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2021:UK REAL
ESTATE’S NEW 

BEGINNINGS

Deal or no deal, New Year’s Day 2021 will herald a brave new world for the 
United Kingdom. We will (for better or worse) be in a new relationship with the 
European Union, after five years of debate, division and uncertainty. We will 
not quite have exited the COVID-19 winter, but the shape of that exit will be 
much clearer. And although the 2019 UK General Election now seems a 
distant memory, the UK Government’s majority in Parliament gives us the 
greatest degree of political stability since 2010. With Brexit rapidly receding 
into the background as a pre-occupation, new issues will emerge for UK 
economics, politics, society and real estate.

This report explains what CBRE thinks happens next.

The shorter-term issues arising from the pandemic will continue to weigh on real estate 
throughout 2021, though each sector will be affected differently. For most types of real 
estate, reductions in rents and prices will mostly reflect short-term income loss as the 
economy has stalled, with an added measure of long-term uncertainty. But others have 
been relatively insulated or even seen growth.

COVID-19 has arguably simply put a rocket booster under real estate trends (such 
as online retail, or working from home) which were already well advanced in the 
UK beforehand. 

Preparations for Brexit (and indeed reactions to wider global trade disputes) will also 
have been influential – for example, in the domestication of goods supply chains.

While the profundity of structural change is often exaggerated, some of these 
accelerations do seem likely to have been so dramatic as to amount to a 
permanent reset. 

In other words: the UK worker, employer, consumer, homeowner or renter will never 
return to certain pre-pandemic habits. Not in 2021, and not ever.

So, 2021 is a new beginning for UK real estate. CBRE’s clients will be breathing a very 
large collective sigh of relief that major uncertainties which have damaged investment 
and activity are now behind us. With change comes opportunity, and the trick for the 
informed decision maker is to identify those opportunities now. 

That’s where this report comes in. We hope you enjoy it.
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06
ECONOMY

The UK’s two national lockdowns mean that the UK economy will now not recover to 

pre-pandemic size until at least mid-2022. We expect a consumer-driven recovery, 

with retail sales already having recovered quite strongly. A combination of low interest 

rates, low inflation, powerful fiscal stimulus and the resolution of Brexit uncertainty will 

support recovery. While real estate faces a very subdued 2021, we anticipate a good 

medium-term recovery.

CONTENTS

13
RETAIL

COVID-19 has savaged an already-weak UK high street suffering from high costs, lack 

of innovation, and pressure from Europe’s largest online retail market. Although some 

retail formats have proved resilient (supermarkets, retail parks and warehouses), the 

sector will now be forced to think very radically indeed about its future. Repositioning 

of many assets to mixed use seems likely.

10
OFFICE

Office take-up will remain below trend in 2021, but some sectors such as life sciences 

will outperform. Equity targeting the key central London office market remains high 

and will drive a reasonable recovery as uncertainties resolve. Flexibility in employee 

working locations will be a big theme for 2021, but the long-term trend of office 

densification and space efficiency seems likely to remain a big driver of office demand.

16
LOGISTICS

The already-surging UK logistics sector will be given a ‘second wind’ by the 

pandemic’s permanent effect on online retail. With strong demand and weaker supply, 

rents will rise further, especially for well-located property in peri-urban areas. Yields 

are expected to fall even further as less specialised investors find ways to access the 

market, including through M&A and joint ventures.

Brexit

This UK Outlook report assumes a 

Brexit deal in December 2020. For 

up-to-date CBRE commentary on 

Brexit, click here to go straight 

to our detailed October 2020 

report on the UK’s future outside 

the European Union, with specific 

attention to real estate issues.

We cover the changes that will 

definitely occur on 1 January 2021, 

whether there is a deal or not. We 

review the effect of Brexit uncertainty 

on UK real estate to date, and look at 

some of the longer-term issues which 

affect the UK’s economic prospects. 

3

https://www.cbre.co.uk/research-and-reports/UK-Real-Estate-and-the-Brexit-Endgame-October-2020?utm_source=CampaignLogic&utm_medium=email&utm_campaign=Real+Estate+and+the+Brexit+Endgame_10%2f22%2f2020
https://www.cbre.co.uk/research-and-reports/brexit
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20
RESIDENTIAL

Residential property has been the surprise outperformer during the pandemic, with 

fears of a repeat of 2008’s housing market collapse proving unwarranted. Investment 

levels into institutional rented property have been sustained and will hit new records 

throughout the next few years. Fiscal support for the owner-occupied market has 

maintained prices and transaction levels, though the risk of rising unemployment 

means we remain cautious about the outlook.

CONTENTS

23
HOTELS & HOSPITALITY

As with retail, the UK hotel and hospitality sectors have had a very rough ride in 2020. 

Necessity has been the mother of invention, with operators and landlords forced into 

much closer collaboration in order to survive. Innovation will proceed apace to adapt 

to the weaker economic outlook, ferocious competition, and to maximise efficient use 

of real estate.

27
CONTACTS & FURTHER READING

CBRE’s UK Market Outlook is one of a suite of reports published by CBRE offices 

around the globe aimed at providing unrivalled insight on real estate issues on a 

country and regional basis. Here we set out some recent reports from CBRE’s UK 

Research team and this report’s author details. Please get in touch to access our full 

range of research, forecasting and data-driven consultancy services.

Throughout this report we’ve scattered short 

notes on a variety of issues we believe are 

relevant to the UK real estate outlook for the 

coming year.

Look out for the green Hot Topics boxes on the 

pages below. 

