
Opportunity in  
the UK commercial 
property market

NOVEMBER  2022

Market Update

M A C R O  S U M M A R Y

Macro Summary
Review of the current UK 
commercial market.

Historical Precedents
Reflections on the markets 
during GFC and Brexit.

UK Fundamentals
Views of the structural UK 
investment landscape.

Opportunity
Conclusions for 
international investors.

Bank of England has now 
announced a November base rate 
increase of 75 bps to 3%, with 
further hikes anticipated. 
Combined with the political events 
of late, these macro forces have 
triggered emerging changes in the 
UK commercial property market, 

presenting select opportunities for 

investors.

Yield volatility in the gilt market 
during the immediate aftermath of 
the former Chancellor’s fiscal 
announcements created a 

situation in which UK pension 
funds faced margin calls on 
interest rate derivatives.  These 
were held to balance decades 

of low interest rates and match 
future cash flows  in a strategy 
referred to as liability driven 
investment, or LDI. These 
pension funds have begun rapidly 
selling a broad range of property 
assets to meet demands, forcing 
their respective real estate 
managers to halt or delay fund 
redemptions in an effort to 
reduce “fire” sales. 

Pension funds have 
moved en masse to 
sell real estate assets 
to boost liquidity 5.23%

The official UK 
average prime yield 
rose to 5.23% in 
September, up from 
4.95% in August 
2022.
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Political events of the last month, combined with 
macroeconomic forces are triggering emerging 
changes in the UK commercial property market

However, the most highly 
discounted deals are being 
conducted “off-market” and are 
showing dramatically higher 
discounts vs. original asking prices. 

In the past few  weeks, firms 
including Schroders, Columbia 
Threadneedle and Blackrock have 
imposed redemption restrictions 
on their property funds as pension 
funds move en masse to sell illiquid 
assets in an effort to reduce risk . 
This pressure to sell, combined 
with a restrictive funding market 
due to higher base rates, is 
creating a dislocation in the market 
that buyers are beginning to take 
advantage of. 

Official yield data, notoriously slow 
to reflect reality, is now beginning 
to show the results of the new 

landscape. In their October 2022 
Commercial Market report , Savills 

note a broad increase of 25 bps 
month-on-month across UK prime 
commercial yields, with some 
sectors such as South East offices 
reaching increases of 50 bps. 

It takes little more than a glance at 
news headlines of late to glean that 
the UK has experienced a fair share 
of political and economic turmoil 
over the past six weeks. A 
government overhaul is underway, 
rounding off a month of tumult that 
began with the shock of now ex-
chancellor Kwasi Kwarteng’s 
“mini-budget” announcement of 
September 23rd. This proposal 
introduced unfunded tax cuts and 
fiscal expansion against a backdrop 
of inflation and created the 
immediate twin reaction of a rapidly 
falling pound and rising gilt yields. 
In the following days, the Bank of 
England stepped in as a stabilising 
force to steady markets. 

The changes in UK leadership and 
reversals of proposed tax measures 
have been received positively by 
the markets, with the pound now 
recovering and gilt yields back to 
levels seen before the mini-budget 
announcement. 

Now that markets have steadied in 
relative terms, the Bank of England 
is continuing to lead efforts to curb 
inflation, albeit with interest rates 
increasing quicker than what many 
had expected. With UK inflation 
reaching 10.1% in September 1, the 
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Though UK headlines are still 
dominated by uncertainty, 
international investors are 
reassured by market fundamentals 
that are likely to persist in the long 
term. The pound is still a world 
reserve currency and the 5th 
highest-held globally; though it is 
too early to predict its year-end 
level, the low levels of UK foreign 
debt holdings combined with the 
$581bn of UK debt held by foreign 
central banks may act as buffers to 
a significant move lower  . 
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Though the speed of recent 
changes may seem unprecedented, 
the UK experienced similar market 
moves in the aftermath of both the 
GFC and Brexit. Due to the highly 
transparent and liquid nature of 
the UK market, sentiment is often 
quickly reflected — and corrected — 
in the UK currency, bond and 
equities markets. 

During the market turmoil of the 
GFC, the pound lost c. 23% of its 
value in the 12 months to December 
2008 and institutional property 
funds were forced to sell significant 
portions of their portfolios to meet 

We are seeing once more that 
whilst history doesn’t repeat itself 
it often rhymes. As property funds 
begin shifting their commercial 
portfolios, international buyers are 
again entering the market to take 
advantage of a weak pound and 
tepid investment environment. 

The UK is still a key investment 
destination due to its transparency, 
liquidity, language, professional 
workforce and, perhaps excluding 
recent events, its political stability.

Overall, though dramatic UK headlines may carry an outsized 
influence on market sentiment of late, the yield shifts beginning to 
be seen in commercial property paired with strong underlying UK 
fundamentals present a compelling opportunity for international 
investors. 

redemption demands from pension 
funds, creating an opportunity that 
international investors anticipating 
a market rebound were quick to 
take advantage of. According to 
the Economic Research Council  , 
international investors nearly 
doubled their UK commercial 
property holdings during the 
decade to 2016.

Surrounding the Brexit 
referendum, institutional asset 
managers again struggled to 
contain the speed of outflows as 
£1.8bn was extracted from property 
funds between May and July 2016.  
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UK has historically 
experienced similar 
market moves

Opportunity for 
international investors 

The current UK commercial 
property market is also significantly 
better capitalised than during the 
GFC, with UK commercial loan-to-
value is now hovering below 58% 
compared with nearly 80% during 
years preceding the crash7. 

The urgency to sell caused a rise in 
prime commercial yields, which 
peaked during Q3 2016 at 39 bps 
above the average at the beginning 
of the year before receding again in 
Q1 2017. The pound also reacted to 
the vote, losing about 20% of its 
value against the dollar during the 
year. International investors were 

UK at a glance

Pound sterling is a top 
world reserve currency

UK has second-lowest 
debt-to-GDP ratio in G7

Commercial property in 
UK is well-capitalised

UK is a top global market 
for labour, investment, 
education and innovation

International ownership of UK commercial 
property doubled from 2006 to 2016 as the 
pound fell
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again quick to act, and in 2016 the 
UK hit a record high for foreign 
direct investment (FDI), with net 
inflows jumping to £145.6bn from 
£25.3bn in 2015. In the first half of 

2017, the UK made up 14% of 
global commercial property 
investment transactions, second 
only to the US 5 .
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