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INTRODUCTION

Digby Flower
Chair UK & Ireland

This is Part 8 of COVID-19 UK Real Estate Perspectives. We have
greater clarity on who the business winners and losers are. For
those operators that have survived thus far, the long-awaited
reopening of restaurants, bars and pubs in the UK this weekend will be
one to celebrate. The failure of some businesses creates occupational
shifts and in turn changes the real estate ownership landscape.
Are these shifts enough to create change in our planning system?
Is this the end of the office development
cycle? Asks Patrick Scanlon, Head of UK
Offices Insight. He looks at the health of
the office development pipeline and argues that
regeneration, repositioning and renewal provide
new opportunities for far sighted developers.
Matt Ashman, Head of London Leisure &
Restaurants and Paul Durkin, Head of UK &
Ireland Retail, look at what lies ahead for
hospitality and food and beverage sectors as they
prepare for reopening this weekend in Restarting
F&B - How will operators resolve the challenge
of social distancing?
Jason Winfield, Head of Capital Markets UK &
Ireland reviews the effects of the COVID-19
pandemic on the real estate investment market
and draws a picture of who the buyers are likely to
be over the next year in Ownership shifts – Who
will be the owners of the future?
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After the horrors of WW2, visionaries dared to
plan a new and better urban future. The planning
system was born. A new future now looms, and
once again we need to shake things up. Read
why, and 5 ways to do so, in Changing our
Planning System for a Modern Age by Richard
Pickering, Chief Strategy Officer UK.

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

OFFICE

Patrick Scanlon
Head of UK Offices Insight

IS THIS THE END OF THE OFFICE
DEVELOPMENT CYCLE?
The lockdown measures implemented by
the Government to control the spread of COVID19 have had a profound effect on development
activity. Construction output fell by ~40%1 m-o-m
in April; the largest fall since records began. In
many cases, building sites have been closed and
workers have been furloughed or laid off.
However, as restrictions ease and as
economists anticipate some level of recovery
in 2021, can we expect the same from the
construction industry?
The context is relevant. Commercial construction
activity in the UK went through a paradigm shift
following the global financial crisis. Given
that debt-fuelled development and irresponsible
lending played a large part in precipitating the
crisis, it was always unlikely that the easy
environment for development would return once
the market normalised. Lenders have become
more wary, and the risks of long letting voids upon
completion are eyed with greater caution.
By 2015, seven years after the crisis
started, construction output in the UK was still
only 70% of pre-crisis levels. Then we throw
Brexit into the mix. Beyond the demand side risks
that came with the referendum result, we saw an
8% rise in construction costs over the following 12
months as the pound weakened and as difficulties
arose in sourcing workers from the EU. Hence, we
started 2020 with relatively low vacancy levels
nationally, as supply has been kept in check. This
has particularly been the case in the regions
where Grade A vacancy is just 2.1%.
1. https://www.ons.gov.uk/businessindustryandtrade/constructionindustry
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Meanwhile in the retail sector, in-town supply has
been virtually turned off, with development largely
limited to refurbs and re-positionings. The picture
is different for residential and logistics. However,
supply in the former is still struggling to match
demand.
Enter COVID-19. Companies across the world are
reassessing their occupational strategy, which
in many cases envisages some level of continued
home-working, both in the short and long term.
Data suggests that some office-based sectors,
including real estate and financial services, have
managed to maintain output levels in excess of
90% of ‘normal’ during lockdown. Whether this
can be replicated over a longer period remains in
question. In many respects however, the
uncertainty of what happens next is equally
dissuasive of development as might be the
knowledge of a new normal.
Does this all point to an impending
contraction in office development?
In the short-term, there is significant momentum in
the supply pipeline. Committed starts, limited
competing supply and huge penalties for pausing
construction, will lead many to continue. Inevitably
however the completion of some schemes will be
delayed due to the closing of building sites
through April and May. Construction activity in the
UK is estimated to have fallen by 64% in May,
while the number of new contract awards fell by
52% compared to last year.

