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INTRODUCTION

Digby Flower
Chair UK & Ireland

As the COVID-19 pandemic envelops the globe, Cushman & Wakefield is committed to
providing our clients with up to the minute intelligence and commentary as to what
is happening in the real estate markets. I hope that you had the opportunity to attend
our recent global client webcast on the subject. If not, you can access the recording
here. To add colour on how this is affecting and might affect markets in the UK we
have asked a number of our senior leaders and experts in the UK to write short, pithy
perspectives and offer their insight of the current situation.
Richard Pickering sets the scene, asking
whether this is a ‘Catalyst for Change’.
He considers how, once the dust settles, things
might change more permanently.
Greg Mansell assesses the Government’s
‘Crisis Playbook’. Lessons from the Global
Financial Crisis have clearly been learnt and
are reflected in the very rapid timing of the
introduction of emergency measures, the daily
escalation of these measures as the crisis
has deepened and the coordination between
The Treasury, The Bank of England and the
Department of Health.
This will, of course, put the public sector and
public sector real estate in the spotlight, writes
John Keyes in his article, ‘The Public Sector
Steps Up’. In the very immediate term this is
about creating enough hospital bed space. In
the medium-term it is about space the enlarged
civil service needs to support rebooting the
economy. In the long-term lessons will need to
be learnt and more resilient hospital and health
space created.
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The sector of the property market most
immediately and acutely hit by events has
been retail. Discussing ‘Strains, Shifts and
Spikes’ Paul Durkin observes that the virus is
likely to cause a sharp acceleration of business
failures against a backdrop of challenges,
including adapting from in store to online.
Fridays enforced closure of pubs, restaurants
and leisure operations will also have a profound
effect.

The focus, however, of the moment is on the
immediate short-term requirements of the
food sector to accommodate the shift to online
brought about by the pandemic. This trend is
forecast to continue in the medium-term as
education during the crisis leads to greater
online demand for food. The longer-term
prospects for this sector are also strong as the
exposure of weaknesses in global supply chains
leads to reshoring of manufacturing.

In parallel with the office occupational market,
the fundamentals for the London capital
markets are thought to be sound with a basic
analysis showing strong international demand
and low levels of supply. More nuanced
commentary on ‘Temporary Dislocation’ from
Richard Womack and Andrew Hawkins shows a
market moving quickly into a new cycle where
physical real estate will find favour against a
dislocated market for equities and treasuries.

This is reflected in Paddy Knapman’s
commentary upon the retail capital markets
‘A Blow to Confidence’ where a nascent
recovery particularly in the retail parks segment
has been stopped in its tracks. A turnaround
will be dependent on a return to stability
where investors have confidence in the income
streams retail assets produce.

Low office vacancy rates in all of our major
cities will give these markets greater resilience
than in previous economic downturns. In his
note on ‘Assimilation and Acclimatisation’,
Richard Howard makes the point that whilst
some smaller deals are not being completed,
many of the larger pre-lettings are progressing
against a background of competition for larger
units of space in an undersupplied market.

Finally, in her note on how COVID-19 will affect
the ‘Future of Work and Workplace, Nicola
Gillen observes how an enforced period of
working from home is making us overcome
inertia and accept what for some has long been
a way of life. She argues managers will now see
the productivity, health and wellness benefits
whilst businesses will see scope for cost saving.
Most profoundly Nicola contends that this will
reduce the size of offices in the future and
change the nature of what we do there to a
focus on meeting, sharing and socialising whilst
a lot more of the ‘work’ takes place at home.

Addressing ‘Challenges and Opportunities’
in the logistics sector, Rob Hall and Richard
Evans note ‘that whilst some transactions have
faltered in the logistics and industrial market it
is showing some resilience’, particularly from
those with long term strategic requirements in
the pharmaceutical, nutrition, sports and leisure
and public sectors.

Similarly, Ben Cullen, discussing ‘Occupier
Decision Making’, sees a period of intense
activity once we are through the current hiatus
as occupiers scrabble for space. He addresses
the subjects of timing, opportunities, short term
pain, and what’s next.

The contact details for all of our contributors
are included below, as are links to our global
commentary. Please do get in touch; we stand
ready to help you navigate through these
uncertain times.
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Richard Pickering
Chief Strategy Officer, UK

