take-up in Q1 was
concentrated in the South West, which accounted for over
half of all demand.

The rise in take-up in Q1 failed to prevent a further pick-
up in logistics availability which increased to 44.4m sq.
ft., up from just 16.5m sq. ft. in Q1 2022. CBRE attribute
that increase to secondary markets as occupiers have
consolidated into prime assets. The continued demand
for prime space helps explain why the pipeline has now
expanded for three consecutive quarters from 18.9m sq.
ft.in Q2 2024 to 26.3m sq. ft. in Q1 2025.

3.2 Investment Market

Office investment in the regions was steady at £600m
across the South East and Rest of UK in Q1, near
historically low levels (see Chart 9). Within that, investment
in the Rest of UK was notably subdued at £261m, a two-
year low. A lack of large deals was behind the low volume,
with just two deals of over £20m. That included Iroko Zen
buying The Brinell Building in Brighton for £27m from St
James'Place Property Trust Unit at a NIY of 7.51%, and
Hilcrest buying the Forge in Woking for £26.5m from Swiss
Life at a NIY of 9.34%.

Chart 9: Rest of UK and Rest of South East Office Investment
(£bn)
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Industrial investment had a strong quarter in Q4, with the
total of £2.72bn the highest since Q3 2022. That helped
boost investment for the year to £8.2bn, up from £6.8bn

in 2023. Over Q4 the South East multi-let subsector saw a
record £787m of transactions. That included Chancerygate/
GIC buying Questor Industrial Estate in Dartford for £145.6m
at ayield of 5.16%.

Retail transactions were once again supported by a strong
quarter for retail warehouses, with the £1.4bn of investment
in Q4 the highest since Q2 2007. That included Redevco
buying the M7 Retail Portfolio for £518m at an initial yield
of 6.00%. Shopping centres saw a lot of activity, with
investment volumes reaching £1bn for the first time in eight
years. Almost half of that total was accounted for by one
deal though, with Land Securities paying £490m for a 92%
state in Liverpool One at a yield of 7.5%.

For more information:

Please contact Sarah White;

sw@rivercap.co.uk
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