05
POLITICAL INFLUENCES ON UK 

REAL ESTATE IN 2021

08
NEGATIVE UK INTEREST RATES

09
DEBT IN THE UK

19
JOE BIDEN AND THE UK

26
…WHAT ELSE COULD GO WRONG?
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HOT TOP ICS

5

“The British voter is one force we doubt 

UK real estate will have to worry about in 

2021. Or 2022.” 

02
TAX

The Government is conducting a big review of business rates in England, and 
has made proposals for a substantial reform of UK Capital Gains Tax (CGT). 
Separate CBRE research indicates that we don’t expect fundamental changes in the 
structure of business rates, but we predict further (and quite expensive) Government 
support for high street retailers. Increases in CGT look likely.

03
LAND USE PLANNING

In England, the Government has published fresh proposals for radical reform of 
the land use planning system. The two big changes are aimed at the slow and 
complex system of local development plans, and reforming developer 
contributions to infrastructure and affordable housing. Legislation is expected 
during 2021.

04
‘LEVELLING UP’ 

This rather vague phrase is used to describe the Government’s agenda to improve 
the economic performance of cities in Northern England to match that of 
London & the South East. We’re likely to hear much more about this in 2021 once 
Brexit and COVID-19 become less dominating issues. However, disparities in 
economic performance require sustained long-term attention and it’s not yet clear 
what the Government’s strategy will be.

05
NO GENERAL ELECTION 

After UK general elections in 2015, 2017 and 2019, and the 2016 EU 
referendum, the British voter is one force we doubt UK real estate will have 
to worry about in 2021 (other than in Scotland – see above). Or 2022. The 
Conservatives have a sizeable majority in Parliament, and Brexit is now in the 
rear-view mirror for many. Political stability is usually good news for real estate, 
no matter who is in charge.

01
SCOTTISH INDEPENDENCE 

Scots go to the polls in May 2021 to decide the make-up of the Scottish 
Parliament. Recent polls indicate that a majority of Scots now favour Scottish 
independence, so it’s likely that the debate will hot up in 2021. One BBC/Ipsos 
Mori poll (November 2020) shows that 64% of voters opposed to independence 
in 2014 believe the Scottish Government has handled the pandemic ‘well’, but only 
31% taking the same view of the UK Government. This could cause new powers to 
be devolved to Scotland to see off the threat – or, it could herald a new period of 
heightened uncertainty. 

POLITICAL INFLUENCES ON UK REAL ESTATE IN 2021
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The UK was hit particularly hard by lockdown measures taken to contain the spread of 
COVID-19. Between Q4 2019 and Q2 2020, UK GDP in the UK fell by over 20%: 
twice as much as Germany and considerably more than Italy and France. This partly 
reflects timing, with the UK entering and leaving lockdown later than other European 
countries, but also differences in the measurement of government consumption on 
GDP. Despite Q2 experiencing the largest quarterly contraction on record, the UK had 
started to recover as lockdown restrictions were lifted.

Following the lifting of the first restrictions, the UK recovery was stronger than 
expected. Between April and September, the UK economy recovered over 15% of 
GDP, meaning it was around 8% below pre-pandemic levels in September 2020. 
However, the sectoral picture remained uneven with many sectors still some way below 
their February levels of output. 

Retail sales have recovered strongly and are likely to be a continued driver of recovery. 
In October 2020, total retail sales volumes were 6.7% higher than in February. This 
suggested that not only are consumers willing to go out and spend, but also that they 
were willing to make up for spending foregone during the lockdown period. How and 
what we spend our money on has changed, however. In September, the proportion of 
online sales was 28.5%, compared with 20.1% in February (see also section on retail 
real estate, page 13).

In response to the rise in COVID-19 cases, the government announced a four-week 
lockdown in England in November 2020, accompanied by an extension of the 
furlough scheme to March 2021. As a result, we now expect a fall in GDP in Q4, 
with most of the impact felt in November. 

The economic impact will be less severe than the first lockdown, partly because
more sectors, like construction and education remain open. In addition, firms are 
more prepared, having adapted business models during the first lockdown. The 
extension of the Job Retention Scheme (‘furlough’) should mitigate the upward 
pressure on unemployment, although tougher requirements regarding National 
Insurance contributions for closed firms will inevitably force some to continue
reducing headcount.

FIGURE 01: UK RETAIL SALES

ECONOMIC RECOVERY FROM COVID-19 IN Q3 2020…

UK ECONOMY

7

Source: ONS, Macrobond, CBRE Research, November 2020

…INTERRUPTED BY A SECOND UK LOCKDOWN

We expect CPI inflation to rise back to the Bank of England’s 2% target by the end of 
2021 but to remain below target thereafter. Rising unemployment and weak 
inflationary pressure suggest that the Bank of England will not raise short term rates 
until 2023. This ultra-loose monetary policy will stimulate spending and lubricate the 
the Gilt market. The Bank of England announced a further expansion of its asset 
purchase program (QE) that will ensure the government can increase gilt issuance 
without facing any substantial rise in borrowing costs.

LOW INFLATION AND LOW INTEREST RATES 

We do not expect UK GDP to recover to pre-pandemic levels until 2022. While a 
steady recovery can be expected throughout 2021, the risk of sustained damage to 
some economic sectors (including retail, hotels and hospitality, aviation and tourism) 
means that there is a high level of uncertainty in our forecasts. Our current view (see 
Figure 2 overleaf) is that risks are very much weighted to the downside. Clarity over 
the timing of COVID-19 vaccine distribution will help identify the most likely outcome.

UK ECONOMY BACK TO PRE-PANDEMIC LEVELS IN 2022
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A weaker real economy will induce lower (and often negative) rental growth in 2021, 
although some sectors will dramatically outperform. UK fiscal and monetary policy 
remains very supportive of recovery, so we continue to take the view that UK real estate 
provides an attractive risk-adjusted reward longer term, especially when compared with 
the very low (and possibly even negative) risk-free rates which we forecast here. 