Set against these factors, are the new
requirements that occupiers already have and are
unaddressed, and the ones that they might have
following this period of change, that will not be
delivered by existing stock. Occupiers have long
held the view that well-located, best-in-class office
accommodation is essential for attracting and
retaining talent. Our survey data suggests that this
is the most important factor now influencing office
selection.
Evidence of this can be seen in the thriving pre-let
market across the UK and in particular in London.
In the capital there is over 17 m sq. ft currently
under construction, 10% up on last year and
almost 30% higher than two years ago;
tellingly more than half of everything currently on
site is already committed.
Securing the right real estate option is paramount
for businesses, which has led to some larger
searches being activated more than six years in
advance of a lease event. Many of the schemes
due to commence over the next few years will be
underpinned by commitments from companies
which are all too aware of the importance of the
office to their long-term future in London. Again,
this fuels momentum.
It remains to be seen what the occupier response
will be to health issues highlighted by COVID19. Particularly, if M&E needs to be tailored to
new criteria in the long term, then we should
expect to see an increase in refurbishment and
retrofitting. Where this cannot be delivered, new

schemes that can point to health credentials are
likely to command a differential rent, which
provides an opportunity for brave developers. For
some occupiers, COVID-19 measures mean that
a ‘stay’ option is no longer viable, not least due to
the costs involved in upgrading air conditioning
systems and fitouts.
Similar nuances around the new role of the HQ as
part of a new ‘Total Work Ecosystem’ might also
lead to the repositioning of assets through
development. Companies’ real estate decisions
will increasingly be based on staff
needs, wellbeing and a ‘people come first’
approach. Occupiers may have more liberty to
spend this money in a new world where the office
serves a more nuanced purpose.
Finally, as recession stress tests ownership
structures, it may well be the catalyst for the
repurposing agenda that has been building in our
regional town centres for some time now.
Development activity arises not just from
economic expansion, but also from obsolescence
and change of use, for which the business case is
now clearer.
Is the cycle over? In a traditional sense, a down
phase feels inescapable. This will provide some
cushion for rents. However, I would position the
next three years as an evolution of the cycle
rather than its end. Regeneration, repositioning
and renewal provide new opportunities for far
sighted developers.
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RETAIL

Matt Ashman
Head of London Leisure
& Restaurants

Paul Durkin
Head of UK & Ireland Retail

RESTARTING F&B –
HOW WILL OPERATORS RESOLVE THE
CHALLENGE OF SOCIAL DISTANCING
It looks like we have dodged “hazmat suit1”
hospitality, but the industry now has 10 days to
open safely following the announcement from the
Prime Minister on 23 June. Martin Lewis’
summary captured it best: “Hairdressers can
open, beauty salons can't. Cinemas can open,
gyms can't. Pubs and restaurants can open,
swimming pools and water parks can't.” He
also queried the science and one can question the
logic - but either way, we have a staggered restart in our sights.
While Oliver Dowden, Secretary of State for Sport
(among others) shared the Government’s
“aspiration to reopen gyms and leisure facilities in
mid-July”, this delay is frustrating for both
customers and operators, who sensibly reflect
that it is easier to monitor safety measures in a
gym than a pub. In a gym, customers can book
time slots with strategically spaced workstations
and regular deep cleans in the closed periods.
The Gym Group has mentioned outgoing costs
of £10m per month to run the business – they
need to open and the public needs them, for
physical and mental wellbeing.
Restarting hospitality is in all our best
interest: 25% of UK’s GDP drop in April was due
to the hospitality sector being on hold2, and, as
Head of the Hospitality Union, Jonathan
Down proudly states: ”Hospitality is the UK’s 3rd
largest private employer, creating 1 in 8 new jobs
and 9% of all jobs – often first jobs for young
people. Its economic contribution is £130bn
annually (bigger than automotive, aeronautics and
pharmaceutical combined) with tax receipts of
£39bn.”