A CATALYST FOR CHANGE
In a presentation last year, I cited pandemic as one
of the black swan risks to the long-term value of
real estate. I was speaking tongue-in-cheek – it got
a few laughs – but we’re not laughing any more.
The problem with black swans, a term coined in
this context by the economist, Nassim Taleb, is that
by definition they are unpredictable. No amount of
business planning can effectively prepare one for
something about which we can have no knowledge.
The tools to guard against such risks are horizon
scanning, scenario analysis and the prudent financial
management of a business that creates value for
one’s customers. However, in the moment, the ability
to respond decisively and pivot to the changing
conditions is essential.
The coming year will be one that is unprecedented
in the living memory of virtually everyone on earth.
Many businesses face short-term cashflow issues;
some will not survive. Governments around the
world are pumping monetary and policy relief into
their economies as quickly as possible. And people
are fundamentally changing how they work, shop
and live; something that would have been met
with incredulity just a month ago. At first this was
going to mean a couple of weeks of disruption, now
the Government rhetoric has shifted to 3 months,
and research papers released last week suggest 6
months to a year. The honest position is that we
cannot be certain how long the present conditions
will last.
My colleagues around the world have been
listening to their markets and their clients and have
produced some excellent first-hand analysis of
what’s happening in those countries which are at the
frontier of COVID-19. But what of the longer-term
impacts?
When the dust settles on COVID-19, as at some point
it inevitable will, some things will go back to normal,
but other things will be changed more permanently.
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Around the world right now, we are rethinking how
we do everything, out of necessity.
Many people who have never ordered online in
their life have created an Amazon account. All of us
are becoming more honed in the use of Skype and
running online meetings. And we are substituting
the pub and the gym for solitary walks in the
countryside. They say that necessity is the mother
of invention, and I have seen evidence in our own
business of incredible ingenuity and adaption in
the face of adversity. Some of these practices will
be found to be better or cheaper or both than the
previous way of doing things, and these will survive
the pandemic.
How should we assess the future in view of this
uncertainty? At its simplest, futurology is just an
exercise in looking at what is likely to continue, and
what could plausibly change based on what we
know about trends and technology. Just 25 years
ago, being asked to work from home for three
months would have meant business closure; and not
going to the shops would have meant starvation.
The incredible advance of communications
technology and cloud computing over this period
(another black swan), has now substantially
mitigated this position. However, in many respects
this technology has not been used to its full capacity.
Many of the change factors I point to in my regular
blog cite how these kinds of technologies are likely
to alter the real estate landscape. This position is
unchanged by COVID-19. However, what is changed,
almost certainly, is the pace at which these changes
will take effect.

What kind of changes? The principal effects of the
pandemic are: public health, the economy and the
practice of social distancing; each of which has a
bearing on real estate. It is for others to comment on
the first two; however, the move to social distancing
is forcing us to shift deeper into the digital world.
This means working remotely and decentralised from
an HQ, talking to colleagues via video calls and not
in meeting rooms, shopping online and not in shops,
and taking up new leisure pursuits. We are about
to genuinely test the value of proximity rather than
estimate what it is.
Some will argue that after a year of hunkering
down, there will be an explosive demand to become
social again. I’m not so sure. Coming of out this
period, people, and importantly businesses, will be
cautious and the inertia on cost pressures is likely
to persist. Set against conventional rhetoric about
the desirability of face-to-face talent interaction,
and visiting shops for experience, will come the
questions of: ‘was it actually so bad without it?’ ‘is
it important enough?’ and ‘what is the cost delta?’
and perhaps even, ‘but weren’t we more productive
at home?’ Those commuting into our cramped and
polluted cities, might actually prefer the time that
they got back to spend with their families, and
introverts (typically the forgotten minority in real
estate design), might prefer the solitude of home
working.

Format innovation, the flexibility to dip in and out
real estate, and a focus on adding value beyond the
cheaper alternative will be the subject of new and
evidenced demand. Those investors who are out
of the blocks quickly in response to these changes
stand to clean up in the medium term, as is typically
for first movers at points of structural inflection.
Finally, as the panic and disbelief give way to the war
time spirit that we are now starting to see across the
world, there are hopes that a better and more caring
society will rise from the ashes of COVID-19. Pulling
together is reinforcing local connections.
People are offering to pick up groceries for the
neighbour that they have never spoken with
previously. Campaigns are being arranged to support
the elderly and keep the local café afloat. The UK
government has even underwritten the wages of its
entire population. The zeitgeist for change is likely to
strengthen the importance of the corporate response
to ethical standards, wellbeing and the environment.
Perhaps that is the more enduring black swan that
will come from year ahead.

The outcome will probably be less polarising, but
will hasten the departure of the old office, and the
secondary shopping centre, and put greater focus
on a plural approach to working, shopping and
living, where one-size fits all approaches to changing
activities will no longer work.

The biggest barrier to change is not typically
the progress of technology, but rather a cultural
willingness to adopt it. COVID-19 is the catalyst for
breaking existing patterns of activity, inventing new
ones, and over a period of months, hardwiring them.
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RESEARCH
& INSIGHT

Greg Mansell
Head of UK Research
& Insight

THE CRISIS PLAYBOOK
Life was normal a month ago. There was a nagging
feeling that COVID-19 could change all that, but it
wasn’t a big concern. Since then, the unravelling
of freedoms we might have taken for granted has
been rapid.

And we understand how these measures work,
allaying old fears. The 2020 Budget and follow-up
announcements have prioritised small and mediumsized enterprises (SMEs) and the hardest hit
industries.

We are fortunate our key institutions have acted with
equal speed. The department of health is tackling
the advancing health crisis. Meanwhile, the Treasury
and the Bank of England have reassured us that they
will do whatever they can to prevent the related
economic crisis.

A 12-month business rates holiday, cash grants and
subsidised payrolls, are a vital boost. Retailers –
among the largest employers in the country – need
those savings. A loan scheme for SMEs and grants
for small businesses offer further support to all
industries. There are over 300,000 VAT-registered
SMEs in retail, leisure and hospitality that can use
these schemes as a safety net.