The existing global savings/investment imbalance has been deepened by the global 
recession and monetary policy. We now have long-term interest rates at record lows, 
and an abundance of capital looking for a return. This is evidenced in equity returns, 
corporate bond pricing and the (so far) limited increases in commercial property yields. 
Very low bond yields suggest investors will seek higher sterling returns elsewhere.

But investors have held off from property investment recently partly because of 
pandemic-related disruption (especially to international travel), and partly from fears of 
making a capital loss if changes in occupier behaviour hit demand for some assets 
(particularly retail and office).

REAL ESTATE RETURNS AND INVESTMENT IN THE MEDIUM TERM

UK ECONOMY

8

Source: Oxford Economics, Macrobond, CBRE Research, November 2020

Financial sector impacts will be the main influence on whether the Bank 
of England adopts a negative interest policy rate, as this sector is the 
main transmission mechanism for monetary policy. 

Lowering the policy rate reduces banks’ funding costs and may further stimulate 
interest-sensitive spending. But if banks don’t pass on negative rates to 
depositors, interest margins and profitability will be squeezed, increasing risks to 
financial stability. 

If we are right about an EU-UK free trade agreement and the roll out of a 
vaccine in the first half of 2021, downside risks are reduced, suggesting that the 
Bank of England will not need to deploy negative interest rate policy, opting to 
use alternative policy tools such as Quantitative Easing to stimulate activity and 
bring inflation back to the 2% target.

This bottleneck will ease over time for some asset types as the occupier market 
recovers. For now, though, interest is focussed on ‘near-bond like’ assets – in 
other words:

• core assets with near-guaranteed income (which are seen to be future proofed 
and to be capable of delivering low but stable returns like the bonds which are now 
less affordable), and 

• assets that are seen to be ‘future proofed’ and to be riding the changes in occupier 
behaviour such as logistics and residential (see pages 16 and 20 respectively).

We forecast MSCI UK All Property Total Returns of -4.4% for 2020, but 2.6% for 
2021. Over the next five years we forecast average returns of 4.4% per year with 
rental growth of 0.3% per year. We expect that real estate investment will rise around 
30% from a projected £37bn in 2020 to £48bn in 2021.

NEGATIVE UK INTEREST RATES 
IN “)”!

2019 = 100

FIGURE 02: UK REAL GDP FORECAST, PLAUSIBLE SCENARIOS
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“Banks are likely to 
undertake much more 
thorough checks about 
the viability of businesses 
to whom they lend in 
the light of weaker 
economic conditions.”

When times are hard, borrowing money is often the answer. In the wake of the COVID-19 pandemic, 
could borrowing and indebtedness become problems in their own right? Credit in the UK has not (yet) 
tightened to anything like the extent seen in the aptly-named ‘credit crunch’ of 2008, and both 
insolvencies and repossessions remain low. But what might be the issues ahead?

HOT TOP IC

9

01
UK HOUSEHOLDS

UK households entered the COVID-19 shock in a stronger financial position than before the global financial 
crisis. According to the Bank of England’s Financial Stability Report (August 2020), household debt 
(excluding student loans) in 2020 Q1 was equivalent to around 123% of total household income. This is 
high by historic standards, but below the 2008 peak of 144%. Government and bank-led support, especially 
payment holidays, the ‘furlough’ scheme, and limits on high LTV mortgages, have kept consumer credit 
under control so far. But this could change if unemployment rises faster then policy makers expect.

02
UK CORPORATES

UK firms could face a cash-flow deficit of up to £200bn in 2020-21, according to the Bank. Of this, around 
£40-£70bn relates to smaller companies. Firms also have around £275 billion of debt maturing this year, 
which will need to be refinanced. The Bank is not currently expressing serious concerns about banks’ ability 
to service this requirement. For example, the Bank notes that in March 2020, UK banks’ net lending to 
corporates was £32bn, over 30 times the average monthly lending over the previous three years, driven by 
large companies drawing down on credit facilities. Since then, lending has shifted to smaller businesses, 
supported by the Government’s loan schemes. However, banks are likely to undertake much more thorough 
checks about the viability of businesses to whom they lend in the light of weaker economic conditions.

03
UK PUBLIC DEBT

While the increase in UK public debt is not as great as during the financial crisis, the UK Government has 
borrowed big to fund its various support schemes. There are few immediate concerns about the serviceability 
of this debt but the potential for tax rises (including property tax rises) is clear.

DEBT IN THE UK
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Evidence from a forthcoming CBRE survey of corporate occupiers in EMEA points to a 
substantial increase in remote working, with over half of companies expecting to move 
towards a more distributed pattern of work. Almost 70% of respondents suggested that 
they will allow employees to work flexibly in future, which suggests that the physical 
office will become less important for some in the future.

Structural change in office markets is not new, with the widespread switch from 
modular offices to open plan being a notable example. Increasing employee density 
has also led to more efficient occupation of space (see Figure 3), a long-term trend 
only briefly stalled by even major UK economic downturns. Flexible working is 
long-established in the UK, with 22% of UK-based employees ‘occasionally’ working 
from home: twice the EU average, according to Eurostat. So, we view any big increase 
in remote working as a fresh acceleration of an existing trend rather than a new 
phenomenon. But a shift towards lower office attendance may be counteracted by 
more generous typical densities as firms move towards a higher proportion of team 
space, breakout and event areas. So the net impact on office demand is uncertain.

