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UK Property
Market Trends

We are predicting positive total returns under-pinned by income.

   We expect industrials to be a star performer but would caution against  
over-exuberance.

    The office market is evolving and is expected to perform relatively well.

   Retail is severely challenged and stock selection will be critical.
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BMO REP Forecast Total Returns by Segment  
end 2018 -end 2023 – per cent per annum

Source: BMO REP April 2019

Forecasts are provided for illustrative purposes; are not a guarantee of future 
performance; should not be relied upon for investment decisions; and are 
subject to change without notice. 
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Key Risks

Our review and outlook is a marketing communication providing an overview 
of the recent economic and property market environment. It should not be 
considered as advice or a recommendation to buy, sell or hold investments. Nor 
is it investment research and has not been prepared in accordance with legal 
requirements designed to promote the independence of investment research and 
is not subject to any prohibition on dealing ahead of its dissemination.

The value of investments and income derived from them can go down as well as 
up as a result of market or currency movements and investors may not get back 
the original amount invested.

The value of directly held property reflects the opinion of valuers and is reviewed 
periodically. These assets can also be illiquid and significant or persistent 
redemptions may require the manager to sell properties at a lower market value 
adversely affecting the value of your investment. 



The quarter was dominated by the approach of the initial Brexit 
deadline and consequent economic and political uncertainty. This 
has been compounded by slower growth globally. As a result, 
GDP growth has been modest and estimates are being revised 
down. Sentiment became less hawkish regarding the likely trend 
of official UK interest rates. 

The quarter saw some moderation in the polarity between 
segments. Industrials and distribution continued to out-perform 
but momentum has weakened. Retail outside London is still 
delivering negative total returns but the first quarter saw 
some moderation for shopping centres and retail warehousing. 
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Market Snapshot Q1 2019 All Retail Offices Industrial Alternatives

Total Returns  0.5 -1.3  1.1 1.7  1.2
Income Return  1.3 1.5  1.2 1.2  1.3
Capital Growth -0.8 -2.8 -0.1 0.6 -0.1
Rental Growth  0.0 -1.0  0.5 0.7  0.3
Gross Rent Passing 1.0 -0.3  2.5 1.9  0.0
Net Initial Yield 5.0  5.9  4.5 4.5  4.7

Source: MSCI UK Monthly Property Digest March 2019. The definition of Alternatives is the Portfolio Analysis Service definition of “other” which includes hotels, residential, 
leisure etc.
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Three Month Rolling Average All-Property Total 
Return – per cent to March 2019

Source: MSCI UK Monthly Property Digest March 2019

Past performance is not an indication of future performance.
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Compared with the previous quarter, offices outside the West  
End/Midtown zone were generally weaker.

Property investment market activity dropped sharply in Q1 
2019, possibly reflecting concern about Brexit and the upcoming 
changes to capital gains tax for overseas investors. Net investment 
by overseas investors was positive and driven by some large 
deals across the alternatives sector. Net investment by institutions 
turned negative. Most parts of the market experienced reduced 
levels of investment in the quarter with only alternatives seeing 
activity above the long-run average. Retail property funds 
saw outflows and some re-pricing but the pace is moderating. 
Bank lending is increasing remains cautious reflecting market 
uncertainty and there is stress in the shopping centre market. 

 

Economic and Property Market Overview

The UK commercial property market has continued to deliver positive total returns but the pace 
is slowing.

UK Property Investment Activity – £ million

Source: Property Data May 2019
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return estimate for 2019 further to 0.4%. This is below the latest 
Investment Property Forum consensus forecast of 2.4%.

Brexit, and its ramifications, is not the only factor behind the 
downgrade. We remain concerned by the weakness in the retail 
market, which we expect to persist in 2019 and into 2020 and 
we believe that the re-rating still has some way to go. 

Retail is expected to continue to suffer from administrations, 
store closures and the unwinding of lease commitments. This 
is likely to be exacerbated by rising labour costs and high rates 
squeezing margins. Central London and some affluent towns 
may be relatively resilient but are likely to still be affected. 
Shopping centres, secondary towns, regional shops and 
department stores are even more vulnerable. Stock selection will 
be critical. Our forecasts are more pessimistic than those issued 
three months ago both for 2019 and for the five years to 2023.

