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At ULI’s latest annual UK Capital
Markets Forum, a group of 
Europe’s top real estate investors,
lenders, market analysts and 
advisers provided their insights
into the latest sector trends. This
ULI InfoBurst is a summary of
their discussion.

Brexit blues
Five months on from the UK’s decision to

leave the European Union, “Brexit” is still

dominating every discussion about UK real

estate.

There is still only minimal clarity as to how

and when Brexit will be undertaken. But the

economic impact it is having, in the form of

solid GDP growth but a plunging pound, and

the effects on the real estate market, are 

starting to become a little clearer.

The perception at the annual ULI UK Capital

Markets Roundtable was that while the UK,

and London in particular, will remain a safe

haven for global capital in the long term, over

the short-to-medium term real estate is in for

a painful period. 

The fall in the value of sterling was an 

indicator of the lack of global confidence in

the UK’s post-Brexit economic prospects.

And with retailers in the UK importing around

60-70% of their goods, the weak pound will

inevitably lead to increased inflation in a 

potentially low-growth economy.

“If you look at the underlying economy
and thus demand for space, you have
to be pretty negative. London will lose
jobs, which decreases the country’s tax
base, and the fall in sterling means we
are importing inflation so across the
rest of the country, people will feel
poorer. There might not be a recession,
but it will feel like there is a recession.”

Wait and see slows
the market
For London, there was a consensus that 

demand for offices would slow, especially in

the City. “Does anyone here think City
rents are going up, or want to start a
new development in the City?” 

The problem is not so much companies

leaving London, but new companies 

choosing not to come here. 

Some US investment banks when they 

first came to Europe established their 

headquarters in Paris or Frankfurt, and it was

only once the UK became part of the single

market, London started to attract more 

capital that it became the de facto financial

capital of Europe. Now, London is not 

inevitable as the location of a European HQ. 

“If you look at the
underlying economy
and thus demand for
space, you have to
be pretty negative.”
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“Overseas applications to Oxbridge are
down about 9% this year. People and
companies will not come here, or wait
and see how negotiations pan out, and
that slows the market down.”

“Any business to do with Euro clearing
is leaving London, that is just a fact. It
is not a major value-add business, but
it is jobs and people. London needs to
diversify away from financial services,
which over the long term is not 
growing anyway.”

In terms of the effect of Brexit on asset 

valuations and capital flows, there will be no 

“catalyst or trigger” that might send 

values down. “But there is no 
confidence. Intu recently sold an asset
[a £240m shopping centre in Bromley,
Kent] at 2% above its June book value,
but the listed real estate market still
continued to slide.”

In terms of what the listed market is implying

about underlying asset values, the discount

to net asset value at which British Land 

currently trades implies that its assets will

fall by a further 15-18%, on top of a 5%

value drop already experienced, even though

it has an average lease length of more than

10 years. “Is that too bearish, who
knows?”

London to retain its
long-term lustre
The converse to this is the strong assertion

that over the long term London will retain its

position as a big draw for global capital, and

that the UK is perhaps forgetting that other

countries in Europe are going through the

same problem.

“We are not the only country going
through this. If you had a referendum
today in France, 75% of people might
vote out. A lot of people are fed up with
the EU in a lot of countries. In two
years time, renegotiations about the 
future of the EU might be going on

across the whole of Europe, not just
the UK. We are only just at the start 
of this process.”

Investors with a longer term horizon are seen

as remaining convinced of London’s 

attractions, and core assets remain in vogue.

“We’re an institutional investor with
capital pouring in, and we need to
spend it. In that sense a correction in
values is welcome. Realistically we
compare London, Paris and Germany,
and as long as you don’t set your IRR
expectations too high then London is
attractive. It helps that we like 
long-term income, core product, where
you can see past the current volatility.”
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“If you’re investing for eight to 10
years then London is fine. Long term 
it maintains its position, in the 
meantime its an annoyance that we
have to get through.”

There remains strong interest from Asian 

investors, in particular from China. This

chimes with data which indicates that Asian

investors are still looking to increase their

allocations to real estate by a large amount,

with US and European investors seeking

more modest increases.

“We’ve had inbound enquiries from
Chinese investors about our pub, hotel
and shopping centre portfolios. There
is still a strong appetite to get capital
out of the country, and they still seem
keen on the UK.”

And while much of the focus remains on

London, the UK’s regions continue to 

perform solidly. “I was in Manchester 
recently and it is crane city - there is a
lot of development and leasing going
on up there.”

“Most of the non-performing loans 
we have bought relate to properties
outside of the capital, and there has
been no slowdown in the pace at which
we are selling them. We are selling
them back to the borrower, or 
someone he knows, or someone in the
neighbourhood. They are able to find
finance and they can get better returns
than in other asset classes.”