UK office take-up fell to a record low as a result of the UK COVID-19 lockdown and is 
unlikely to return to trend levels in 2021, because office demand is strongly correlated 
with employment growth. Jobs growth is expected to be in positive territory during 
2021, but at 1.4% the rate of increase is sluggish. London employment is expected to 
recover more slowly than the rest of the UK. Total employment is not expected to 
recover to pre-pandemic levels until the second half of 2022. This is reflected in our 
rent forecasts, with a 3% fall in nominal rental values predicted for 2021 across 
UK offices as a whole. UK regional office rents are expected to hold up better than 
Central London rents.

Despite this subdued recovery for office take-up relative to trend, certain sectors will 
see above-average levels of activity. Office leasing activity in regional office markets in 
2021 will likely be boosted by the public sector, which could equate to almost 1m sq ft 
of take-up. The life sciences sector is also likely to be particularly active, with (amongst 
other factors) the pandemic leading to significant increases in funding and investment 
within this sector. 

FIGURE 03: CENTRAL LONDON OFFICE SPACE PER EMPLOYEE, ESTIMATED INDEX (1990 = 100)

MORE FLEXIBILITY, BUT PRESSURE FOR STOCK 
EFFICIENCY IS NOT NEW

OFF ICE
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Source: ONS, CBRE Research, Q3 2020. Estimated Inner London office-based employment; Central London office stock.

OFFICE LEASING SUBDUED, BUT SOME BRIGHT SPOTS

Space per employee
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Although UK office investment volumes for Q2 and Q3 2020 were down 56% year-
on-year, a rebound is expected in the final quarter of 2020 continuing into 2021. The 
office investment market (especially in Central London) is heavily reliant on overseas 
investors so has been affected more than non-London office markets in relative terms. 
An inability to travel has also been a barrier to UK transactions. An easing of travel 
restrictions will remove this barrier and facilitate activity. 

Poor investment availability has also constrained activity. But there has been a marked 
increase in stock on the market with around £7bn available in Central London by the 
end of Q3 2020, compared with just £0.9bn at the end of Q2 2020. Recently 
transacted deals have proven pricing which will likely encourage more holders of office 
property to bring stock to the market in 2021, especially as Brexit concerns subside.

Demand is expected to come from a wide variety of sources, including sovereign 
wealth funds, overseas institutions and European funds. Overseas private investors are 
expected to be particularly active. 

Core assets offering long income, backed by a strong covenant, are likely to see the 
most investor interest. Assets with near-term leasing risk are likely to attract a shallower 
pool of investors for as long as the leasing market outlook remains uncertain. Pricing 
for core assets is likely to remain stable across the UK during 2021, with a large yield 
gap relative to the risk-free rate and European city office markets persisting. 

Equity targeting Central London office property is estimated at £38.6bn, a 
year-on-year increase of around £6bn on 2019.

…BUT CAPITAL VALUES STILL LIKELY TO FALL SLIGHTLY IN 2021

UK office capital values are forecast to fall -4.3% during 2021, representing a slowing 
of the rate of the decline relative to our forecast 2020 outturn of -6.3%. Despite falling 
capital values, total returns for all UK offices are forecast to be broadly flat for 2021 at 
-0.5%, following a negative expected outturn in 2020 of -2.7%.

FIGURE 04: ESTIMATED EQUITY TARGETING LONDON OFFICE 
INVESTMENT STOCK

OFFICE INVESTMENT WILL RECOVER AS UNCERTAINTIES RECEDE…

OFF ICE
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Source: CBRE Research, November 2020
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“Equity targeting Central London office 
property is estimated at £38.6bn, a 
year-on-year increase of around £6bn 
on 2019.”
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The retail real estate market has arguably been suffering the most as a result of the 
pandemic. This sector, above all others, has experienced a dramatic acceleration of 
trends already present in UK retail prior to the pandemic.

The closure of non-essential retail stores during lockdowns has put severe pressure on 
retailers’ revenues and will continue to affect their performance in 2021 and 
thereafter. For many retailers, this will mean continued pressure on margins, store 
rationalisation, investment in omni-channel strategies, and supply chain restructuring. 
In some cases, an inability to meet financial liabilities will continue to lead to 
insolvency and overall business restructuring. 

The resulting shift towards shorter, more flexible lease structures and turnover leases 
will fundamentally change retail real estate. 

Better performing retailers, including those that were able to keep their stores open 
throughout the UK lockdown periods, are expected to show greater resilience in 2021 
and the years after. This includes supermarkets, homeware and DIY retailers. Even so, 
supermarket rents are expected to decline by 3.5% in 2021, though this is a relatively 
lower decline than other retail asset types.

The rise in online penetration levels, driven by the UK-wide lockdown, will continue 
throughout 2021, as retailers continue to invest in their online platforms and move a 
larger proportion of their sales online. CBRE forecasts that online penetration will 
reach 26% in 2021 and 30% in 2025.

This one-off step change disguises further change within retail sub-sectors. Online 
penetration levels for all food retail doubled to around 10% as a result of the 
pandemic, whereas all non-food retail increased from 22.7% before the March 
lockdown to around 40% during the lockdown, settling at around 25% once 
non-essential retail stores reopened (ONS, Nov 2020).

POST-PANDEMIC TRANSFORMATION IN RETAIL

RETA I L
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A STEP CHANGE IN ONLINE RETAIL – SUSTAINED PERMANENTLY

FIGURE 05: UK RETAIL SALES GROWTH, NOMINAL RENTAL 
GROWTH AND ONLINE PENETRATION (%) 2021 – 2025)

2020-2025 FORECAST

Source: CBRE Research, MSCI, Q3 2020 
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Limited retail transaction activity in 2020 made determining pricing more challenging. 
However, yields have risen since the start of 2020 and are expected to rise further into 
2021. Investment activity is expected to pick up in 2021, driven by an appreciation for 
attractive prime pricing, and an interest in repositioning or densifying assets. 

