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INTRODUCTION

Digby Flower
Chair UK & Ireland

In Part 10 of COVID-19: UK Real Estate Perspectives we look at the
opportunities to be found through collaboration, as the economic
data begins to draw a picture of what lies ahead for the UK. The
opportunity to work together for mutual benefit has perhaps never been
greater. Through the last few months we have seen how people and
society have pulled together for the common good. It is now time for
business, government and local authorities to lead the way in a
cohesive approach to drive a successful economic future.
The education sector has experienced some
significant challenges during the pandemic. Sarah
Jones, Partner in the Public Sector Advisory
team addresses the key areas that UK universities
will focus on in ‘The Future of Tertiary
Education’ including international students, social
distancing and the impacts of online learning. How
will universities navigate a new era where
guaranteed income is no longer a given?
As the economic fallout becomes clearer, Greg
Mansell, Head of UK Research & Insight
addresses a series of critical questions in;
‘Planning for a Sustained Economic Recovery’.
What impact will the fiscal stimulus announced in
the Summer Statement have? Which of the
policies matter to our industry? What will come in
the Autumn budget?
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Local and central government have a unique
opportunity to deliver strategic and local
infrastructure argues John Keyes, Chair of
Public Sector, in ‘What is the Role of Local
Government in Delivering Infrastructure?' How
can this be achieved and what should the
Chancellor do next?’
Richard Pickering, Chief Strategy Officer UK
asks whether it is risk, or risk aversion that will be
the more damaging in the path ahead? He argues
that the flawed nature of human decision making
makes a case for the latter in ‘Risky Business?
The Impact of Aversion’

Please do get in touch; we stand ready to help
you navigate through these uncertain times.

PUBLIC SECTOR ADVISORY

Sarah Jones
Partner, Public Sector Advisory

THE FUTURE OF TERTIARY EDUCATION
What's next for
universities? The next 3
months will define the
year...
Universities are facing an unprecedented shock to
the system arising from Covid-19. What happens
in the next 3 months, and how well universities
can adapt, will define the severity of impact on the
whole academic year 2020. Covid-19 will have
delivered either the greatest financial impact in
memory, or a bump in the road and resulted in a
workable delay to universities’ plans.
A monumental effort is underway at universities to
come to terms with the main issues arising from
the pandemic. This is only a short blog, but here
are three fundamental strands of activity:
International students are behind with their
preparations and there are worldwide travel bans.
Students have faced delays to exams, English
language preparation and visa processing. The
machinery is turning back on, but slowly, and
it’s now a question of time and logistics. Those
17% of full-time non-EU students bring with them
more than 29% of the expected tuition fees for the
year - in real terms that means £5.6bn of tuition
fee impact at stake and more than £20bn of
positive economic impact to the UK. Some
internationals are already here, continuing or
unable to leave since lockdown. Perhaps new
students will arrive by September, there is talk
of planes being chartered to get them here.
Perhaps they will arrive for a January start so that
a whole year is not lost.
The Russell Group and top universities are most
affected by this, as they are most highly reliant
on international tuition fee income and the
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consequent impact on research budgets. Student
number control has been revived to mitigate
against universities making up ground by
overrecruiting UK students.
What does social distancing mean for a
campus… and for the student
experience? Large lectures will be delivered
online for the foreseeable future, and campus
facilities such as cafes and social spaces may be
limited. Not all students may be allowed on
campus at any one time. Small groups could be
taught in person. But blended learning does not
offer a breadth of interactivity, and there is only
so far an online approach can go with science,
health, engineering and other hands on
degrees. The Competition and Markets Authority
have put a shot across the bows of universities to
make it understood that no one should pay for
something that doesn’t deliver what they signed
up for. Universities are worried that straying too
far into an online/distance delivery
model could result in students asking for their
tuition fees back; a further and very serious
financial implication.
Importantly, an online experience is deeply
unattractive to an 18-year-old, particularly one
who – by September – will have spent more than
6 months cooped up with the family. So much new
research conducted during lockdown has
confirmed this obvious point - that there
really is no substitute to being present at
university. Previous potential disruptions to the
sector such as Massive Open Online Courses
(MOOCs) and even apprenticeships have had
little impact on young people’s study habits. In
fact, following the rise in tuition fees – which also
saw fees paid back after the fact – more young
people studied away from home than ever
before to become immersed in the whole student
experience.