The Bank of England will buy £200bn of assets,
mainly government bonds, to stimulate spending
in the economy. The Treasury have pledged £30bn
of measures to protect businesses and households
and will defer £30bn of taxes. The COVID-19 Job
Retention Scheme has a blank cheque to protect
workers. Further, these institutions will coordinate to
deliver lending schemes with £330bn of funds.
They are using the “Global Financial Crisis” playbook
– spending money while businesses and households
instinctively cut back.
The new measures go beyond anything we’ve seen
before, but the likenesses are uncanny. In November
2008, Alistair Darling, the chancellor at the time,
announced £20bn of measures. The Bank of England
began buying assets in March 2009 and had bought
£200bn by November 2009.
However, an extreme recession had already begun
before the measures were in place. There was also
no precedent; we didn’t know if Quantitative Easing
would work. We didn’t know how banks could
manage in a near-zero interest rate world, and we
feared hyper-inflation and rapid rate rises as these
measures unwound.
This time, our institutions have put these measures in
place within days and weeks not months and years.
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However, many retailers lack the investment-grade
credit ratings needed to be eligible for the new
Covid Corporate Financing Facility (CCFF) and
would struggle to prove they were of equivalent
financial strength.
Even so, unlisted funds in the MSCI UK Quarterly
Property Index have an annual rent roll of £2.5bn
from retail properties. Almost half that total comes
from only 20 retailers, most of which would be
eligible for the lending facility. The CCFF should be a
comfort to major retailers and property funds.
There is more change to come. But I keep thinking
about the depths of concern in early-2009 and
how quickly that turned into the strongest recovery
on record before the year ended. Even when the
recovery began, it was difficult to see the path out.
We have learned many lessons since the Global
Financial Crisis, and we are putting them to use
today. Now, as back then, I think it is important
to stay up to speed with what is happening
on the ground in our industry and look out for
opportunities.
To borrow Andrew Bailey’s recent comment, “Stop,
look at what’s available, come and talk to us…”
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PUBLIC
SECTOR

John Keyes
Chair of Public Sector

THE PUBLIC SECTOR STEPS UP
Government and the Public Sector are self
evidently at the centre of the COVID-19 response.
There is the immediate need to respond but already
a recognition that the public sector will need be
more proactive over the longer term to support
people and the economy as we emerge from the
worst of this and also so that we can become better
prepared to deal with anything similar in the future.
THE SHORT TERM
Hospital services and hospital buildings are being
re-purposed to respond to immediate, expected
pressures on resources. There is a lack of intensive
care capacity being addressed at the local hospital
level but also at a city-wide level (including London)
whether individual hospitals are being selected and
undertake a dedicated role in providing the required
specialist respiratory services. Hospitals are seeking
additional accommodation, including hotel rooms,
additional storage space and key worker beds.
The most novel solution on a UK wide basis has,
however, been the deal the NHS has struck with the
private hospitals to acquire an extra 8,000 beds,
nearly 12,00 ventilators and nearly 20,000 qualified
staff.
For the rest of the public sector, the current agenda
is one of supporting “business as usual” and
continuing to deliver core services. Local councils
will have a particular task in local crisis management
and the maintenance of basic services. It is hoped
that their IT infrastructure is robust for a sustained
period of agile working.
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Short term maintenance of services is going to be
critical to both central and local government, not
least to mitigate the impacts on the economy.
The 11 March Budget seems an age ago but it
provided a major fiscal stimulus. The programmes
announced – such as major infrastructure investment
- need to continue to gear up and to deliver.
Local and central government can support in a
number of ways and a cocktail of approaches will
likely be needed. Government lease covenants will be
one effective tool – even if only in the short term – to
sustain projects, property viability and investments
stimulating economic growth.
Other public sector bodies are facing some more
mundane challenges. Universities, colleges and
schools will need to manage empty – or near empty
– buildings for long periods of time. The summer
vacation is traditionally a period to fast track capital
projects and building refurbishments. If we face
longer vacations, as seems inevitable, should larger
projects be brought forward? But, is this a good time
to make additional capital commitments?

THE LONG TERM
We are only starting to understand the longer-term
consequences of the pandemic. Some things seem
certain, others need to be monitored.
•

Investment will be needed in the hospital
estate to create greater resilience to any future
pandemics.

•

Will specialist isolation hospitals be needed to
guard against a return of this pandemic or future
ones? Where might these be located?

•

Will the move to digital medicine accelerate
and what does this mean for the overall NHS
footprint?

RE-BOOTING THE ECONOMY IS GOING
TO BE ESSENTIAL
•
Central government investment is going to be
needed, far beyond what was announced in the
recent Budget.
•

•

What will happen to the High Street if online
shopping further accelerates? Do local councils
have the toolkits and resources to respond?

•

What happens to the international market for
students? Do Chinese, South Asian and Middle
East students (in particular) return in significant
numbers? What does this do to University
funding and the demand for student beds?

•

With our largely privatized transport operators
seeing revenue all but disappear, what will be the
role for the public sector in their renewal. Will
our railways end up nationalized by default?

The challenge for government will be to support
the economy but on the back of an inevitably
substantially larger public debt position. One thing
is certain, however: we will have a relatively larger
public sector over the next 5 years than we have had
in the last 5 years.