Supermarkets will outperform other asset types over the next five years, driven by 
increased sales and store expansions. Capital values are forecast to increase by 1% 
(5-year annualised) and total returns averaging around 6% (5-year annualised) 
according to CBRE’s MSCI forecast. 

Retail warehouses have shown to be more resilient throughout the lockdown periods, 
partly because many are anchored by supermarkets or DIY retailers. But their open-air 
design and extensive car parking helped footfall recover quicker compared to other 
asset types. We expect retail warehouses to see total returns of 4-5% (5- year 
annualised). However, over the next five years shopping centres will be the hardest hit 
with capital values declining by 4% per annum. 

The prolonged lockdown is likely to result in decreased sales over the Christmas period 
and will hugely affect retailers’ margins in 2021. Retailers’ covenant strength, void 
rates and ERVs will therefore be at the forefront of landlords and investors’ minds and 
decision-making processes. 

However, excess retail space coupled with falling values will create opportunities in the 
medium and long term with retail assets being repositioned to include alternative uses, 
which will increase the number of mixed-use schemes across the UK. In addition, 
shopping centre and high street owners are expected to implement innovative ways of 
using vacant space, like pop-up retail or co-working space.

FIGURE 06: ANNUALISED TOTAL RETURNS, CAPITAL GROWTH AND 
INCOME RETURN FORECAST BY RETAIL TYPE 
(2021-2025 FORECAST)

RETAIL INVESTMENT TRENDS

RETA I L
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Source: CBRE Research, November 2020

REPOSITIONING RETAIL SITES FOR MIXED USE 

“Excess retail space coupled with falling 
values will create opportunities … with 
retail assets being repositioned to 
include alternative uses”
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The pandemic has evidenced the elemental role of the logistics sector to keep food 
and goods moving. We expect 2021 to bring further focus on building more resilient 
supply chains, increasing safety stocks and diversifying suppliers to prevent future 
disruptions. This restructure of logistics networks will require additional warehousing 
space in the UK. 

These pressures will be overlaid on expanding demand from online retailers who are 
benefiting from the lasting effects of COVID-19 in consumer behaviour. Retailers 
wanting to preserve market share will need to continue to secure warehouse space to 
expand their online channels.

Two consecutive quarters of record take-up in 2020 gave cautious developers enough 
reasons to proceed with speculative developments on their secured sites. Nevertheless, 
the supply response is constrained by the lack of available land and lengthy processes 
to obtain planning permission. We expect local authorities to become more receptive 
to logistics developments due to job creation opportunities.

The second half of 2020 has seen occupiers opting for longer leases compared to the 
reactive short-term contracts seen in the second quarter. In 2021 we expect longer 
commitments for the renewals of those short-term leases in most cases, and occupiers 
reverting to their planned expansions.

FIGURE 07: UK LOGISTICS QUARTERLY TAKE-UP

INTENSIFIED DEMAND DRIVERS ARE NOT FADING

LOGIST ICS

CBRE Research (Q3 2020), UK logistics data relates to units over 100,000 sq ft and 10m eaves

FIGURE 08: UK LOGISTICS MONTHS WORTH OF SUPPLY

LESS THAN 10 MONTHS WORTH OF SUPPLY

CBRE Research (Q3 2020), end of quarter availability divided by rolling 3 years average annual take-up
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The Logistics sector will benefit from rental growth in 2021, unlike most other 
commercial property sectors. In fact, record rents were reached for prime big box 
logistics units during 2020 despite the turmoil. We also expect premiums for 
sustainability features in warehouses to finally materialise in rents over the next couple 
of years.

Location will remain key for logistics occupiers and therefore we expect rental growth 
for secondary sites to lag behind well-connected units and urban logistics. A ‘flight to 
quality‘ in terms of location and specifications is one of the expected outcomes of 
ongoing supply chain reconfiguration and expansion, although secondary units will still 
be needed to accommodate demand from less buoyant occupier sectors.

Robust underlying demand fundamentals, resilient long-term cash-flows and scarcity of 
product have attracted new, non-specialist investors into the sector. New strategies are 
also emerging including ‘develop to hold’, and we expect incumbents to sell logistics 
assets only as a mean to redeploy capital again into the sector.

The fierce competition seen for sizeable portfolios during 2020 will continue and is 
likely to keep yields low and stable. We foresee potential further minor falls in yields 
for prime assets, particularly for units close to big conurbations and focusing on the 
demanding business-to-consumer distribution channel.

We also anticipate further joint ventures and M&A activity, with some players looking 
for sub-sector and local expertise to take advantage of the growth in the sector.

FIGURE 09: UK ALL INDUSTRIALS NOMINAL ANNUAL RENTAL GROWTH AND FORECAST (%)

RENTAL GROWTH: SOFTER BUT PERSISTENT

LOGIST ICS
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CBRE Research, MSCI (Q3 2020), High Yield and Low Yield All Industrials rental growth series

YIELDS: LOWER FOR LONGER

Nominal Annual Rental Growth (%)



C B R E  R E S E A R C H  |  ©  2 0 2 0  C B R E  L T D2 0 2 1  U K  R E A L  E S T A T E  M A R K E T  O U T L O O K   

HOT TOP IC

19

Joe Biden’s election as the next President of the 

USA heralds an important change in the tone of 

Government ‘across the pond’ and in the 

‘special relationship’ with the UK.