Debt picture is
patchy
In terms of the debt market, the effect of

Brexit has not been seismic for debt secured

against core assets. “If anything, there is
even more debt for core assets with a
good covenant.” 

Although for some banks, particularly those

from Germany, the UK has been “rerated” as

higher risk and the maximum LTV that can

be lent has reduced by 5-10%. There has

been a chilling effect on debt for value-add

deals and development. 

“After Brexit there was an increase in
interest rate margins, but the base rate
fell so the overall effect was that there
was very little change. There is a lot of
liquidity at the moment. The clearing
banks have fallen away, but the debt

funds have come back, and there is
more interest from global investors
looking to deploy debt into the UK.”

“For a long time debt funds have been
saying they offered good downside
protection, but when the market was
going up nobody needed that. Now 
that protection starts to look 
attractive again.”

“It is undoubtedly a more challenge
time to fund difficult assets, and 
borrowers should allow more time to
undertake that. Development finance 
is tricky, and really requires a special
relationship.”

“The next 12 months
is a needle in a
haystack market”
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Interest-rate rise
looms its head
For the first time in what seems like a long

time, there was an acceptance that interest

rates are likely to rise in the near future, with

bond yields having increased in the wake of

Brexit on the expectation of rate rises. 

Falls in share prices in the listed sector in

both US and Europe are seen as a result of

investors “rotating” out of sectors like real

estate which suffer when rates rise, and into

sectors that benefit, like industrials. The

Bank of England foresees rates rising to

around 2-3% rather than back to the 5% 

of pre-crisis days.

“The question is how long it will take
and how high they will go. When Janet
Yellen said she was going to increase
US rates by 25 basis points, the market
crashed. But we know that when rates
do rise, they go up fast. Its the 
trajectory that matters, and rises 
disincentivise people from investing.”

In terms of where else people might put their

money in Europe, Germany was seen as the

obvious choice, and Vienna received good

reviews, with few other countries getting

much of a mention. But the focus away from

the UK was seen as a positive for the real 

estate sector, with the greater interest from

global investors likely to create more 

transparency in European markets and a 

better ability to benchmark.

“If you’re looking at the City vs 
Germany, I’d rather have an office
building in Hamburg than London right
now. There is lower volatility and 
demand is good. Global institutions are
looking further afield now. [Korean
pension fund] NPS went to Spain, as
did Canada Pension Plan Investment
Board. A few years ago Vienna wasn’t
considered a liquid market, now its
seen as part of Germany.”

“If you look across the European 
landscape, confidence in leasing ability
is higher in continental Europe than in
the UK right now, even in Northern Italy
for a good shopping centre.”

Overall, Europe and the UK remain markets

where there are very few macro bets or 

overarching theses that can be put in place

with a high certainty of success. 

“If core is selling well and value add 
is difficult to sell, then we are buying
value add and manufacturing core 
to sell.”

“The next 12 months is a needle in a
haystack market - I don’t see broad
swathes of opportunity in any 
particular market. Buying vs selling,
over the last 12 months we have sold
more than $1bn and acquired about
half as much and that trend will likely
continue.”

“If you’re investing for
eight to 10 years then
London is fine. Long
term it maintains its 
position, in the 
meantime it’s an 
annoyance that we 
have to get through.”



The ULI UK Capital Markets Forum took place
on 2 November 2016. It is an annual 
invitation-only event. The following 
organisations were represented:

Angelo Gordon
Apollo Global Management 
Bank of England
Baupost
Cerberus European Capital Advisors
DekaBank
Dentons
Eastdil Secured
HIG Capital
Hodes Weill
KKR
LaSalle Investment Management
Laxfield Capital 
M&G Investments
Morgan Stanley
Orion Capital Managers
Strutt & Parker
UBS
Wells Fargo
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About ULI 
The Urban Land Institute (ULI) is a non-profit research and education organisation supported

by its members. Founded in Chicago in 1936, the institute now has almost 40,000 members

worldwide, representing the entire spectrum of land use and real estate development 

disciplines, working in private enterprise and public service.

ULI has been active in Europe since the early 1990s and today has over 2,900 members across

27 countries.  National Councils are ULI’s country networks which organise local events and 

activities. ULI UK is the largest National Council in Europe with over 1,000 multi-disciplinary

members.

Join today
Members are the heart of ULI and the strength of our organisation. Since 1936, ULI has been 

defined by what our members contribute to their communities, each other, and the real estate 

industry. The shared knowledge and experience of our members is what makes ULI unique.

europe.uli.org/join

5

http://www.europe.uli.org/join
http://www.uk.uli.org
mailto: uk@uli.org