1
2
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The new “1 metre plus” rule enables scenarios
where 2 metres is not possible if there are
mitigating factors – such as masks and screens –
together with table service and registering. This
appears to be a guidance (not legally
enforceable), so I have no doubt our
entrepreneurial UK hospitality industry will find
ways to embrace these conditions and help
customers enjoy the experience.
Hospitality is an art not a science, and confidence
is everything. “We want [customers] to feel that
they are in a nice buzzy environment, having
fun… We don’t want them to feel they’re going
into hospital and about to be operated on,” said
Des Gunawardena of D&D London in the Evening
Standard. How customers come back and how
they are made to feel, may quickly be eroded with
onerous (and possibly illogical) measures.
In the Evening Standard Mark Davyd of Music
Venue Trust has said only 13% of grassroots
music venues could open with 2 metre social
distancing, but it would be financially ruinous to do
so. While the distance has been reduced, live
music is still not to open on the 4 July “89% [of
fans are] very eager to return to venues” (of
28,640 fans surveyed). The demand is there.
Echoed by Cushman & Wakefield’s international
teams (Beijing, Hong Kong, Seoul, Paris,
Berlin) where anecdotally many of our colleagues
are noticing F&B footfall is back to similar prelockdown numbers.

Jeremy King said in the Times: ‘Waiters dressed in hazmat suits? That’s not magical’
According to the UK Hospitality Tracker
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ALFRESCO REVOLUTION

de Blasio said.

In the UK we often longingly look to the alfresco
lifestyles of our Mediterranean cousins and
think they won’t work here, but we are less
restricted by the weather than we realise. You
only have to see how willing people are to support
their favourite sports team on the terraces during
the winter months. Note how our Low Countries
counterparts have evolved and how they have
dealt with reopening of F&B - Mediamatic Eten in
Amsterdam for example. We are restricted by
a historic servitude to the car and draconian,
outdated licensing rules for fear of public disorder.
This is our chance to evolve.

In London, Shaftesbury and Soho Estates are
planning a Soho Summer Street Festival, with
timed temporary pedestrianisation of
the streets (weekday evenings and weekends
from midday) to be filled with vibrant restaurant &
bar seating during these times. The exciting
project is supported by City of Westminster
(full “proposed intervention” list), but given the
short notice until launch, can the restaurateurs
properly prepare?

New York has now enacted it; with Mayor Bill de
Blasio signing an executive order on Thursday 18
June launching the “Open Restaurants” plan for
outdoor dining. Removing bureaucratic red tape to
allow restaurants to serve customers with outdoor
seating options from parking spaces, gardens,
and patios and pavements. In July, they plan to
expand outdoor dining to open streets temporarily
closed to traffic. This will allow 5,000 (of 27,000)
restaurants to reopen, bringing back 45,000 jobs,

VAT
Boris made no mention of any VAT cuts. I hope
we follow Germany who cut the sales tax
restaurant guests pay on food from 19% to 7%
drawing sales back to pre-lockdown by 30th May
(Sky News). The FT suggested Rishi Sunak is
considering a lower VAT rate for the tourism
sector — including pubs, restaurants and
hotels. We keep our fingers crossed.

OpenTable Restaurant Bookings Index

Source: OpenTable
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A SILVER LINING
While lockdown has sadly seen the loss of
institutions from Le Caprice, India Accent,
HIX/Tramshed, the Ledbury, Rivington, Texture,
Siren and EAT together with Whalburgers4; the
pandemic has merely accelerated the changes
forecasted over the next 3-5 years. A restaurant is
only as profitable as the amount of people it can
physically cater for, and while some locations
assist a brand, F&B operators are reluctant to
take a loss for a prime site, note Wagamama,
Chipotle, and Wahaca in Soho are all available.
So, leasing a shell developers spec space to
a restaurant on a 25 year lease and forget about
it, only to collect the rent, may now seem naive.
From an owner’s perspective, the restaurant
must interact and work with everything else
nearby, regardless of whether it is a stand-alone
asset or part of a centre or estate – requiring
intense asset management.
Lockdown has shown us what we missed –
our basic human need for social interaction
accompanied by great food and drink. Chris Miller
of White Rabbit eloquently spoke in City AM of the
silver lining. “Downturns are where most
successful hospitality businesses are
made… rents are likely to adjust down and
landlords will provide more favourable terms to
attract the few surviving active players in the
market. Expect to see capital contributions and
turnover rents to attract best-in-class operators.”
The question is: does the property world know this
yet, and if they do, can they do anything about it?

