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Key takeaways

Good news on the horizon: As inflation edges closer to the Bank of England’s 2% target, the possibility
that interest rates have peaked becomes more likely. Although they may stay ‘higher for longer’, this is good
news for real estate valuations and should support investment activity into the new year.

Super prime offices still showing resilience: Demand for prime offices has been supported by the ‘flight
to quality’, and a lack of super-prime stock may provide attractive refurbishment opportunities.
Normalising demand for industrial & logistics: Despite the news of cooling occupier demand for indus-
trial and logistics, long-term data suggests activity is normalising from post-pandemic highs, as opposed to
reflecting a market-related slowdown, and good quality supply is expected to remain limited.

Retail notyet out of the woods: Whilst falling inflation should ease current cost pressures, elevated debt
costs will continue to limit disposable incomes, and therefore, sales volumes. Food, convenience, and value
retail formats are expected to prove most resilient.

Investors consider their asset-allocations: Owing to the new environment of higher interest rates and gilt
yields, property investors are considering their allocation to real estate and the sources of active capital are
changing. More investment stock is expected from those looking to exit or facing refinancing pressures,
which should present investment opportunities in 2024.

A shift to active strategies: Another implication of the change in macro-economic environment and active
capital is demand for higher return strategies. Property managers will need to turn their attention to a more

active management approach to deliver income growth and outperformance.

Chart in focus

%

1007 Based on the view that interest rates and therefore gilt

901 yields are unlikely to return to their cyclical lows, the

50 outlook for real estate investment is changing. In ad-
dition to the active management styles that will be

] needed to drive outperformance of property portfo-
601 lios, the composition of committed capital is also
504 changing. Specifically, defined benefit corporate pen-

w0 sion funds are exiting the market as they are now bet-
ter able to meet their liabilities through fixed-income

301 and other liquid investments. Instead, insurance com-

20 panies, family offices and private equity funds are re-

10 viewing real estate opportunities but seeking higher

returns from active management strategies. As inves-
0- .. . ..
2013 2023 tors rebalance their investment allocations, this is ex-

=Pen. Fund =Insurance - Equity Fund =Inv. Manager - Dev/Own =Other pected to result in buying opportunities during 2024.

Source: Swiss Life Asset Managers. Last data point: 2023

© Swiss Life Asset Management Ltd. - Real Estate House View - UK Editorial deadline: 05.02.2024 - Page 1/3



The inflation/growth mix as the macroeconomic back-
ground for investment activity is set to improve in
2024. Yet, fiscal policy is likely to provide headwinds to
the economic recovery as the government plans to cut
spending and has started to scale back large infrastruc-
ture projects such as HS2. Monetary policy is still hold-
ing back economic activity as the Bank of England’s
inflation target remains out of reach. Into 2024, as the
inflation outlook improves, policy rate cuts are likely
to result in easier financial conditions. Coupled with
rising real wages supporting private consumption,
lower interest rates are expected to revive animal spirits
and result in rising investment spend by the private
sector. However, geopolitical hostilities remain a key
downside risk to this otherwise improving picture.

A shift to a new environment

Over the year to September, the Bank of England
raised the base rate by 175 basis points, from 3.50% to
its current level, 5.25%. Rates have been increasing
from their cyclical lows since December 2021, when
they had remained below 1.00% since 2009. Following
the consistent communication that rates will say
‘higher for longer’, investment strategists are now con-
sidering the possibility that long-dated gilts will not re-
turn to average levels of the past decade. This has had
a negative impact on valuations. Accordingly, invest-
ment volumes have been in decline for six consecutive
quarters, reaching GBP 7.9bn in Q3 2023, the lowest
level in over ten years. Valuations have been adjusting
since June 2022, declining over the period by an aver-
age of 23.7% (to November 2023). This should allow
buyers’ price aspirations to begin to align with sellers’
expectations and support investment activity.

