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“Following a slowdown in the UK commercial property

This report looks at the following areas:

The impact of COVID-19 on the UK commercial property market and key sub-sectors.

e Opportunities and threats arising from COVID-19 across the key sectors of the
commercial property market.

e How the market is expected to develop over the next five years in light of the COVID-19
crisis.

e Trends in investment activity across the key sub-sectors of the commercial property
market.

The embattled retail sector is expected to be hardest hit by the COVID-19 fallout, with the capital value
of retail property forecast to fall by a significant 20% in 2020. The pandemic is set to exacerbate trends
already ongoing in the retail sector, including the shift to online retail, store rationalisation, rise in
insolvencies and CVAs and the retrenchment by investors.

All occupational and investment markets are facing disruption as a result of COVID-19 and deal
volumes are expected to remain subdued for much of 2020. The capital value of UK commercial
property is anticipated to decline by 12% in real terms in 2020, followed by a moderate 1% increase in
2021. However, a wide divergence across the key sectors can be expected.

The pandemic is likely to have a long-term structural impact on the office sector, as more companies
will adopt remote and agile working as more permanent policies. Whilst it is unlikely that businesses
will look to migrate to a fully remote environment permanently,many businesses will be weighing up
the commercial benefits of downsizing their office space.

While the logistics sector will certainly not be immune to the impact of COVID-19,it is well placed to
weather the storm. The accelerated shift to online retail will further boost demand for high-quality,
well-located warehouse space in the short to medium term. Demand from data centre operators is also
expected to increase as COVID-19 is accelerating the digital transformation of business and with more
digital data being used and created.

Covered in this Report

The terms of reference for this Report concern the UK commercial property market, which includes
owner-occupied and investor-owned properties. The Report focuses on investors’ share of the market.

Commercial property is defined as including retail, offices, industrial premises (warehouses and most
types of factory) and ‘other commercial’ properties typically used for business purposes, such as leisure
(cinemas, fitness clubs and gyms, leisure parks, etc), hotels, petrol stations and other miscellaneous
types. The Report excludes other commercial property sectors, such as health and education, museums
and libraries, sports grounds, courts and prisons, heavy industrial plants, infrastructure and open
structures, such as theme parks.

DID YOU KNOW?

more holistic view of this market

market in 2019, COVID-19 has now introduced significant
disruption to the market. The embattled retail sector will

. be hardest hit by the crisis, with COVID-19 set to accelerate
the structural changes already underway.”
— Claudia Preedy, Senior B2B Analyst
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For the purpose of this Report, the market is segmented as follows:

e Retail: Shops, shopping centres, supermarkets, retail warehouses, post offices, bank branches, hairdressers and beauty salons, cafés,
takeaways, restaurants and pubs, car showrooms and garden centres.

e Offices: Offices, business units, data and computer centres.
Industrial: Warehouses and stores, factories and workshops, newspaper printing works etc.

e Other Commercial: Bingo halls, bowling alleys, casinos, cinemas and theatres, arenas, concert halls and exhibition centres, nightclubs,
hotels, health farms, gyms, sports centres and swimming pools, caravan parks and holiday sites, purpose-built car parks, petrol stations,
film, TV and recording studios.

The investment element of the commercial property market comprises a number of different investor types, which are defined by the Investment Property
Forum (IPF) as follows:

e UK Institutions (insurance companies and pension funds) — Insurance company long-term funds,unit-linked life and pension funds,
managed property funds.

e UK & Channel Island-domiciled collective investment schemes - Authorised and unauthorised property unit trusts and similar, limited
partnerships domiciled in the UK and Channel Islands. Includes Channel Islands property investment companies,but excludes insurance
company-managed property funds.

e UK REITs and listed companies - Companies listed on the main market of the London Stock Exchange and incorporated in the UK under the

REIT and Real Estate Holding & Development categories.

UK private property companies — Other companies undertaking activities classified under the 2007 SIC either

as “the development of building projects”, “the buying and selling of own real estate” or “the renting and operating of own real estate”.

UK traditional estates/charities — Charities and traditional landed estates.

UK private investors — Individuals, family trusts, high-net-worth syndicates.

UK other - Mainly local authorities and pub owners.

Overseas investors - All those domiciled outside the UK and Channel Islands, excluding foreign-owned fund managers, insurance companies and pension
funds investing UK sourced capital.

“Rental value” of commercial property refers to the rateable value of property. The rateable value of property is the value at which a property might be
expected to be let for one year as assessed by the Valuation Office Agency (VOA).