However, the new President may not have any 

greater influence over Congress than his 

predecessor (we await the 5 January Senate contests 

in Georgia). So, the new President’s ability to pursue 

his agenda on matters such as fiscal stimulus and 

tax law will be somewhat limited. This means that 

some aspects of the Trump administration’s legacy 

will be difficult for Joe Biden to unwind until (at least) 

the mid-term elections in 2022. 

But Biden has a freer hand to play on trade and 

international relations, where US Presidents have 

greater authority to act without Congress – and it is 

the tone and shape of these relations that will 

influence the global economy. The UK is relatively 

exposed to international headwinds and tailwinds 

and so the US position matters more to the UK than 

it does to many other European countries. 

Biden will maintain many policies intended to 

address China’s trade and business practices. So, 

this change of presidency may not reduce global 

trade tensions as much as some might like. 

However, Biden’s position is expected to be less 

volatile and unpredictable than Trump’s, and will 

include more effort to coordinate with allies, which 

should benefit global investment and goods flows in 

a way that is particularly to the UK’s advantage.

However, on other international matters we can 

expect a big reset: climate change in particular. 

The UK is hosting the COP26 climate change talks 

in 2021 and so quickly getting close to the US on 

this subject will be essential if the talks are to be seen 

as a success.

Joe Biden is also much more supportive of the EU (of 

which Donald Trump was no fan), and his election is 

likely to result in more pressure on the UK to do a 

Brexit deal with the EU. However, the deal (or lack 

of it) could well be decided before Joe Biden even 

takes office, so it’s important not to overstate Biden’s 

influence on events. 

A UK-US trade deal remains a possibility but is 

likely to require just as many years of hard-nosed 

negotiating as it would have required under 

Donald Trump.

For full analysis of the US Presidential election 

outcome, please click here to view our US 2021 Real 

Estate Market Outlook.

JOE BIDEN AND THE UK

“Biden will maintain many 
policies intended to 
address China’s trade 
and business practices. 
So this change 
of presidency may not 
reduce global trade 
tensions as much as 
some might like.”

https://www.cbre.us/research-and-reports/US-Real-Estate-Market-Outlook-2021
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“Because of its … strong long-term 
fundamentals, we expect residential 
investment to break records almost every 
year of our forecast period to 2025.”

FORECAST

RES IDENT IAL

The residential sector has been resilient in the face of the pandemic. According to 
MSCI, total residential returns for the year to Q3 2020 were 2.4%. This compares with 
2.7% for industrial, -0.7% for office and -10.4% for retail.

We expect this trend to continue into 2021. Multifamily housing, for example, does not 
face the same occupier challenges as the more traditional real estate sectors. 
According to CBRE valuation data, rent collection and occupancy rates remained 
robust, averaging 97% (April-Aug 2020) and 83% respectively (April-Sept 2020).

Businesses are under increasing cost pressure, suggesting there is little prospect of real 
wage growth in 2021, which will subdue rental growth. However, a highly competitive 
market will underpin asset pricing and yields.

Purpose Built Student Accommodation (PBSA) has faced occupational challenges in 
2020, including outbreaks of COVID-19 in student communities at the start of the new 
academic year. However, investment into the sector will be robust in 2021, although 
rental guarantees will remain essential to maintain pricing.

RESIDENTIAL WILL CONTINUE TO OUTPERFORM

FIGURE 10: UK RESIDENTIAL INVESTMENT, 2015 – 2025(F)

Source: CBRE Research, Q3 2020

Despite COVID-19 restrictions, investment into the residential sector has been strong 
in 2020. There is a high level of equity targeting the Multifamily sector (approximately 
£40bn according to CBRE estimates, which means there is now more equity targeting 
UK multifamily property than Central London office property). Lending also remains 
highly competitive. The emerging co-living sector is expected to gain further traction in 
2021, and investors continue to target PBSA opportunities.

Because of its resilience and strong long-term fundamentals, we expect residential 
investment to break records almost every year of our forecast period (to 2025). 
This will be driven both by existing investors expanding portfolios, and new entrants 
diversifying from traditional commercial real estate.

RESIDENTIAL INVESTMENT WILL REACH RECORD LEVELS
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RES IDENT IAL

Driven by a surge of pent-up demand, residential sales rebounded sharply in the wake 
of the initial UK lockdown. This rebound has been further supported by the 
Government’s Stamp Duty Land Tax (SDLT) holiday introduced in July, which lasts until 
31 March 2021. This contributed to a 22% increase in mortgage approvals in Q3 
2020 compared with the same period of 2019, according to data from the Bank 
of England. 

This demand surge has also led to the highest rates of house price growth since 2015, 
with Nationwide recording annual growth of 5.8% in October 2020. 

This momentum will continue into 2021, and we expect a surge of sales in Q1 before 
the SDLT holiday ends. Revisions to the Government’s Help-to-Buy scheme also take 
effect from April 2021, meaning only first-time buyers will be eligible for the scheme. 
The removal of these two support mechanisms will dampen activity as the 
year progresses.

Some emerging trends seen in the wake of lockdown will continue in 2021. People 
reassessing their housing needs has led to decisions to move out of city centre 
apartments in favour of suburban homes. For example, Zoopla’s July 2020 report 
noted that 3-bed houses were the most in-demand property type, and 4-bed houses 
were selling faster than the average flat. However, we see this as a short-term reaction 
of certain buyers rather than a wholesale market shift. We speculate that this trend will 
subside as the year progresses.

The biggest influence on housing market performance will be the broader economic 
backdrop. Even with a rebound in 2021, weaker GDP growth and higher 
unemployment (see page 7) will feed through into the housing market, with negative 
impacts potentially prevailing throughout the year. The winding down of policy support 
such as the Job Retention Scheme and the ending of mortgage payment holidays will 
put further downward pressure on the market. 