Local Councils will play a central role in ensuring
the resilience of local services. Will some
essential businesses “go bust” and will Councils
have to replace them, even if just for the short
term?
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UK & IRELAND
RETAIL

Paul Durkin
Head of
UK & Ireland Retail

STRAINS, SHIFTS AND SPIKES
The retail occupier market was already
experiencing seismic structural shifts, with evolving
consumer expectations and spending patterns
shifting demand away from traditional retailers, the
rise of online shopping changing the “role of the
store” and supply chain, creating an oversupply and
mismatch of retail space.
Early social-distancing measures for COVID-19
created a dislocation of “normal” consumption
patterns, putting retail property at the sharp end
of the immediate stresses and strains. While some
retailers opted for voluntary shut down (Apple, New
Look, H&M, Zara etc) the Government announcement
that all non-essential retail is now closed, brings the
impact in line across the industry.
The long-term trend to increasing expenditure on
leisure and experiences has seen a huge growth
in the number and diversity of leisure and food
and beverage (F&B) operators. Whilst many
commentators had already speculated that we had
seen ‘peak F&B’, growth was still strong for uniquely
differentiated offers or for those with strong brand
loyalty.
Looking beyond the current period, a reversion
to long-term trend of growth is likely as with the
removal of social distancing people actively seek to
reconnect with friends and family.
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For retailers of fashion, homewares and general
merchandise. This period will likely be the “straw
that breaks the back” of those who had not adapted
to the structural shifts. Whilst those with an effective
online channel and a flexible cost base are more
likely to weather the impact.
To many occupiers, the recent Government
announcement that landlords cannot evict
anyone within the next three months, will come
as a welcome relief. For landlords, this leaves the
question of how to manage leases in the interim, and
they are taking a variety of approaches dependent
on their retail asset, who their tenants are, and their
own financial requirements.
One area of resilience will be the grocery and
pharmacy operators, but these companies are
experiencing a new strain on operations. Supply
chains are built on a predictable product flow from
manufacturers, through the logistics infrastructure,
and into the stores or online channel, often operating
“just in time” to save working capital of inventories.
Massive spikes in demand are not in supply forecast
models, nor are workforce planning models set for
such large replenishment requirements. The grocery
retailers are all improvising and adapting normal
operations with additional capacity for online orders,
and notably, reducing the range of products
they supply.

These measures, plus the newly granted ability to
cooperate beyond normal competition rules, will
hopefully ease supply chain challenges quickly.
How this plays out longer term is uncertain: high
delivery fees and limited delivery windows mean
online grocery penetration has languished at c.7%
compared with c.40% experienced in other retail
categories. The supermarket “weekly shop” has been
in decline for some time, the rise of convenience
formats, food to go, and food delivery services
offering new ways of buying food; the COVID-19
environment may result in a permanent shift in
channel shopping patterns.
The discounters have already convinced many
consumers they can do a “weekly shop” in a
store with c.4,000 product lines, as opposed to a
traditional supermarket with closer to 30,000.
The standard argument is that this availability of
“choice” has been a key supermarket differentiator
but as we move (under duress) from a world of 27
types and sizes of pasta, to only a fraction of that
to maintain supply chains and availability. In other
retail categories, online has provided the “choice”
proposition, and the in-store is focused on core
product lines and service; could we be at the start of
a similar shift in grocery…?

More important, is that grocery operators are
providing an essential day-to-day service in our local
communities to ensuring that we have affordable
and available food.
As the panic buying subsides as we all adapt to
this new environment, the grocers will respond
effectively and efficiently – they are remarkable feats
of supply chain engineering which are just needing
a short period of adjustment. In the meantime, and
particularly for the most vulnerable in society, I hope
we can limit our self-oriented stock-piling, because if
we return to more ‘normal’ purchasing behaviour, the
grocers will be able to adjust more quickly and keep
our shelves full to the benefit of everyone.
The likely impact of all this on lease terms and
structures between landlord and occupier is not
yet clear. The government has announced direct
measures including business rates exemptions,
wage support and VAT relief amongst the broader
package of support available, and I expect that
these measures will be kept under review to ensure
that otherwise healthy retail businesses survive the
pandemic. In the short term, individual arrangements
between landlords and occupiers will require
negotiation to find a financial compromise whilst
premises are closed. I am encouraged that one of
our collective focuses as a society is now on looking
after the c.3 million retail employees who may be
unable to work during this difficult period.
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RETAIL
CAPITAL MARKETS

Patrick Knapman
Head of
UK Retail Capital Markets

A BLOW TO CONFIDENCE
Some long awaited confidence had begun to return
to the retail capital markets at the beginning of
the year with many transactions going under offer
and a number exchanging after the prolonged slow
down in H2 2019 caused by Brexit uncertainty and
the run up to the general election.
The majority of this activity has been in Out of Town
Retail parks, the segment of the market that was
perceived as being oversold and one of the more
resilient to the rapidly changing retail environment.
Over the course of the last two weeks the market has
been turned on its head, bringing to an abrupt end
what many perceived as a potential recovery in the
capital markets. There is considerable uncertainty
across almost all of the retail subsectors as landlords
and occupiers engage in intense negotiations to try
and settle rental concessions ahead of the March
quarter day – against the backdrop of increasingly
absent consumers and as of last night enforced store
closures. It is inevitable that the current events will
bring about or bring forward further casualties that
will put increased pressure on long suffering retail
landlords.
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We have seen a small number of transactions that
were at a very advanced stage actually exchange
following some renegotiation in the first week of
March. Conversely a number of deals have fallen over
and are unlikely to be resurrected. However for the
majority of transactions where there are still willing
purchasers we are now in a period of stagnation,
with a freezing of activity as buyers watch the
next few weeks and months play out against the
backdrop of political intervention and increasing
economic uncertainty. Forecasting the fluctuations
to short and medium term income streams with
any degree of accuracy across shopping centres,
high street units and retail parks has now become
virtually impossible and until some stability and
clarity resumes and stores generally reopen
transactions are highly unlikely to proceed.