The blended learning approach has to be finely
balanced. Health, safety and social distancing will
dampen the university experience, but it’s
imperative that the experience remains attractive,
for fear of students deferring to next year.
Deferrals are a huge concern – student numbers
are rising and there is simply no capacity next
year as a bumper intake of new undergraduates is
expected in 2021 (due to the growing population
of UK 18 year olds and the rising levels of
participation). So far UCAS applications for 2020
are at a record high and there is no real evidence
that students are deferring, but time will tell.
The residual effects of COVID-19 itself: these
effects are many and varied. What if there is a
significant winter spike in cases? Survey data has
confirmed the science – young people are less at
risk, and many aren’t worried. But staff may be at
risk and everyone needs to feel safe. Buildings will
be more expensive to run this year, and less well
occupied. The changing role of the estate may
evolve even faster.
There is worry that the system of awarding
A-levels this year may lead to a number of UK
students wishing to sit actual A-level exams in
September. Predicted grades are fraught with
complexity and inequity. This could delay some of
the UK undergraduates until at least January.
There is worry that fewer students may want
accommodation. The sector granted more than
£500m in rent waivers after Easter 2020, denting
the certainty that providers had in the income
stream. Happily, room bookings are stronger than
last year, and students seem intent on travelling to
university. Whether people will actually arrive is
yet to be seen, and may greatly depend on the
status of the virus by term time. Students will have
to join new ‘households’, distanced from their
families, follow stringent health guidelines and
may need more support with mental health during
this time to cope with what is already a huge life
change.
Certainty of income is something the sector has
become used to, and this disruption is the most
serious threat that universities have faced in at
least a generation. The IFS has reported that
there are 13 universities who are at deep financial

risk of insolvency at this time. They are not those
who have taken the largest hit to their income, but
those who have insufficient reserves to deal with
the storm, compounding existing issues such as
pension liabilities. We know that staff restructuring
exercises are already underway, in an attempt to
mitigate the effect of financial loss. The concept of
mergers has also been raised - a deeply
unattractive and unworkable notion in the past, but
perhaps new models will be considered.
As well as pandemic threats, there are also
opportunities. Economically, a recessionary
jobs market is a hostile place for young people. So
far under COVID-19, the young are most likely to
have been furloughed or lost a job. HEPI (Higher
Education Policy Institute) highlighted recently that
in each recession postgraduate numbers have
risen. We hear from some university clients that
there has been an uptick in postgraduate taught
course applications as students use the time
wisely to get ahead in future.
‘SURVIVAL OF THE FITTEST’ IS THE KEY
TO SUCCESS (AS ALWAYS!)
Each week, we gain a datapoint from a trusted
source such as UCAS, or new survey
results emerge to describe the sector. It’s our job
to look behind these numbers and pick our route
through the data, and to help our clients
navigate the next few months and beyond into the
longer term strategy. We are regularly discussing
these issues with our clients and have worked
side by side with them through this time. As the
weeks pass we gain further signs of good news.
Thoughts about the value and role of campuses
and residences have been brought to a head by
the issues in this paper, and we have advised
clients on many angles; from scenario
modelling recruitment to releasing value from
residential estates. Preparing for rising student
numbers is also key for many. The future of
universities may be changed markedly by this
period in history, but the student experience
remains on campus and adapting to deliver in
these uncertain times is the focus right now.
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UK RESEARCH & INSIGHT