On balance, we forecast house prices and rents will remain broadly stable in 2021, 
increasing by 1.0% and 0.9% respectively.

FOR-SALE HOUSING MARKET WILL COME UNDER PRESSURE

FIGURE 11: UK RESIDENTIAL CAPITAL VALUE AND RENT 
FORECASTS, 2020-2024

Source: CBRE Research, Q3 2020

“On balance, we forecast house prices 
and rents will remain broadly stable 
in 2021, increasing by 1.0% and 
0.9% respectively.”
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HOTELS  &  HOSP ITAL I TY

Domestic leisure demand was the principal driver of hotel performance in the UK 
following the sector’s reopening in July 2020 (see Figure 12), with coastal and 
countryside markets performing well relative to London and the gateway cities, which 
typically have a higher reliance on international and business demand. 

The availability of a vaccine for COVID-19 will be a big factor in the trajectory of 
recovering hotel demand. If an effective vaccine is widely administered by mid 2021, 
and accounting for the socio-economic consequences of the virus, we expect hotel 
revenues to broadly recover to pre-pandemic levels in 2024. Speed of recovery will, 
however, vary based on a hotel’s location, business mix, condition, management and 
market position. For example, hotels with limited exposure to conference, events and 
group demand will recover more quickly.

In the short term, curtailed, albeit recovering, top-line revenues will continue to result 
in acute pressure on hotel profitability, given the sector’s typically high operational 
gearing. Pressure will be even more acute in markets which have a substantial active 
development pipeline (such as Manchester, Glasgow and Liverpool). Here, those 
assets which are under-invested will be most exposed.

HOTEL DEMAND & PERFORMANCE – CHALLENGING IN 
THE SHORT-TERM

FIGURE 12: UNITED KINGDOM, DOMESTIC AND INTERNATIONAL 
VISITOR NIGHTS IN PAID ACCOMMODATION, 2015-2025

Source: CBRE Research, Q3 2020

“Fit-for-purpose, limited-service hotels 
are predicted to exhibit the most 
resilience in operational performance 
and … capital value.”

With a challenging short-to-medium term outlook for operating performance and the 
increased cost of debt, UK hotel capital values are expected to remain lower than 
2019 levels. However, the ‘discount’ will vary depending on the physical and 
operational characteristics of an asset – fit-for-purpose, limited-service hotels are 
predicted to exhibit the most resilience in operational performance and movement in 
capital value. 

The debt market remains open and finance will be available for deals of material 
scale, for example. We expect lenders to look more strategically at their existing hotel 
exposure. So borrowers will need to demonstrate a sustainable business model and 
suitable plan for recovery. An attempt to restructure and right-size loans is likely to 
trigger disposals.

More generally, we expect the bid-ask spread to converge and a material uptick in 
deal flow. Private equity funds and family office investors are expected to be 
particularly acquisitive.

CONVERGENCE OF PRICING EXPECTATIONS TO UNLOCK DEAL FLOW
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The hospitality market has borne the brunt of the economic and operational fallout 
from COVID-19 with surveys suggesting that up to 75% of businesses may not be able 
to trade through the next year (UK Hospitality and on-trade data analyst CGA). The 
personal and corporate impact can only be described as extremely serious.

However, out of the crisis has come a decade’s worth of innovation. New operating 
formats have emerged almost literally overnight, to be able to respond to 
unpredictable and rapidly changing constraints. And landlords have teamed up with 
tenants to unblock supply chains and release facilities (such as pub car parks) to 
support the national effort. 

…BUT A MORE PROFOUND SHIFT IS ALSO IN PROGRESS

PUBS AND HOSPITALITY – NECESSITY IS THE MOTHER 
OF INVENTION

HOTELS  &  HOSP ITAL I TY

25

“Out of the crisis has come a decade’s 
worth of innovation. New operating 
formats have emerged almost literally 
overnight, to be able to respond to 
unpredictable and rapidly 
changing constraints”

But behind these headlines has been a far more fundamental shift in Pub and 
Hospitality markets. We predicted in our previous (2020) UK Real Estate Market 
Outlook report that real estate investors would become more active participants in the 
operational businesses they accommodate. We anticipated a slow evolution, but the 
financial imperative facing many operators, and the prospect of uncertain income for 
property owners, has super-charged change and collaboration. 

It’s not just new disrupters such as BoxPark who drove change saying ‘We’ve got to 
realise we’re all in this boat together and unless we all swim together, we will all sink 
together.’ One of the oldest established investors in the world, Grosvenor, now invest 
directly in their tenant’s businesses. As Grosvenor put it in October 2020: ‘By 
innovating to invest in tenants, we’re rewriting what it means to be a landlord —
seeking to create partnerships where each is genuinely invested in the others’ success.’

CBRE is working with many owners and operators as they formulate new ways of 
investing together as the country emerges from Lockdowns. There has been a 
realisation that the new approach, free from the traditional lease, is not just for the 
trailblazers. In the current circumstances, and the difficult recovery which lies ahead 
(see page 7), we see real risks for landlords and tenants who are not as proactive or 
collaborative as those we cite above.

PROACTIVITY IS ESSENTIAL

The risk for landlords who wait with fingers crossed for the next rent cheque is that they 
may well be at the mercy of the CVA’s that have blown through the sector. But equally, 
tenants that see Company Voluntary Arrangements (CVAs) as the perennial solution to 
all financial cycles should take heed of the Travelodge CVA earlier in the year. In order 
to progress the process Travelodge offered all affected landlords an option to break 
leases at zero cost. To date we understand only 17 have exercised the right. But when 
landlords routinely have investments in operating platforms, a CVA could be a very 
different negotiation when a landlord self-operating is a genuine alternative to 
accepting a reduced rent.