Looking forward over the coming weeks and
months we do not anticipate any new sales being
launched and therefore expect a relatively inactive
Q2. Thereafter we envisage a gradual improvement
both in terms of new sale launches and transactions
concluding should there begin to be a return to
some ‘normality’ and an improved predictability to
income streams. We forsee transactions volumes
being mooted and potentially down on 2019 unless
some significant corporate activity and further
pricing adjustment makes investment into retail
seem very good value relative to other sectors.
Clarity around subsector pricing and yield movement
will only improve with an uptick in activity and we
may have to wait until Q3 before this materialises.

The positive news is that there are there are a
number of longer foodstore indexed income
transactions likely to conclude in the near future as
they are seen as ‘safe haven’ investments and we are
also experiencing strong interest in medium term
redevelopment plays where genuinely well located
real estate is involved. In addition we are aware of a
number of DIY solus transactions that might proceed
highlighting the relative income security and lease
length on offer. The pricing in these specific areas
has remained comparatively firm with very little, if no
outward yield movement.

Lenders have naturally become increasingly
uncomfortable to take on the heightened risk and
therefore transactions requiring debt will not be
moving forward in the short term. A number of
buyers who have properties under offer still appear
willing to advance their acquisition due diligence in
the hope of being able to conclude transactions as
soon as they feel comfortable to do so.
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LOGISTICS &
INDUSTRIAL

Rob Hall
Logistics & Industrial

Richard Evans
Logistics & Industrial

CHALLENGES AND OPPORTUNITIES
Whilst we have inevitably seen some negative
effects of the COVID-19 virus including some
transactions falling away, a trend which will
continue over the next few weeks, we’ve also seen
several deals complete and there remains
market activity.
Long term strategic requirements in the
pharmaceutical, nutrition, sports & leisure and the
public sector are still progressing regardless of the
challenges posed by COVID-19. In addition, the rapid
shift to online shopping has created a number of
immediate and pressing requirements. Almost all
of the supermarkets are searching for short term
warehouse space to cope with online demand and
we expect short term demand to grow over the
coming weeks and months. Several of the REITs are
managing their voids and accommodating these
requirements. But in other sectors we are seeing
growing demand from existing tenants for rent
holidays. So far landlords have reacted positively
although it’s early days.
This is a difficult question for landlords seeking
to assess the validity of claims and whether
government support should provide sufficient aid
to tenants, rather than simply placing the onus on
landlords who, as yet, are being offered little by the
proposed government initiatives.
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The development market is unsurprisingly holding
its breath. We expect both buyers and sellers to
take stock over the next month or two and then
to continue with their long term business plans
acknowledging that there will be revised aspirations
on both sides. Indeed, there are several well
capitalised buyers who believe that this is just a blip
and have faith in the long term integrity of the sector
and are therefore keen to pursue opportunities once
the immediate impacts of the virus have subsided.
Investor demand remains positive for strategic
holdings and / or assets where the fundamentals are
strong. Bidding is competitive in core locations such
as Manchester and London / South East.
A number of purchases have been put on pause
however there is emerging evidence that an
encouraging proportion of deals agreed preoutbreak are still proceeding. Iminent sales have
generally been put on hold due to the difficulty with
access arrangements which may also slow down
existing purchases.

Whilst in the short term there will be challenges for
occupiers, developers and investors alike, the long
term impact is expected to be positive. There are
several drivers of note:
Retail: The virus has increased the rate of structural
change from ‘bricks and mortar’ to ‘online’
particularly in the food sector which to date has
struggled to match the transition of non-food
retailing. Parents and grandparents are being taught
how to order food online and we expect that many
of these inadvertent new converts will continue to
use this platform long after the virus has declined.
Surely investors in the sector will now demand that
all retail businesses improve their online offer to
weather future disruptive market influences? We
have also heard of increased consumption in the
homeware and electronics sector which may also
lead to short term increased demand for “buffer”
storage.

Manufacturing: The spike in demand for goods
and services created by the virus evidences that
many business are not able to cope, and as such
we anticipate many will look to increase inventory,
shorten supply chains and repatriate part or all of
their manufacturing or assembly processes to
the UK.
In summary, we expect a challenging few months
ahead for the Logistics & Industrial sector, but overall
there is positivity for the short to medium term
once the worst of the virus’s impact is over. The
importance of manufacturing and the supply chain
and the suitability and adaptability of real estate that
supports it has rarely been higher profile than now.