Personal PPE, Lodge Belgium

Mediamatic Eten in Amsterdam

Inception_Group (Mr Foggs, Cahoots, Maggies)
“How we intend to incorporate distancing and PPE
measures when we re-open. Important that safety
measures are adopted in a fun and original way so we
can still offer unique and memorable experiences.”
4 https://www.thehandbook.com/ripstraunts-we-actually-cried-writing-this-the-restaurants
-that-wont-be-opening-again-after-lockdown/
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CAPITAL MARKETS

Jason Winfield
Head of Capital Markets UK & Ireland

OWNERSHIP SHIFTS - WHO WILL BE THE
OWNERS OF THE FUTURE?
Catalysts for distress, such as COVID-19
pandemic, often lead to changes of ownership
composition within the UK property market. Some
investors see this distress as a buying opportunity
whereas others will sell as assets re-price and risk
perceptions alter.
These market changes can be economic, political
or financial and each impacts owners in a different
way. Since the onset of COVID-19 we are seeing
lower levels of tenant velocity, slower economic
activity and greater levels of tenant default across
most sectors. These risks are assessed differently
by different buyer types and trends are beginning
to emerge about who the buyers and sellers will
be over the next 12 months.
Overseas buyers are significantly impacted by
travel restrictions and are logistically challenged to
conduct business in the UK for the foreseeable
future. Geared investors, such as property
companies, are cautiously watching their June
quarter day rent demands and seeing if the
pattern of tenants refusing to pay landlords
continues. Banks are cautiously watching their
July interest payment dates to see if landlords
subsequently refuse to re-pay their loans. In this
scenario an economic crisis swiftly leads to a
financial crisis as loans become impaired and
lenders begin to hold cash rather than lend
it. Many corporates are dusting down their
operational real estate portfolios with some
agreeing sale and leasebacks to shore up balance
sheets. Many REITs are struggling with their
share prices and are likely to sell assets to pay
down debt. All of the above groups are likely net
sellers over the next 12 months.
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Therefore, who is emerging as active buyers in
the UK? Despite a significant fall in trading
volumes in Q2 of this year, there is still strong
demand for certain sectors and therefore pricing in
these sectors has remained constant. Demand
for long dated secure income has increased
dramatically as institutional investors have
sought COVID-19 resilient assets that are perfect
for cashflow and liability matching, such as urban
food stores and last mile logistics. Examples of
which include seasoned investors such as London
Metric and Segro.
Central London is perceived as a safe haven in
times of global turmoil with activity from wide
ranging audience leading to competitive bidding
and price discovery showing little change since
before lockdown. This includes Asia Life Fund
(M&G), a range of new and existing Asia
Pacific investors and new US money to London on
more value add projects. With… logistics and
industrial aggregators such as Blackstone, ARES
and Urban Logistics REIT, convinced of structural
changes within the market, have been bidding at
pre-COVID-19 levels on the small volumes of
stocks offered for sale.
We have also witnessed the return of a number of
traditional UK pension funds who were previously
outbid by ‘new market entrant’s and who now see
the current environment as a chance to secure
good quality real estate at rational prices. Another
large active group of buyers are the Local
Authorities seeking to invest ahead of the pending
changes to local government borrowing.

If we experience further economic distress and
subsequent pricing correction, there is a vast
swathe of Private Equity money poised to strike
but only on the basis these buyers can deliver the
double digit returns they promise their
investors. This group has largely been inactive
over the last 3 years as the market, in their eyes,
became over heated. That said, the billions of
pounds they have raised is still ready to be
invested.

forced sales with existing owners replaced by
private equity buyers who have the deep pockets
and requisite skills to weather this storm and in
turn exploit any pricing correction.
In short, we will inevitably witness a change in
ownership composition over the next 12 months
and that is without considering the potential
impact of further Government and Local Authority
intervention should the lockdown continue longer
than envisaged.