We are still fairly conservative in our forecasts for Central London 
offices in the aftermath of the Brexit vote, but low new supply 
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The Economic and Property Market Outlook

We are predicting single digit all-property total returns under-pinned by the income return.

Brexit continues to dominate the economic outlook and this 
is affecting the macro-economic picture, the likely political 
landscape and the financial markets, including property. The 
BMO REP forecasts assume that some sort of deal is concluded 
within the next few months, but there is still a significant 
risk of no deal or post-Brexit dislocation which could affect 
the forecasts.

The consensus GDP forecasts have been revised lower to 1.3% 
in 2019 and 1.5% in 2020, and with a sharp downgrade to the 
company profitability element. Inflation is still predicted to be 
close to the Bank of England target and the unemployment 
rate is expected to be stable. Sentiment has shifted regarding 
interest rates with the bank rate now expected to be around 
1% at year-end versus 1.25% three months ago but the Bank of 
England’s May statement was fairly hawkish. Over the longer-
term, the market is not expecting a cyclical upturn, with GDP 
plateauing at 1.7% pa on consensus estimates.

The impact on the property market, of at best modest economic 
performance, and considerable uncertainty surrounding Brexit, is 
expected to be negative.

BMO REP forecasts are based broadly on the consensus 
economic outlook. We have downgraded the all-property total 

Consensus UK Economic Forecasts – per cent

Source: Consensus Economics April 2019
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Forecasts are provided for illustrative purposes; are not 
a guarantee of future performance; should not be relied 
upon for investment decisions; and are subject to change 
without notice. 
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could enhance performance in later years. Despite all the market 
uncertainty, there is still reasonable occupational demand. Total 
returns for offices outside London are predicted to out-perform 
the market as a whole. The market is evolving with the London 
market widening and new hubs emerging around universities.

We still expect standard industrials and distribution to be a major 
driver of the market, especially for urban logistics, helped by the 
growth of e-commerce. However, there may be little scope for 
further yield compression and some rental growth expectations 
could prove optimistic. The market could see some cooling 
following its period of exceptional performance.

We believe that alternatives will continue to grow in importance 
and as a class may deliver out-performance in terms of total 
returns. Hotels and student accommodation are both relatively 
mature components of this segment and are attracting 
significant investor interest. The diversity and risk profile of the 
assets which comprise the segment needs to be recognised.

Given the muted economic outlook and market uncertainty, 
rental growth is expected to be fairly subdued and focused on 
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industrial/distribution. Town centre retail rents are expected to 
fall further and then stabilise rather than recover.

Performance is expected to be driven by income and the 
implied income return is predicted to edge slightly higher in 
the short-term.

Taking the past ten years as a base, property would appear fairly 
priced at the current low levels of interest rates. Interest rates 
are expected to rise over time but in small stages. The scope for 
further yield compression in traditional sectors would appear to 
be limited, and a general upward pressure on property yields, 
extending beyond retail, could occur later in the forecast period. 

The longer-term issues affecting property have been noted 
in earlier reports. We believe that online shopping will continue 
to grow and evolve and that changing working practices and the 
increase in small business start-ups could further boost demand 
for smaller offices and shorter leases. Flexibility, amenity 
and prospects for alternative use will becoming increasingly 
important considerations in stock selection and retention. 

The next two years are expected to see weaker total returns, 
affected by a sluggish economy and by Brexit. Property is still 
expected to deliver an attractive income return. We anticipate a 
shift towards long-term, secure income streams and for investors 
to hold on to these assets. We are predicting single digit  
all-property total returns under-pinned by the income return.

Yield Gap – All-Property Initial Yield versus  
10 Year Gilt Yields – percentage points

Sources: MSCI UK Monthly Property Digest March 2019, Bank of England

Yield Gap Long-Term Average from 2009
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Forecasts are provided for illustrative purposes; are not 
a guarantee of future performance; should not be relied 
upon for investment decisions; and are subject to change 
without notice. 
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The Brinnell Building, Brighton Ibex House, London Student Accommodation in Shoreditch 

Regional office markets attracting 
investor interest

An office building in Brighton was sold for  
£39m at a 4.75% yield to St James’s Place 
in January 2019.