WORKING TOGETHER, MAKING A PLAN, AND RECAPITALISING

Stakeholders in the hotel and hospitality sectors must formulate and implement a 
plan in order to navigate the short-term challenges and capitalise on the recovery. 
This should consider opportunities for increased customer focus, cost reduction, 
consolidation, repositioning and the careful application of capex.

We expect that 2021 will see many hotel and hospitality companies taking in new 
equity. Inevitably M&A and insolvency activity will increase. Real estate capital will be 
at the front of the queue when bidding starts for hospitality operating platforms. 
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COVID-19 seems likely to prompt horizon-scanners 

to examine what other major exogenous 

emergencies might hit the UK in future. The UK 

Government’s National Risk Register of Civil 

Emergencies (NRR), last published in 2017, explores 

a range of risks: natural hazards, diseases, major 

accidents, societal risks, and malicious attacks. 

Within these categories, the document explores 

specific risks as diverse as widespread electricity 

failure, volcanic eruptions, flooding, human diseases 

and terrorist attacks on crowded places. 

This admittedly selective list of example risks may 

seem superficially remote or fanciful – but in fact all 

of them have materialised in the last decade, and in 

a way that had a serious impact on life in the UK. 

In the case of the eruption of the Icelandic volcano 

Eyjafjallajökull in 2010, or the English electricity 

blackout of August 2019 which affected 1 million 

homes, the disruption was admittedly short-lived.

But COVID-19 makes it obvious that disruption can, 

under the right conditions, be sustained – and have 

profound medium-term effects.

As is often the case for risk assessments, the NRR 

assesses risks according to both their probability

and their impact. The assessment of impact is based

on deaths and casualties, social and economic 

disruption, and psychological impact (including 

widespread anxiety, or loss of confidence 

in Government).

These assessments are based on a ‘reasonable 

worst case scenario’ – which, in the case of 

COVID-19’s winter impact, has already been 

reached – suggesting that these scenarios could well 

be reached in the case of other emergencies too.

To be included in the document, risks must fulfil a 

formal definition of a civil emergency. Long-term 

trends such as climate change are not included, 

even if they increase the probability or impact of civil 

emergencies (such as flooding). Risks must also be 

deemed to have at least a 1 in 20,000 chance of 

occurring in the next five years, although malicious 

attacks are treated on a slightly different basis.

Many of the risks covered by the NRR would affect 

real estate disproportionately were they to occur. 

Insurance may not be available, and ‘after the event’ 

inquiries can show up failures in facilities 

management, asset management or asset 

purchase risk assessments. So while these events 

are not common, it may repay thought to consider 

whether investments and operations would be resilient 

to them if they do happen.

…WHAT ELSE COULD GO WRONG?

“Many of the risks 
covered by the NRR
would affect real estate 
disproportionately were 
they to occur.”
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CBRE’s UK Research team 
publishes a wide range of 
thought-provoking evidence 
and analysis on factors 
influencing the UK real 
estate market. 

Click on the thumbnails to 
go straight to these recent 
UK research reports.

RESIDENTIAL
THE MULTIFAMILY HOUSING PREMIUM

With multifamily housing investment booming in the UK, and set to break 
records in the coming years, we look at whether London multifamily rents 
outperform rents achieved in more traditional residential property. 
We find shows that London multifamily developments are achieving an 
average 28% premium over average, although there is wide 
geographical variation.

LOGISTICS
DELIVERING CLOSER TO CONSUMERS

UK Consumer demand for online purchases has led to even more 
intense competition among traditional retailers and ecommerce 
platforms during the pandemic. With last leg delivery now an essential 
component of the consumer delivery supply chain, CBRE Research 
interviewed occupiers, developers and supply chain specialists about the 
future of urban logistics real estate in the UK.

OFFICES
OCCUPIER STAY V GO STRATEGIES

We analyse the relocation decisions of forty of our occupier clients 
who have each gone through a ‘stay or go’ decision in recent years. 
We explore the key drivers behind their choices and reflect on the 
decisions they made. Relevant factors included brand considerations, 
attracting and retaining talent, promoting improved collaboration, and 
reducing operational expenditure.
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https://www.cbre.co.uk/research-and-reports/UK-Urban-Logistics-Delivering-Closer-to-Consumers-October-2020
https://www.cbre.co.uk/research-and-reports/UK-The-Multifamily-Premium-November-2020
https://www.cbre.com/research-and-reports/UK-Occupier-Stay-v-Go-Relocation-Strategies-November-2020
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This report was prepared by the CBRE UK Research Team, which forms part of CBRE Research – a network of preeminent researchers who collaborate to provide real estate market research and econometric forecasting to real estate investors and occupiers around 

the globe.

All materials presented in this report, unless specifically indicated otherwise, is under copyright and proprietary to CBRE. Information contained herein, including projections, has been obtained from materials and sources believed to be reliable at the date of 

publication. While we do not doubt its accuracy, we have not verified it and make no guarantee, warranty or representation about it. Readers are responsible for independently assessing the relevance, accuracy, completeness and currency of the information of this 

publication. This report is presented for information purposes only exclusively for CBRE clients and professionals and is not to be used or considered as an offer or the solicitation of an offer to sell or buy or subscribe for securities or other financial instruments. All 

rights to the material are reserved and none of the material, nor its content, nor any copy of it, may be altered in any way, transmitted to, copied or distributed to any other party without prior express written permission of CBRE. Any unauthorized publication or 

redistribution of CBRE research
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