Data: Online demand for retail, for services and
for media streaming grows relentlessly. The social
impact of the virus is likely to accelerate the rate of
growth in this sector and demand for data centres
will continue to expand, even if we were to ignore
the impact of the roll out of 5G. This will create
significant demand for logistics and warehouse land,
particularly in the South East.
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LONDON
LEASING

Richard Howard
Head of London Leasing

ASSIMILATION AND ACCLIMATISATION
Given the inchoate nature of this situation, last
week was a period of assimilation for London
offices, with a simple acclimatisation for many to a
new way of working for the medium term.
There is still some activity and the indications are
that the larger transactions are proving to be more
resilient than the smaller ones, presumably led by
the acute supply shortage that predates the current
state of affairs.
We are monitoring all live deals over 20,000 square
feet across London where we have reasonable
visibility and will continue to update this as a
barometer of activity. It is likely to be a highly
protean market, with activity occurring in fits and
starts as we work through this temporary setback.
We will report this activity as it unfolds.
A key concern that was raised a number of times last
week is the presumed disruption to the supply chain
for construction, and indeed the likely closure of
construction sites during the period of containment.
This could have significant implications, both for the
wider marketplace in terms of an even more acute
constraint to the pipeline, and specific instances
where a successful pre-letting is contingent upon the
timely delivery of the space in question. Our Italian
colleagues, where the situation is more advanced,
report that this has become a significant factor in
their world.

a positive factor for them as occupiers need short
term solutions to tide them over before they can
start fitting out their long-term space. Another
source of potential optimism for this sector is the
increased demand for disaster recovery/emergency
space where teams can be split across two sites to
substantively reduce the risk of contagion.
Any forecast as to the timing and outcome of the
current state of affairs may well not stand the test
of time. However, this is a highly unusual situation
in that, in previous global downturns, there has
been no tangible visibility of when things might
change, and there could only be an a priori set of
loose assumptions. In this instance, though, the
general weltschmerz is tempered by the early signs
of a return to normality in the countries where the
outbreak originated, which gives a glimmer of hope
and an ability to make some tentative assumptions
about when circumstances will improve.
When the improvement starts, it is our view that
activity will resume rapidly, in a market where logic
suggests there could be an even greater limitation
to future supply. It will be important to be ready for
this – for example, when things start to get back
to normal, the first viewings and inspections may
be virtual. It is highly important therefore that this
experience must be available and easy to access and
use as it becomes the link to a resumption of the
status quo.

Flexible workspace operators are likely to face
significant headwinds in the coming weeks, given
that working from home and social distancing run
counter to the very essence of their offer, although
the disruptions to delivery of schemes may become
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OCCUPIER DECISION MAKING
Only two weeks ago, I met with the CEO of a large
London occupier who was looking for new office
space in London. He was disappointed by the
limited choice of options, surprised by the long
lead-in to secure a pre-let and outraged by the
increasing rents. Today, I expect that this office
project is very low down his list of priorities as he
fights, like most organisations, to understand what
COVID-19 means for his business.
It’s clear, that for all but a small number of office
occupiers close to committing to new premises, they
will wish to take time to understand the implications
of COVID-19 for their occupational requirements.
It is too early to conclude with any certainty what
will happen to occupier demand over the next few
months, but I can share some early observations:
Timing is everything: The response to many of
our occupier clients over the past few days has
been dependent on the urgency of their project.
Occupiers with a pressing need for new space (an
imminent break or lease expiry) are faced with two
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choices; should they continue to legal completion
but risk delay with fit-out and possible disruption if
they can’t move-in on time, or, pivot towards a lease
extension which may help in the short-term but not
be desirable longer-term. For investors with tenants
or potential tenants in this situation, the advice must
be to ‘engage and get creative’.
Conversely, for occupiers with longer lead-ins
there is less pressure. Some will wait to see if the
market softens, others are intent on progressing
negotiations but will probably pause for breath at
the point of signature.
At this stage, I see the possibility of a 2-tier rental
market, where there is softening of financial
packages, for up, built and available space (including
lease re-gears) but a relatively stable market for
longer lead-in pre-lets, where investors don’t have
to chase the market and can afford to wait out this
period of uncertainty.

Good news from the tech sector: Even the most
entrenched luddites look set to rely heavily on the
cloud, the web and digital communications over the
next few weeks.
Therefore, it’s perhaps of no surprise, that the tech
occupiers which have driven take-up in London over
the past few years, remain confident. While marketfacing demand for new office space may experience
a temporary fall, it seems that head-count growth in
this sector will continue. One occupier I spoke with
earlier today explained a virtual recruitment process
which will enable ‘application to on-boarding’, all
done remotely, and with hardware sent to the new
employee’s home!
Short-term pain, but a quicker recovery? There is
already some talk in the market about COVID-19
sending the serviced office market into free-fall.
Yes, some of the weaker operating models may
collapse and all providers will experience a sharp
fall in new applicants and renewals. However, I
think many operators are more resilient than some
commentators predict.