So, how will the rest of 2020 play out? In certain
sectors there is no current supply demand
imbalance and ownerships are likely to remain
unchanged. In sectors exposed to operational risk
and increased tenant default we envisage some
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COMMENTARY

Richard Pickering
Chief Strategy Officer, UK

CHANGING OUR PLANNING SYSTEM
FOR A MODERN AGE
In the late 1940s, our country, economically
hobbled by the war effort and physically scarred
by the Blitz, cautiously dared to look ahead. The
horrors of the previous years had started to fade,
and people with vision began to dream about how
a better world might emerge from the ashes. The
UK needed to be rebuilt, but what shape would
this take? How could we address the ills and
mistakes of a previous generation? For the first
time a codified national framework was put in
place, both to regulate development and
to stimulate the growth of new places. This was
the genesis of our modern planning system.
Now, in the midst of one of the most significant
social upsets in the lifetime of many in the
UK, people are again tentatively looking
forward. The ills of the past are similarly
rooted in the over exploitation of resources, social
inequalities, and a failure of our cities to deliver
against the needs of their inhabitants. There are
also a series of novel factors, such as the legacies
of social distancing and the game changing
impact of the internet and cloud computing. As
whispers build about a new tomorrow, is now the
time once more to reinvent our planning
system? The Government thinks yes, and
yesterday Boris Johnson announced the ‘most
radical’ reforms in a lifetime, amidst an intention to
‘Build, Build, Build’. Change is coming.

MODERN PREOCCUPATIONS – WHERE ARE
WE NOW AND WHAT HAS CHANGED?
We entered this year with a series of unaddressed
challenges in our big cities. Top of the list is that
we have simply not delivered the volume of new
homes needed to maintain a well-balanced
economy – ‘a chronic failure’ say Boris. Similarly,
we have not invested in the infrastructure
(physical, social and community) needed to
maintain the pre-existing quality of life. Ultimately,
these have been political choices, informed in
10 CUSHMAN & WAKEFIELD | PART 8

part by a desire to balance the books in the UK
following the global financial crisis, and
secondly, due to the increasing marginal cost of
delivering amenity in already crowded
environments. I have addressed these topics at
some length in previous blogs and so won’t repeat
here. However, in summary, it is
becoming increasingly difficult to address the
same urban challenges, and this is making our big
global cities less competitive.
An undercurrent building beneath this context
has been the structural change to how people
work and shop. In the sidecar to structural
change sits obsolescence. You don’t have to look
too hard around many of our regional cities to
see its impacts. Particularly in poorer locations,
urban decay and boarded up shops are on the
rise. Even if the physical fabric remains, the
economic purpose has shifted. Once vibrant high
streets are now filled with charity shops, poor
quality pop ups and discounters. Floors of office
buildings remain unoccupied, and whole areas of
some cities remain in limbo, pending a promised
change.
Adding to this unsatisfactory context is the
emerging notion that people will now do things
differently. It is easy in the heat of the battle
against coronavirus to make predictions of change
that might in reality fall flat. However, the lead
indicators are out there to suggest that this won’t
be the case. Enquiries at estate agents in the
countryside are on the up. Meanwhile businesses
are rewriting their occupational plans both for the
short and long term. Supply chains are starting
to reforge, and online grocery sales (one of the
last stalwarts against the digital shift) have
doubled. There is no going back from some of
these changes.

WHAT DOES THIS MEAN?
The logical interpretation of these changes is
twofold. Firstly, the locus and nature of demand is
shifting. The places that were important might
no longer be, and the activity that happens in
them will be different. Secondly, many of our
assets will no longer be fit for purpose once the
change flushes through. Many that were already
precipitously close to obsolescence will be pushed
over the edge. There is a danger that this
economic and demand shift occurs, but that our
policies and approach remain, creating a
disconnect between that which is demanded and
that which is supplied.
THE DESERTED MEDIEVAL VILLAGE
OF WHARRAM PERCY.
I grew up not too far from the Deserted
Medieval Village of Wharram Percy. The
name conjures the imagination, but what does this
add to this story? Founded by the Saxons,
Wharram Percy is the largest of 3,000 deserted
medieval villages in the UK. In the late middle
ages, a consumer shift to woollen garments
resulted in a steep rise in the price of
wool. Consequently, many landowners, including
the eponymous Percys shifted from arable farming
to sheep farming. In short order the demand for
farm labour fell, the village emptied, and the
buildings became permanently obsolete.
Back then there was no welfare state or
government funding; the villagers moved to avoid
starvation; a powerful incentive. The same
compulsions these days are weakened, and this is
where government has an important role to play
in the management of change and the reallocation
of resources. As a society we are generally
unwilling to countenance managed decline;
psychologically and politically the acceptance of
decline is presented as a failure, rather than a
necessary element of evolution. Hence, rather
than encouraging people to move or adapt, we
have been more willing to prop up failing
propositions. This needs to change. The modern
equivalent of the demand shift for wool, is
the digitisation of activity, which is being sharply
accelerated by coronavirus, and which in turn