COVID-19: Market context

This update on the impact that COVID-19 is having on UK commercial property market was prepared on 7 July 2020.

The first COVID-19 cases were confirmed in the UK at the end of January, with a small nhumber of cases in February. The government focused on the ‘contain’
stage of its strategy, with the country continuing to operate much as normal. As the case level rose, the government ordered the closure of non-essential
stores on 20 March.

A wider lockdown requiring people to stay at home except for essential shopping, exercise and work if absolutely necessary’followed on 23rd March. Initially,
a three-week timeframe was put on the measures, which was extended in mid-April for another three weeks.

On 10 May 2020, the Prime Minister announced revised guidance, recommending that people who could not work from home should return to the workplace,
and giving people more scope to spend time out of the home. Further relaxations to lockdown rules were announced in the week of 23rd May, including
gradual reopening of non-essential retailers, and increased opportunities for social interaction across households. Hospitality businesses were allowed to
reopen in England on 4 July. However, “close proximity” businesses, such as nightclubs, indoor gyms, swimming pools and spas, will need to remain closed for
now.

Economic and other assumptions

Our economic assumptions are based on the illustrative scenario included in the Bank of England's Monetary Policy Report, released on 7th May 2020. The
scenario suggests that UK GDP could fall by 14% in 2020, recovering by 15% in 2021, and that unemployment will reach 8% by the end of the year, easing
slightly to 7% by the end of 2021. The current uncertainty means that there is wide variation on the range of forecasts, however, and the numbers presented
in the BoE's illustrative scenario are at the more pessimistic end of the spectrum.

We are working on the assumption that a vaccine will be available by mid-2021, but that there will be continued disruption to both domestic and global
markets for some time after that.
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As long as there is not a second wave of infections, social distancing measures should be gradually relaxed over the course of 2020, but we don't expect
industries such as hospitality, travel and live entertainment to return to any kind of normality until a vaccine is introduced.
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The Impact of COVID-19 on Commercial Property

The market

Retail sector

Office sector

Industrial/logistics sector

Other commercial property

Companies and brands

Retail landlords set to be hit hard by COVID-19

Commercial property companies expected to incorporate more flexible workspace in their office portfolio

Investor demand set to remain focused on secure, long-term income streams
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COVID-19: Market context
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COVID-19 presents challenges and opportunities for flexible workspace sector

The facts

The implications

Investors set to further shy away from retail property sector, as COVID-19 accelerates structural changes, but pockets of opportunity
remain

The facts
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The Market - What You Need to Know

Capital value of UK commercial property market falls by an estimated 3% in 2019
Investment activity slows in 2019

Offices account for nearly a third of UK commercial property market

Retail set to be the hardest-hit sector by the COVID-19 crisis

Industrial/logistics sector looks well placed to ride out COVID-19 storm

Capital value of ‘other’ commercial property sector down by an estimated 1% in 2019

Market Size

Overview
Figure 7: Value of UK commercial property market, 2015-19 (£ billion)

Figure 8: Value of UK commercial property market, 2010-19
Investor demand in UK commercial property falls in 2019
Figure 9: Investor share of UK commercial property market, 2014-19 (£ billion and %)
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Segmentation by sector
Figure 11: Segmentation of the UK commercial property market, by sector, 2015-19 (£ billion)
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Segmentation by investor type
Figure 13: Holdings in commercial property market, by investor type, 2015-19 (£ billion)

Figure 14: Investor commercial property market, by sector, South East and Rest of UK, 2018 (£ billion and % of total)

Office Sector

Offices represent largest sector of commercial property investment market

Overseas investors own half of all invested office stock in the UK

Recent growth in office market driven by rapid expansion of flexible workspace sector
COVID-19 presents challenges and opportunities for flexible workspace providers
Regional prime office market well placed prior to COVID-19

London office take-up slows prior to COVID-19

London office investment market
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London office construction hits all-time high just prior to COVID-19
Regional office supply pipeline

Invested stock accounts for over three quarters of UK office property stock
Figure 15: Capital value of the UK office market, 2015-19 (£ billion)

Figure 16: Value of UK invested office stock, by region, 2018 (£ billion and % of total)
Figure 17: Office property transactions in Great Britain, 2015-20

Figure 18: Central London office property transactions, by investor type, year-to-date 2020
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Figure 20: UK office floorspace and rental value, 2011-18