The larger players have focussed on long-term
corporate contracts that will likely bridge this crisis.
Smaller business contracts may fall away leading to
vacancy, but I expect this capacity will be a valuable
resource when our economy revives and occupiers
look to unravel delayed projects and missed
lease events.
What next? Expect limited occupier activity over
the next few weeks as all organisations scramble to
adjust to a new business environment. However, be
prepared for intense engagement that will follow this
hiatus. As a significant business over-head, office
occupiers large and small will need creative thinking
from the Landlord community to help them weather
this unexpected crisis. As always, there will be
opportunities for those that do so successfully.
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TEMPORARY DISLOCATION
COVID-19’s impact on global capital markets this
week has been unprecedented. The combined
dislocation in equity markets, oil, treasuries
and gold/silver moving down in price together,
signalled a strong desire for liquidity and freezing
credit markets.

Against this backdrop, London real estate and its
capital markets have naturally moved into a new
cycle. Whilst cycles are of course different, some
patterns do emerge. This week has involved similar
patterns to previous cycles that your bloggers have
experienced in the 80’s, 00’s and the GFC.

The G7’s central banks response has been
coordinated and equally awe inspiring. The Bank of
England (BoE) injected adrenaline directly into the
heart of the UK economy with a massive £200bn
of bond buying. The Chancellor, Rishi Sunak,
committed to a £330bn package of direct fiscal and
economic support to the UK economy and business
community. The BoE cut interest rates by 0.15%
to 0.1% - the lowest in the central banks’ 325 year
history. Sterling having been hammered (dropping
by 7.5% vs the Euro and 9% vs the Dollar) stabilised
at the end of the week, as the financial medicine has
begun to work.

It is fair to say investors are “all over the map” with
their approach to market conditions. Some investors
have run the whole five stages of grief. Some are
paralysed. Some “risk off” whilst others are hunkered
down and ready to sit it out. In contrast – others are
opportunists and want to buy whilst fear stalks
the market.

In a world where the risk-free rate has gone negative,
the spreads offered by commercial real estate are
even wider. Real estate as an asset class in times of
crisis takes on a greater allure for many.

The year began with a huge “Boris Bounce” and
paradoxically volumes are 65% ahead of the same
period last year.

It’s physical attributes as a tangible asset are an
attractive store of value vs corporate paper which is
highly volatile and already negatively impacted.

AVAILABILITY HAS DECREASED BY 37%
Against this backdrop those sellers who have the luxury of time have withdrawn their assets from the market.
Availability has dropped by 37% meaning viable opportunities are even less.

CENTRAL LONDON CAPITAL MARKETS UPDATE

These are not unusual reactions and whilst the
epidemical circumstances of this correction may be
unique ultimately, it is a cycle and for those more
sanguine, they recognise that the dislocation
is temporary.

TOTAL COMPLETED TRANSACTIONS
IN MARCH TO DATE EXCEED £1BN

AVAILABILITY HAS DROPPED FROM £3.7 BN TO £2.3 BN (37% DECREASE)
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Transactions are still proceeding but it very much
depends on the individual motivations of vendors
and purchasers, which vary from deal to deal. It
is very difficult to generalise or decipher a trend
this early in the disruption. However, we estimate
that broadly a third of transactions remain on
track, a third are under review or subject to pricing
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conversations and a third are faltering. We should
have a broader data set to verify this assessment
next week.

1
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KEY HIGHLIGHTS FROM MARCH

SANCTUARY BUILDINGS
Acquired by L&G (£300m / 3.97%
/ £1,330 psf)

WATERMARK PLACE
Remaining 50% stake acquired
by Union Investment (£252m /
£4.76% / £933 psf)

90 BARTHOLOMEW CLOSE
Aberdeen Standard no longer
progressing with the purchase.
The property has been withdrawn
from the market (previously under
offer at c.£50m / 3.88% /
£1,618 psf)

EVERSHOLT STREET
Second round bids postponed
and Aviva have subsequently
withdrawn from the market
(quoting £105m / 5.12% /
£947 psf)

In addition to the above, we are aware of continued
competitive bidding on a number of assets in the
last 24 hours. The bidder universe is definitely not
as deep as it was two weeks ago. However, there
is clear evidence of demand from investors less
dependent on debt and more typically comfortable
with opportunistic investment. The more robust
investors see the lack of competition as an
opportunity.
London continues to show its resilience as the most
liquid market in the world and bidders remain global
from the US, Canada, France, Germany, Hong Kong,
Singapore and Korea. The market remains active and
Cushman has been involved in a competitive bidding
situation with three other Investors in the last
24 hours.
London’s fundamentals going into this cycle were
robust. Office supply remains tight and we are also
aware of occupiers competing. Arguably the sterling
devaluation against the dollar to the lowest in a
generation, the tremendous governmental monetary
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130 WOOD STREET
Acquired by Japanese investor
(£51.25m / 4.25% / £884 psf)

and fiscal stimulus and the pent-up investor demand
will bode well for a time when investor confidence
returns.
We should also spare a thought for the retail,
hospitality and F&B sectors in London which are
being forced in the main to shut. It will take a
tremendous combined effort by tenants/operators,
the landlords and the lenders to ensure business
continuity prevails in the medium term. This will
require a sharing of the burdens from COVID-19
fall out. Needless to say and thankfully the early
signs of Governmental intervention appear more
interventionist. Unlike the GFC when the profits were
privatised and the losses were publicised – let’s hope
this time around there is an equal sharing of the cost
from all sectors of government, business and society
able to afford it.
Different opinions are what makes a market and
what your writers have learnt, is that volatility over
the last 3-4 years with Brexit, currency impacts and
political changes is the new norm.
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FUTURE OF WORK AND PLACE
COVID-19 WILL CURE OUR INERTIA
We have had the technology to work from home
for years. Management attitudes have held us
back. Trust remains an issue. Modern leaders
manage through outputs not presenteeism. The
most significant outcome of the enforced period of
household isolation will be to finally getting us over
the inertia around home working. Most organisations
are risk averse and slow to change. The virus has
forced us into action. Managers now have to trust
people. IT have to provide technology to support
remote working. People have to use voice and video
over physical presence. We will see the see dramatic
changes in our working lives which will impact both
people and planet, and we will see the challenges.