Offices: Finding opportunities

The flight to quality has remained a key theme, as oc-
cupiers remain focused on attracting their staff back
into the office. Consequently, take-up has been resili-
ent in the face of slowing economic growth. This is
providing some competitive tension for prime rental
growth, particularly in the West End, where record
rents are being achieved. A lack of supply of high-qual-
ity grade A, green office buildings in London and key
regional cities may lead to some interesting opportuni-
ties for landlords looking for double-digit returns by
refurbishing buildings in strong thematic locations.
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Industrial & logistics: normalisa-
tion, not slowdown

The industrial and logistics sector has not been im-
mune to the slowdown in activity throughout 2023, in
both the investment and occupier markets. Investment
volumes over the year to September were down 45.5%,
reaching GBP 8.7bn, and take-up activity was also
broadly half the levels seen in 2022. Yet, this illustrates
a moderation from the post-pandemic ‘boom’, rather
than a slowdown; investment volumes over the year to
September were 5% above the long-term pre-pandemic
average. In addition, a constrained development pipe-
line is expected to suppress vacancy rates next year, alt-
hough supply of second-hand space may increase as
occupiers become more discerning. Going into the new
year, demand will be supported by businesses efforts to
strengthen supply chain resilience by holding greater
levels of inventory. As such, we expect moderate prime
rental growth for under-supplied regional markets.

Pressures persist for retail

Consumer price inflation has been falling steadily
from its peak, retreating to +3.9% in November 2023
compared to the same month last year. Although this
has eased price pressures somewhat, households still
face significant financing burdens which will limit any
recovery in retail sales volumes, which are currently
down 30% on the year. High street retail remains
plagued with store vacancies. However, some segments
have shown resilience, namely supermarkets and retail
parks, particularly those located in mixed-use, conven-
ient locations, and able to service online orders.

Active management essential for
performance

A higher gilt yield environment means that real estate
performance will unlikely be supported by yield-driven
capital growth. Instead, investment managers should
adopt active management strategies to drive income re-
turn and income growth. Not only does this include
increasing exposure to operational real estate formats,
but also identifying opportunities to drive income
through asset management initiatives.
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Chart 1: Quarterly investment volumes, UK Real Chart 2: Capital value performance since June
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Do you have any questions or would you like to subscribe to this publication?
Please send an email to info@swisslife-am.com.
For more information, please visit our website at www.swisslife-am.com/research.
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Released and approved by the Economics Department, Swiss Life Asset Management Ltd, Zurich

Swiss Life Asset Managers may have acted upon or used research recommendations before they were published. The contents of this document are based upon sources
of information believed to be reliable but no guarantee is given as to their accuracy or completeness. This document includes forward-looking statements which are
based on our current opinions, expectations and projections. We undertake no obligation to update or revise any forward-looking statements. Actual results could
differ materially from those anticipated in the forward-looking statements.

France: This publication is distributed in France by Swiss Life Asset Managers France, 153 rue Saint-Honoré, F-75001 Paris to its clients and prospects. Germany:
This publication is distributed in Germany by Swiss Life Asset Managers Deutschland GmbH, Clever Strafle 36, D-50668 Cologne, Swiss Life Asset Managers Luxem-
bourg, Niederlassung Deutschland, Darmstidter Landstrafle 125, D-60598 Frankfurt am Main and BEOS AG, Kurfiirstendamm 188, D-10707 Berlin. UK: This pub-
lication is distributed by Swiss Life Asset Managers UK Ltd., 55 Wells Street, London W1T 3PT. Switzerland: This publication is distributed by Swiss Life Asset
Management Ltd., General-Guisan-Quai 40, CH-8022 Zurich. Norway: Swiss Life Asset Managers Holding AS, Haakon VIIs gt 1, NO-0161 Oslo. Italy: Swiss Life Asset
Managers Luxembourg, succursale Italia, Via San Prospero 1,1-20121 Milan.
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