Greg Mansell
Head of UK Research
& Insight

PLANNING FOR A SUSTAINED ECONOMIC
RECOVERY
How far would our economy shrink due to
lockdown? How many jobs would be at risk? We
now have tentative answers to those questions
and understand the scale of the problem. But what
are the next steps in the Government’s plans to
get the economic recovery underway?
We could be entering a new era for the UK real
estate market. There is a fantastic opportunity for
our industry to ensure long-lasting positive change
while we have the Government’s attention.
THE SCALE OF THE PROBLEM
Since lockdown began, over 600,000 people have
lost their job. It would have been much worse
without the unprecedented actions of the
Treasury. Over 11 million private sector workers
are on the Government pay roll – a third of all
jobs. But the hours not worked, and money not
spent, has caused a quarter of our economy to
vanish.
The Treasury hasn’t just propped up the job
market with its furlough schemes; it has
announced 38 policies since the start of the crisis
at a running cost of £230bn across tax measures,
grants and loans made to date. Meanwhile, the
Bank of England has bought over £100bn of gilts
since March.
The purpose of this stimulus was to mitigate lost
output, protect jobs and keep as many people in a
position to take part in the recovery as possible –
not prevent a recession. Even so, the decline in
economic output is shocking.
However, the daunting recovery is already
underway as restrictions ease. Economic output
ticked up in May. The number of people supported
by furlough schemes has levelled out in recent
weeks, and the number of people on work-related
benefits declined in June.
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Our attentions now turn to what policies can
support the recovery and what is real estate’s
role?
WHAT MATTERS MOST FOR OUR INDUSTRY?
Fiscal stimulus can seem a disorganised and
disconnected set of policies, but each policy
needs a narrow focus to be effective. Luckily, the
real estate industry has often been that focus.
Business rate holidays, temporary cuts to stamp
duty and tax cuts for the construction industry
have been a direct help.
The largest schemes have also indirectly helped
by alleviating cashflow problems along the chain
from consumer to tenant, landlord and lender.
However, landlords have lacked any direct
support, despite being an important link in that
cashflow chain.
Remit Consulting confirmed that tenants only paid
82% of rent due for the March quarter within 90
days of the due date. That suggests £1.5bn of
unpaid rent across the industry. The rent
collection rates for June have been lower and so a
larger shortfall will rack up this quarter.
This is unsustainable and landlords will need
more government intervention if rent payment
levels stay low. Immediate options are:
•

Government guarantees against unpaid
rent as a form of bad debt relief

•

Making elements of the government’s new
Code of Practice for commercial property
relationships mandatory to ensure tenants that
can pay do so

•

Ending the Government moratorium on
property owners’ rights of action

Currently, Covid-specific policy protects tenants
from eviction if they can’t pay rent but guarantees
against unpaid rent would also ensure landlords
aren’t out of pocket.
A less hands-on approach would be to make the
new Code of Practice mandatory. Tenants unable
to pay stay protected, but the “can pay, won’t pay”
tenants would finally honour their lease terms.
Ending the government moratorium on property
owners’ rights of action is the most hands-off
approach. Landlords could once again take
possession of their property if a breach of the
lease occurs. The Code of Practice should still
apply, and landlords and tenants should still work
together to work out the best payment plans if the
tenant is in distress, and all current schemes
should continue to ensure tenants have full
support.
There are no easy options, but the current
situation is not sustainable and much of the
money spent to prevent a cash crisis might have
been a waste if distress merely passes from the
tenant to the landlord.
THREE REVIEWS AND A LITTLE BUDGET
Fortunately, the opportunity to gain government
support has not passed. We’re meant to have one
Budget a year, and since former chancellor Philip
Hammond moved the Budget from Spring to
Autumn, the main announcements should now
come later this year.

Are there big announcements to come, or has the
chancellor already thrown the kitchen sink?
The government delayed last year’s Budget due
to the General Election, and following chancellor
Rishi Sunak’s summer statement, we’ve already
had two sets of announcements this year. The
government already refers to the next Autumn
Budget as the third phase of its plan for an
economic recovery, rather than a standalone
event. It will be more of a refresh of policies than
another Big Bang of stimulus.
The delayed Comprehensive Spending Review is
now underway, which the government will publish
in the Autumn, as will the review of the planning
system. The review of the business rates system
will also complete this Autumn and revaluations
will push back to 1 April 2023.
As for stimulus, the existing schemes have more
to give. The Treasury will guarantee up to £330bn
in loans – we are nowhere near that limit – and
the Bank of England still has another £200bn of
assets to buy before it hits the Asset Purchasing
Programme’s new target.
There is a lot of change coming for the real
estate market and our industry bodies are heavily
involved in the ongoing consultations. For the
industry, the next few months are a chance to
make long-lasting changes while it has the
government’s attention. We cannot waste that
chance. For the government, a functioning and
more efficient real estate market is a vital part of
its plans for a sustained economic recovery.
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PUBLIC SECTOR ADVISORY