Retail Sector

COVID-19 set to accelerate structural change in retail sector

Rising vacancy rate is leading to more retail space being repurposed
Downward trend in retail investment activity to be exacerbated by COVID-19
Retail parks expected to emerge as strongest sub-sector from COVID-19 crisis
High street market unlikely to fully recover as more retailers face collapse
Outlook for Central London retail investment remains muted

Shopping centre investment hits low in 2019

Retail sector’s share of commercial property market falls from 40% in 2014 to 31% in 2019
Figure 21: Capital value of the UK retail property market, 2015-19 (£ billion)

Figure 22: Value of UK invested retail stock, by sector, 2018 (£ billion and % of total)
Figure 23: Retail property transactions in Great Britain, 2015-20

Figure 24: Shopping centre property transactions, by investor type, year-to-date 2020
Figure 25: Retail warehouse property transactions, by investor type, year-to-date 2020
Figure 26: Shop/supermarket property transactions, by investor type, year-to-date 2020

Figure 27: UK retail floorspace and rental value, 2011-18

Industrial Sector

Overview

Take-up in industrial and logistics property sector falls moderately in 2019
Industrial and logistics sector looks well placed to ride out COVID-19 storm
Logistics investment market remained resilient in 2019

Lack of supply remains an issue

Capital value growth in industrial sector slows to 2% in 2019
Figure 28: Capital value of the UK industrial property market, 2015-19 (£ billion)

Figure 29: UK industrial property market, by region, 2019 (% of total)
Figure 30: Industrial property transactions in Great Britain, 2015-20
Figure 31: Industrial property transactions, by investor type, year-to-date 2020

Figure 32: UK industrial floorspace and rental value, 2011-18

Other Commercial Sector
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Overview

Hotels investment market remained robust in 2019

Investors attracted to diverse leisure sector by secure long-term income opportunities

Line between retail and leisure is becoming increasingly blurred

Strong growth in “experiential” leisure

Health and fitness centres set to face a challenging time as country emerges from COVID-19
UK cinemas sector shows robust performance in 2019

Capital value of ‘other’ commercial property sector down by an estimated 1% in 2019
Figure 33: Capital value of the UK other commercial property market, 2015-19 (£ billion)

Figure 34: UK ‘other’ commercial property market, by sector, 2018 (% of total)
Figure 35: Property transactions in the leisure sector in Great Britain, 2015-20

Figure 36: UK ‘other’ commercial floorspace and rental value, 2011-18

Regional Analysis

Regional analysis of non-domestic properties in England & Wales

Figulr)e 37: Number of non-domestic rateable properties in England & Wales, by sector and region, as at 31 March 2019 (000s and % of
tota

Fifgure I?8: Rateable value of non-domestic properties in England & Wales, by sector and region, as at 31 March 2019 (£ billion and %
of tota

Regional analysis of commercial property transactions
Figure 39: Commercial property transactions in Great Britain, by region, 2016-20 (£ million)

Figure 40: Regional importance in commercial property transactions, 2017-19

Market Forecast

COVID-19 to severely disrupt commercial property market in 2020
Figure 41: Expected impact of COVID-19 on UK commercial property, short, medium and long term, 7 July 2020
Investor demand set to remain focused on secure, long-term income streams
Commercial property capital value expected to fall by 12% in 2020
Figure 42: Forecast of commercial property market compared with expectations prior to COVID-19, 2019-24
Industrial property and alternatives expected to continue to outperform market
Figure 43: Forecast segmentation of the UK commercial property market, pre-COVID and COVID-adjusted (£ billion), 2020-24
Figure 44: Forecast segmentation of the UK commercial property market (COVID-adjusted), 2019-24

Market Trends

Development of commercial property yields
Figure 45: Prime market yields, by sector, 2017-20 (%)

Rental price developments
Figure 46: Prime office rents in the UK, December 2011-September 2019
Figure 47: Prime retail rents in the UK, December 2011-September 2019
Figure 48: Prime industrial rents in the UK, December 2011-September 2019

Trends in commercial property lending

New loan originations down by 12% in 2019
Figure 49: Allocation of new loans originations, by lender type, 2019 (£ million and % of total)
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Market Drivers

Economic factors
Sluggish economic growth prior to COVID-19
Figure 50: UK GDP growth rate, 2012-19, (Annual % change)

UK economy could shrink by 14% in 2020
Figure 51: Forecast GDP development based on Bank of England illustrative scenario, 2020-22 (% change)

Bank rate cut to historic low of 0.1% in response to COVID-19
Figure 52: Bank rate, 2008-20, by date of adjustment

UK Purchasing Managers’ Index (PMI) for Services Industries

UK Manufacturing Purchasing Managers’ Index (PMI)