There were also deals completed in 
Aberdeen, Birmingham, Glasgow, 
Reading and Sheffield.

Investors are being attracted to yields 
above 8% in Leatherhead, Newcastle 
and Edgbaston.

A weak town centre market with few 
deals occurring 

The Nicholsons shopping centre in 
Maidenhead was bought out of 
receivership for £25m.

TK Maxx in Chichester sold at a 
5.96% yield.

Residential growing in importance

PSP and Quadreal have bought into the 
BTR scheme at Westfield Stratford.

Build to Rent investment occurred in 
Manchester, Glasgow and Nottingham 
during the quarter.

Central London office investment 
occurring but fewer megadeals

Ibex House was bought for £121.5m at a 
4.95% yield in February 2019. 

The two £100m plus deals in Q1 2019 
involved domestic investors.

Still some overseas interest from 
Westbrook and the Middle East.

Citibank acquired its HQ in Canary Wharf 
for £1.1bn at a 4.3% yield in April 2019.

Alternatives in demand

Overseas investors Greystar, Allianz and 
PSP have bought student accommodation 
in Shoreditch for £160m in March 2019.

Overseas investors have bought the 
Grange, Project Zinc and Hallmark 
Hotel portfolios.

Octopus Healthcare has bought seven 
care homes for £110m. 

Retail warehousing – limited interest 

A development scheme at Evesham  
pre-let to Aldi, Home Bargains and TK 
Maxx was sold for £12m at a 5.4% yield.

M7 has been buying into the sector for a 
new fund.

Local authorities are still buying...but 

Spelthorne withdrew from two major 
purchases in London and has stopped its 
commercial property investment.

More than 30 local authority deals 
completed in the quarter with around 
half in the local area. All were at or 
below £30m.

Industrials – still in favour but some 
cooling in demand 

Westbrook bought a portfolio of 30 
industrial estates for £140m at a 
6.75% yield.

M&G bought an industrial asset in 
Birmingham at a 4.67% yield.

Long-leased and indexed assets 
in demand

Gatwick South Distribution Park was 
sold for £45.6m at a 3.5% yield, with 14.6 
years unexpired and income linked to 
the RPI.

The Morrisons supermarket in 
Borehamwood was sold for £46.5m at a 
3.5% yield with 27 years unexpired and 
5-yearly RPI based rent reviews.

Key Investment Transactions Data
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LEGAL INFORMATION 

This document:

• has been issued and approved by, and is the sole responsibility of, BMO REP Asset Management plc of 7 Seymour Street, London 
W1H 7JW (“BMO REP”) which is authorised and regulated by the Financial Conduct Authority in the United Kingdom (registration  
no. 119283).

• is for professional investors/advisers only and the information in it may not be appropriate for all persons in all jurisdictions in 
the world. By accepting this document, you represent and warrant to BMO REP that you are an appropriate person to receive such 
information.

• should not be considered as nor constitute as any investment, tax, legal or other advice and you should obtain specific professional 
advice before making any investment decision. Nor is it an offer or solicitation to deal in any of the investments or funds 
mentioned in it, by anyone in any jurisdiction in which such offer or solicitation would be unlawful or in which the person making 
such offer or solicitation is not qualified to do so or to anyone to whom it is unlawful to make such offer or solicitation. 

• contains confidential information belonging to BMO REP and/or third parties and is supplied to you solely for your information and 
may not be forwarded to any other person, reproduced or published in whole or in part for any purpose.

No representation or warranty, express or implied, is given by BMO REP or any other person as to the accuracy or completeness of 
the information or opinions contained in this document. Save in the case of fraud, no liability is accepted for loss arising whether 
directly or indirectly as a result of the reader, any person or group of persons acting on any information or opinion contained in this 
document.
 
BMO REP Asset Management plc is a subsidiary of BMO Real Estate Partners LLP and are members of the BMO Financial Group, which 
is itself wholly-owned by the Bank of Montreal.
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