John Keyes
Chair of Public Sector Advisory

WHAT IS THE ROLE OF LOCAL
GOVERNMENT IN DELIVERING
INFRASTRUCTURE?
Dear Chancellor,
You’ve never needed
effective, well
resourced, local
government more than
now!
Build, build, build … level up, level up, level
up … Brexit, Social Care, more money for a very
different NHS …. and a £350 billion annual
budget deficit in 2020. To these challenges, add
zero carbon, planning reform, high street repurposing, the funding of public transport,
devolution, housing delivery, significant
unemployment, re-training and apprenticeship
programmes… whilst still dealing with the
pandemic and local lockdowns.
It’s an understatement to say the Chancellor has a
full “in tray”.

The in tray for local authorities is equally
overwhelming and this is without mentioning
the challenges faced by the private sector.
One thing is clear - a positive, mutually respectful,
appropriately balanced relationship between local
government, central government and the private
sector is essential to our recovery and could also
produce positive, long term and overdue changes.
Without this constructive relationship, the depth
and length of the COVID-19 impact will be even
more severe.
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PHYSICAL, ECONOMIC, SOCIAL AND
COMMUNITY INFRASTRUCTURE – IT’S ALL
ABOUT DELIVERY

The pandemic has tested our infrastructure.
Repairs and new infrastructure are both needed
across broad categories. These include including
major projects heralded as part of the
government’s “build, build, build” programme (40
new hospitals, new and refurbished schools, road
and rail investment) but also local facilities and
support networks – perhaps best highlighted by
the Marcus Rashford campaign to feed vulnerable
children. When this local infrastructure performs
poorly, it creates greater cost to all of us in the
longer term.
Delivery of strategic and local infrastructure is
about people, resources and organisations being
aligned and being clear on purpose with a local
perspective to deliver effectively. There needs to
be tailored local solutions to capture the economic
potential of High Speed 2 at hub stations; to
secure community support for new housing
developments and to ensure community support
programmes target the most vulnerable in each
and every location.

WHAT DOES LOCAL GOVERNMENT NEED
FROM THE CENTRE?
Local government spending on services has fallen
by an average of 21% in real terms since 2009 –
10. However, those cuts have not been equally
distributed across the country, and have been
larger in more deprived than more affluent areas”
(Institute of Fiscal Studies
https://www.ifs.org.uk/publications/14133).

The pandemic has further impacted Council
finances. Short term “emergency” spending has
increased whilst revenues – from town centre car
parks to property investments to stakes in airports
like Manchester and Luton – have declined.
To support the recovery, local government needs
money from the centre and more freedom to
develop bespoke solutions to local problems. Is
there a danger that the Treasury seeks even
greater control over how every £1 is spent,
creating centralised “one size fits all” solutions,
when devolution of funding to the local level is
what will produce more effective results that could
be better value for money?
WHAT DOES THE CENTRE NEED FROM THE
LOCAL?
The quality of the response to the pandemic from
local councils has been widely recognised; and is
all the more impressive because of the years of
austerity. It has been possible because councils
know their communities better than anyone.
But this doesn’t mean Councils don’t need to
change – sometimes radically. Local government
cannot expect further financial support and more
devolved powers without providing something in
return. Funding support from the centre will come
with conditions – and this is already happening on
funding discussions that Ministers are having with
the NHS and with the University sector.
The Chancellor should insist on further local
government re-organisation. There are still too
many very small local authorities with small
budgets and constrained management capacity.
Some authorities have been resisting for too long
and need to be compelled to merge and create
more sustainable organisations with appropriate
capacity.
This is an opportunity to lift the quality of local
government management and decisionmaking. Rather than the last decade of managing