Business confidence suffered before COVID-19

Figure 53: ICAEW UK National Business ConfidenceTM index, Q1 2014-Q1 2020

Slight improvement in business investment intentions at the start of 2020 squashed by COVID-19 impact
Figure 54: UK business investment, £ million, Q1 2015-Q4 2019

Trends in average lease lengths
Figure 55: Average length of leases, by tenant type, 2019

Retail sales and rise in online sales
Figure 56: Growth of value of retail sales at current prices seasonally adjusted, 2013-19 (% change on previous year)

Figure 57: Average weekly value for all retailing and for internet sales, January 2016-April 2020

Other factors
Impact of planning laws on commercial property supply
Supply and demand factors
Business rate revaluations contribute to the decline in high street retailers in some regions
Tax changes for non-resident investors in UK commercial property
Return on Property Investment
Figure 58: Annual property returns, by sector, 2015-19 (% change)
Non-residential property transactions fall
Figure 59: UK non-residential property transaction completions (non-seasonally adjusted), by country, 2016-20
Figure 60: UK non-residential property transaction completions (seasonally adjusted), 2015-20
Commercial construction output slipped in 2018 with some recovery in 2019
Figure 61: Long-term trend in private commercial construction, 1970-2019
Figure 62: Commercial construction output, 2015-19
Figure 63: Segmentation of commercial construction output, 2015-19 (£ million)
Industrial construction output boosted by investment in warehousing
Figure 64: Long-term trend in private industrial construction, 1970-2019
Figure 65: Industrial construction output, 2015-19

Figure 66: Segmentation of industrial construction output, 2015-19

Companies and Brands — What You Need to Know

Overseas investors represent largest single investor type in the UK commercial property sector
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REITs reduce exposure to embattled retail sector

Intu enters administration in June 2020

Industry Structure

Overview
Figure 67: Holdings in commercial property market, by investor type, 2019 (% of total investor-owned commercial property stock)

Figure 68: UK investor share and overseas investor share in each commercial property sector, 2018
Overseas Investors

Figure 69: Overseas holdings in commercial property market, by investor type, 2018 (% of total)
REITs

Institutional Investors
Figure 70: Holdings in buildings, property, land and new construction work by institutional groups, 2013-17

Figure 71: Net investment in buildings, property, land and new construction work by institutional groups, 2014-18

Company Profiles

British Land
Company strategy
Impact of COVID-19
Financial performance
Figure 72: Financial analysis of British Land, 2016-20 (£ million)
Bruntwood
Company strategy
Financial performance
Figure 73: Financial analysis of Bruntwood, 2015-19 (£ million)
Grosvenor Group
Company strategy and outlook
Figure 74: Financial analysis of Grosvenor Group, 2015-19 (£ million)
Hammerson
COVID-19 hampers Hammerson’s plan to exit retail parks
Company strategy
Impact of COVID-19
Financial performance
Figure 75: Financial analysis of Hammerson, 2015-19 (£ million)
Intu Properties
Company strategy
Intu enters administration in June 2020
Financial performance
Figure 76: Financial analysis of Intu Properties, 2015-19 (£ million)
Landsec
Company strategy and outlook

Impact of COVID-19

VISIT: store.mintel.com
BUY THIS CALL: EMEA +44 (0) 20 7606 4533 | Brazil 0800 095 9094

RE PO RT NOW Americas +1 (312) 943 5250 | China +86 (21) 6032 7300

APAC +61 (0) 2 8284 8100 |
EMAIL: reports@mintel.com



/reports.mintel.com//display/store/988996/
mailto:reports@mintel.com

MINTEL

Commercial Property: Inc Impact of COVID-19 - UK - July 2020

e The above prices are correct at the time of publication, but are subject to
Report Price: £995.00 | $1343.55 | €1119.77 B

Financial performance
Figure 77: Financial analysis of Land Securities, 2016-20 (£ million)
SEGRO
Company strategy
Impact of COVID-19

Financial performance
Figure 78: Financial analysis of SEGRO, 2015-19 (£ million)

Appendix - Data Sources, Abbreviations and Supporting Information

Abbreviations

Methodology

Further Sources and Contacts

Trade associations

British Property Federation

The Association of Real Estate Funds
British Council for Offices

The Commercial Real Estate Finance Council Europe
The Investment Association

The Investment Property Forum
Trade magazines

Estates Gazette

Property Magazine International
Property Week

Property Wire

Trade events

RICS Commercial Property Conference
MIPIM UK 2020
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