casts light on the inadequacies of modern cities.
We now need a planning system which envisages
the change, satisfies new demand, and resolves
what’s left behind. Importantly it needs to do this
quickly.
SO HOW DOES THE PLANNING SYSTEM
NEED TO CHANGE?
Our modern planning system was formed in the
early 20th century as a response to unchecked
urbanism and industrialisation. The interaction of
many with the planning system today comes in the
form of development control; mainly telling
developers what they may not do. However, let’s
not forget that urban planning touches far more
than this. The New Towns movement which
arrived at a similar time to the Town and Country
Planning Act envisaged the proactive facilitation
of growth. More recently Enterprise Zones and
compulsory purchase powers have been used to
drive growth rather than react to it. However, the
emphasis in this direction needs to be shifted up a
gear.
Firstly, planning needs to be visionary. Too often
planning is retrospective. The need for evidence in
plan formation means that between the process of
starting to plan and final adoption, the
world often moves on. This will almost certainly be
the case in the coming period. As a country we
should be willing to balance evidence of the past
with intuition about the future. We should be
unafraid to set an inspiring vision of where we
want to be in 10 years’ time and shoot for that.
Secondly, it needs to unlock new demand. If we
think that existing cities are underperforming, then
we should build new ones from scratch. It is
disappointing that Sidewalk Labs recently pulled
out of Toronto; this promised much. The success
of Milton Keynes in the ‘60s shows how starting
again can more closely match modern needs and
drive economic growth. In the past decades, we
have learned so much about what makes cities
work and how modern technology can play a
role. We need a new, smart New Towns
movement in the UK that takes these learnings
and responds to a redistributed economy and new
ways of working, shopping and living.
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Thirdly, it needs to let go of the past. Newsflash
– we don’t need as much retail space as we once
did. Rather than pouring money into futile
attempts to restore our high streets to their
halcyon days, let’s kill them and start again on a
new premise. It is only by pruning the stems
that we will promote new shoots. For large assets
facing obsolescence, local authorities need to be
willing to step in and acquire them, preferably with
the private sector in tow, but if necessary, using
public money. Speedy site acquisitions using
compulsory purchase need to become the
norm; and in framing these, the balance of rights
needs to sit more in favour of the acquiring
authority for the good of all concerned.
Fourthly, we need to review our sacred cows.
Planning must sensibly tread a line between
preserving the best of what we have and opening
a door to satisfying the needs of the future. In the
situation where the future might look very different
to the past, we need to start a conversation about
what is most important. We should be willing to
make the tough trade-offs, and certainly be willing
to abandon entrenched ways of thinking that
now feel outdated. The new proposals start to
reframe this debate in favour of development.

prescription, bureaucracy and uncertainty. The
flexibility of our present Plan based system should
no longer be seen as a benefit. Alternatives,
notably the American zoning model, offer a brutal
certainty that is advantageous when trying to
deliver change quickly. Certainty removes the
need for engagement and puts less pressure on
stretched resources. It also removes financial
risk. However, our authorities also need to be
tooled up to act more quickly.
Catalytic events call for catalytic policy responses.
There is potentially an exciting new role for the
property industry to play in shaping our collective
futures; however, we need to be willing to pivot
away from principles that no longer serve our
interests, and to do so quickly before our cities
suffer the same fate as Wharram Percy.

Finally, the planning system needs to
be responsive and predictable. The concerns
over lack of coordination in the infancy of planning
have now been replaced by criticism over over-
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