decline, enhanced funding and further devolution
can create an environment that attracts talented
people to serve local communities with all
interests aspiring to be involved in decisions that
are best for the local area. Local authorities need
to modernise, be more effective and embrace
change, moving from ideological approaches
to putting places and communities first, driven by
data, evidence and an assessment of local
economic and community needs.
THE TRINITY OF LOCAL, CENTRAL AND
PRIVATE
Effective working between local and central
government must also establish better
relationships with business to deliver
infrastructure and nurse the country back
to economic health.
Good models already exist. Whilst challenges still
remain, Manchester has been an economic and
physical regeneration success story. The City
Council established effective working relations
with the private sector more than 25 years ago.
The private sector engages because it realises
that the Council puts the needs of Manchester’s
economy and community before ideological
politics. And Manchester has worked effectively
with governments of all colours because it has
been ahead of the curve in making the strategic
case for change and investment.
To repeat these successes across the country in
the face of the current crisis, more central
government funding is badly needed. But money
alone is not enough – it must be accompanied by
greater local devolution to allow communities to
shape solutions that meet local needs. The onus
is then on Councils to modernise to deliver
effectively and give the private sector the
confidence to respond.
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COMMENTARY

Richard Pickering
Chief Strategy Officer, UK

RISKY BUSINESS?
THE IMPACT OF AVERSION
In March this year, internet searches that included
the word ‘risk’ spiked to their highest in recorded
history; almost double the prevailing intensity for
the previous 10 years. Objectively, levels of
economic, business, health and social risk have
all undoubtedly increased since the COVID-19
outbreak. However, risk means different things to
different people. What does ‘risk’ actually
mean? And do we have more to fear
from these new risks themselves,
or instead from the way that we choose to
respond to them?
The Oxford Dictionary defines risk as ‘the
possibility of something bad happening at some
time in the future’. I suspect that most people
would agree. But let’s unpack this. There are three
elements: (1) ‘possibility’ i.e. uncertainty, (2)
‘something bad’ i.e. an adverse outcome, and
(3) ‘in the future’ i.e. not something immediate.
Uncertainty is at the centre of most assessments
of risk. We don’t know the outcome, because we
don’t have sufficient knowledge. Partly that is
because anything ‘in the future’ has some degree
of uncertainty. If we were certain that something
bad was going to happen, then there would be no
risk and we could create a clear plan or price. It is
therefore lack of knowledge that underpins risk.
‘Something bad’ is more debatable. When
most people think about risk, they are really
thinking about the risk of loss. However, when
investors consider risk, they typically mean
something different. Risk to investors is essentially
not knowing the outcome; the final result could be
better or worse than expected, but either
is a risk. For this reason, the degree of potential
variance from a supposed outcome is the way
that the risk of say a real estate investment is
typically measured and expressed in its yield.
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Investors address risk by holding diversified
portfolios. When these are sufficiently large, the
asset specific risks are removed as part of a
pooled return. However, most people don’t
appraise risk this way. On a personal level, you or
I will: (a) care much more about loss than
variance, (b) not appraise uncertainty in any
scientific or mathematical way, and (c) make
judgements based on experience or heuristics.
The problem with this approach is that humans
are flawed. The overlay of behavioural
economics (the psychology of economic decision
making) eats theoretical principles for
breakfast. Relevant to this discussion, we are
neurologically risk averse. By that I mean that
most of us are hardwired to overexpress downside
risks and to adopt overly cautious approaches as
a response. This distorts the best collective
outcome. It is precisely this irrationality that we
may need to fear more than the risks
themselves in the period ahead of us.
HOW DOES RISK AVERSION CREATE
DAMAGE?
There are sometimes very good reasons to be risk
averse. This may for instance stem from a need to
be certain. If you have fixed liabilities to discharge,
with penal outcomes from not being able to do so,
then you may be willing to sacrifice some benefit
to avoid this risk. This might for instance be the
risk of not being able to pay your mortgage for risk
of losing your home – so you take a lower paid job
with predictable income. It might mean not being
able to retire unless your pension pot is sufficient
– in which case you shift towards lower yielding
cash investments in the period leading to
retirement.