COST REDUCTION
Right now, travel costs have all but disappeared for
both corporates and individuals. Travel budgets need
to be reassessed in line with the real need for travel.
Any excess budget should be channelled into better
IT and workplace experience for staff.

PEOPLE AND PLANET RESILIENCE
Home working builds resilience in people. While
wellbeing remains a priority for corporates, it has
now become a business-critical issue globally.
Balancing work and life is a challenge for most.
Working from home, releases time and enables
focus.

There will be less office space but more leisure,
healthcare and outdoor spaces.

We need to question why we travel. It is nonsustainable that our default position is to jump
on a plane. The virus will lead to a fundamental
questioning of when face to face meetings are
really necessary. Face to face is clearly our richest
form of communication and it has been our default,
with little thought for impact on people, cost and
our planet. This will lead to a reduction in travel
and therefore a reduction in carbon expenditure.
Home working has already resulted in better air
quality in parts of China. It will also lead to a better
understanding of when we should meet face to face
and when meeting virtually is just fine.
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We will finally realise that we have too much office
space. The C&W office occupancy database shows
that on average we use our offices 58% of the
time (56% in APAC, 61% in Europe and 56% in the
Americas). Many organisations still size offices based
on 100% occupancy. This enforced experiment will
help people to let go of the office security blanket
and right size their office portfolio.

While the need for office space will reduce, the
demand for other kinds of spaces will increase both
within and outside the office. People will always need
physical space and will always want to meet face to
face. As we spend more time working virtually the
demand for better quality physical environments and
experiences will increase. Office space will become
more varied, much fewer desks and many more
spaces to meet, eat, exercise and unwind. As the
traffic to the office reduces, people will need more
workplace choices locally near where they live, such
as high street cafés and local community co-working
spaces. The virus will show us how much time we
waste commuting and give a renewed focus on
wellbeing. This will result in an increased demand for
better housing, leisure and healthcare facilities. We
will rediscover nature. Access to outdoor space will
be a lifeline during the pandemic. This reconnection
with nature will come back into the office with more
outdoor space, terraces and roof gardens.

REMOTE FIRST
Some firms are already working on a remote first
basis, i.e. employees are based from home and
only come into the office for special events. These
organisations pay for their employees broadband
at home, provide them with a budget and office
furniture catalogues from which to choose their desk
and chair. The office is a place for memorable events,
learning, team events, socialising and Christmas
parties. There are bars, cafés and event space. These
offices will be located in the most vibrant parts of
cities, not out of town business parks. The office will
no longer be a place to come and sit silently in rows
doing individual work, especially at city centre rental
and travel costs.
WILL WE WANT TO COME BACK TO THE OFFICE?
The pandemic will shift attitudes to home working
for good and we will do more of it. We must
therefore redefine what the office is for. People will
always want to meet their peers and network in
person, relationships can be maintained virtually but
are harder to create from a distance. Loneliness and
isolation will be an issue for some. Too many people
at home to concentrate will be an issue for others.
We will come back to the office but not as we know
it today.
IMPORTANCE OF HR IN REAL ESTATE
Work has left the office. Managing remote
communities is a new challenge. Building culture
and connection from afar requires new roles such
as community managers. Some organisations
already have a ‘Head of Happiness’ – acknowledging
this sounds like something from W4! Offices are
places to build community and reflect corporate
values, increasingly those values will be about
sustainability and wellbeing. Offices are a key lever
for leadership and HR to drive people performance
and engagement.

Up until now HR has been sadly lacking in real estate
discussions. FM and HR will work more closely
together. There will be a fundamental shift in what
FM needs to be, moving away from logistics and
maintenance towards hospitality, wellbeing and
experience. There has already been a shift in some
organisations where real estate now reports through
HR. We will see more of this post COVID-19.
FUTURE ROLE OF ORGANISATIONS
AND WORKPLACE
As global corporates grow in scale, influence and
economic power, their responsibilities need to shift.
There will be a shift from shareholder to stakeholder
value. Profit needs to be balanced with care for the
planet, society, employees and their families. We will
see organisations becoming more like the Cadbury
or Unilever of old, extensive employee health and
wellbeing programmes, supporting lifelong learning,
caring for young and old. Some organisations
already offer housing for graduate recruits as
part of their onboarding programmes, these coliving/coworking arrangements can build powerful
teams and networks. Attracting older, experienced
workers back into the workplace will become more
important. In this future world of work people will
stay with organisations longer, be more engaged,
happier and more productive.
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