It may also be because the damage arising from
the risk is so severe, that any degree of risk is not
tolerated. For instance, you may not be willing to
go on public transport for fear of catching a deadly
virus. Is this rational? Much depends on the
circumstances.
Firstly, one needs to consider the probability of the
risk arising. At the time of writing there are
~750 daily reported new cases of COVID-19 in the
UK. Grossing this up for asymptomatic / non
reported cases, let’s say that the real figure
is 3,750 cases. The mathematical chance of you
contracting the virus today in a population of
~66m is therefore about 0.01%. Very low. If you’re
not working in health care, or a resident of a care
home this risk falls further.
Meanwhile, the ratio of deaths to confirmed cases
in the UK is ~15%. Pretty high. Hence there is a
very low risk of catching something with potentially
very severe consequences. In response to this
most of us in the UK are taking a very risk averse
approach. However, particularly those under 30
(for whom the mortality risk is very much
diminished) are likely to be acting mathematically
irrationally in staying indoor, not using public
transport, or not going back into the office.
This is the extreme, but risk aversion is also taking
other forms. For example, at the start of the
outbreak, people were very concerned about not
having enough toilet roll. The spike in demand
meant that toilet roll traded online at multiples of
normal prices. The risk of not being able to secure
it was misplaced, and the consequences of not
being able to do so (whilst unpleasant!) were not
life threatening. On the other side of this equation,
hotel room bookings have fallen through the floor;
perhaps due to health concerns. This again feels
irrational based on the incidence levels, leading to
good deals for customers and losses for
operators.

All of these things have real consequences both in
the short and long term. In the short term, pricing
is distorted. In the longer term, risk aversion is
likely to lead to economic damage, and
potentially societal change. We know that when
the economy performs less well, consumer and
financial risk aversion increases. To the extent
that risk aversion is overexpressed, it will supress
growth and ironically create greater risk of
loss. We also know that the most significant
economic impact of previous pandemics has
stemmed not from mortality or
from inherent output issues, but from
risk aversion. When people don’t go to work, don’t
go shopping, and sit on their cash the whole
economy suffers.

It’s not just consumers. Corporate risk aversion
also increases in economic depressions.
Businesses should be more rational about risk;
however, this often falls down for two reasons. For
businesses the comparable to death is business
failure. Once in administration there are no
second chances or the opportunity of better
returns next year. A second reason is that
businesses are run by people with the same
human failings. No one want to be labelled as the
Chief Exec of a failed business, and shareholders
won’t be that interested in an ex-post justification
of the risks that were taken. For this reason,
businesses will often overexpress the downside
risk, and take actions to prevent it; worrying less
about the foregone profit that results from these
actions.
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HOW MIGHT THIS IMPACT ON THE REAL
ESTATE INDUSTRY?
The real estate industry is pro-cyclical and suffers
when the economy suffers. Risk aversion is not in
our interests in a generalised sense. There are
also specific risks. The longer that people
might perhaps irrationally choose not to use
offices and retail units to work and shop, the
greater the risk that these behaviours become
hardwired with longer term consequences. But
this perhaps oversimplifies things. As with all
periods of elevated risk, smart people and
businesses succeed.
Entrepreneurs (who can defray risk onto
others) and businesses that are capable of taking
a longer view or rationalising short term risk will
find mispricing opportunities. There are a number
of sectors that have suddenly increased in
relative attractiveness from a structural
perspective. However, there will be a greater
number of buyers chasing fewer of these
opportunities. The question remains to what
extent buyers will overpay based on an irrational
degree of risk aversion. At the other end, some
assets subject to negative trends might suddenly
look well priced, particularly where sellers have
few options.

Another (awful) way of avoiding risk is to do
nothing. Many conflate the act of doing nothing
with taking no risk. They are not the same.
Choosing to do nothing is an implicit affirmation of
the status quo, which can carry significant
risk. This includes keeping your current portfolio
mix, holding back on repositioning plays and
pulling out of transactions. As value drivers
shift quickly in many directions, it feels difficult to
arrive at the conclusion that the future will
resemble the past. As Mark Zuckerberg once said,
‘The biggest risk is not taking any risk. In a world
that is changing really quickly, the only strategy
that is guaranteed to fail is not taking risks’
There will be opportunities to do things differently
arising from this period of change. The biggest
winners as ever will be the ones who are willing to
take a different path and look through the shortterm risks.
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