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Resilience despite pressures 
on consumer spending 

Warm weather provided a 
boost to retail sales (excluding 
automotive fuel) which rose by 
1.1% over the three months 
to June and by 0.9% over 
the month. In the near-term 
indicators of UK consumer 
confidence remain resilient 
and tourist spending will be 
supportive of activity especially 
in London. 

This resilience might end as 
consumer spending comes 
under pressure. One key 
concern is the squeeze on 
earnings. Average earnings 
have been growing less than 
inflation which means that 
real earnings – adjusting 
for inflation – have fallen 
in recent months and this 
trend is expected to continue 
for the foreseeable future.
To offset falling real incomes 
households are saving less and 
borrowing more. The savings 
ratio - the proportion of UK 
residents’ disposable income 
saved – has fallen to 1.7% 
which is a record low. The Bank 
of England may take direct 

0.3%
UK GDP growth in Q2

1.1%
UK retail sales
(3 months to June 2017)

Source: ONS, DG ECFIN

Economic growth in recent years has been largely driven by consumers but 
several factors are now curtailing household spending. A year after the EU 
referendum, the UK’s economy has started to slow and forecasts point to 
below trend growth in the short-term. 

Figure 1: Office-based 
employment growth

 UK 
 Inner London

Source: Oxford Economics, June 2017
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Services growth remains 
positive

The services sector grew 0.5% 
over the quarter, whilst the 
production and construction 
sectors contracted. Conversely, 
a weak sterling exchange 
rate is boosting export 
competitiveness, although new 
export work has eased to a five-
month low. Forward-looking 
indicators point to a loss of 
momentum in the services and 
industrial sectors, although 
they still indicate growth.

Rates to rise in medium term

We believe that the next base 
rate rise will be in early 2019, 
although three MPC members 
voted for a hike in June. In our 
view soft growth and falling 
real wages will delay any 
rise. The Bank of England is 
concerned about the level of 
debt in the economy; private 
household debt increased by 
10.3% over the year to April, 
and its serviceability when 
rates do rise will be a concern.

Economic momentum slows 
but labour market remains 
tight

After a relatively strong end to 
the year, the rate of quarterly 
growth slowed to 0.2% in 
Q1 2017. Whilst Q2 showed 
a marginal improvement as 
growth edged up to 0.3%, 
this remained below trend. 
We believe that 2017 will see 
growth of 1.7%, compared with 
a trend rate of 2.5% but the 
risks are to the downside. 

The UK’s unemployment 
rate fell to 4.5% for the three 
months to May, which is the 
lowest rate since 1975, whilst 
the employment rate at its 
highest since 1971. However, 
office based employment 
growth has slowed. Oxford 
Economics’ forecasts show 
Central London office based 
employment growing at 1.2% 
per year over the next five years, 
with growth most subdued in 
2018 and 2019, and growth 
accelerating thereafter. 

O U T LO O K
E C O N O M I C
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+30%
Take-up
(3.3m sq ft)

–4 %
Availability
(14.3m sq ft)

+9 %
Under offers
(3.5m sq ft)

–4.4 %
Central London 
Grade A Rent Index

Central London take-up recovered strongly in Q2 after a slow Q1. 
Take-up increased by 30% to 3.3m sq ft, ahead of the 10-year average. 
Availability fell by 4% across Central London to 14.3m sq ft, falling below 
the 10-year average.

OUTLOOK  
In an environment of continued 
political uncertainty and 
unpredictability, economic growth 
is expected to be significantly 
below trend in 2017. The pace of 
job creation is also slowing down. 
Prime rental values are lower 
now than they were 12 months 
ago in almost all London markets 
and submarkets. Further falls are 
expected in 2018 and 2019, with a 
recovery in 2020 expected in most 
markets. The falls in prime rental 
values are forecast to be relatively 
muted however, with tenant-
friendly lease terms expected to 
slow the pace of rental decline.

Figure 2: Central London 12-month take-up and availability
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 Take-up (12 month rolling) 
 Availability

Take-up rebounds strongly 
in Q2

Take-up in Central London 
bounced back above the 
10-year average in Q2 after 
a relatively weak start to the 
year. A total of 3.3m sq ft was 
acquired over the course of 
the quarter, which was 6% 
above the 10-year average. This 
represents a quarterly increase 
of 30%. There were a total of 
eight deals over 50,000 sq ft 
in Q2, three of which were 
over 100,000 sq ft. WeWork 
were responsible for three of 
the eight deals over 50,000 
sq ft in Q2, including the two 
largest deals of the quarter: 
283,500 sq ft at Two Southbank 
Place and 141,200 sq ft at 125 
Shaftesbury Avenue. By the end 
of Q2, WeWork had acquired 
20 units in Central London 
extending to over 1.5m sq ft. 

The largest deal in the City 
saw NEX Group sub-lease 
115,700 sq ft of Ashurt’s space 
at the London Fruit & Wool 
Exchange, a building which is 
under construction and due for 
completion in June 2018.

All Central London markets 
recorded quarterly increases 
in take-up with above-trend 
activity in the City, West End 
and Southbank. The best 
performing market relative to 
trend over the past 12 months 
is Southbank, where rolling 
12-month take-up is 72% above 
the 10-year annual average. 

Business services  
dominate Q2

Driven by the three large 
WeWork deals, the business 
services sector represented 
the largest proportion of 

take-up in Q2 at 36%. In 
total there were 17 individual 
leasing deals to serviced office 
operators in Q2. Over the last 
12 months, serviced office 
take-up has totalled 1.5m sq ft, 
the highest figure on record. 
The creative industries sector 
also represented a notable 
proportion of take-up in Q2 
at 29%, with the banking and 
finance sector accounting for 
17%.

Availability declines

Availability, which includes 
space coming to the market in 
the next 12 months, declined 
unexpectedly over the course 
of the quarter. At the end of Q2, 
availability in Central London 
stood at 14.3m sq ft, 4% lower 
than the previous quarter and 
below the 10-year average of 
14.8m sq ft. The primary cause 

of the fall was a decrease in the 
availability of ready-to-occupy 
space. Secondhand availability 
fell by 1% to 9.2m sq ft and 
new completed availability fell 
17% to 2.4m sq ft. This was 
reflected in the Central London 
vacancy rate which fell by 
10bps to 4.6%.

The availability of early 
marketed space (space which 
is under construction and due 
to complete within 12 months) 
increased by 3% to 2.7m sq 
ft but remained significantly 
below the 10-year average 
of 3.2m sq ft, reflecting the 
constrained nature of the 
development pipeline.

Some 2.7m sq ft of 
development and 
refurbishment space has 
completed so far in 2017. 
70% of which (1.9m sq ft) has 
already been leased or is under 
offer. A further 3.5m sq ft is 
expected to complete before 
the end of the year, 59% of 
which has already been let or 
is under offer. There is 9.5m sq 
ft of space under construction 
and due for completion 

between 2018 and 2021, 43% 
of which has already been 
absorbed by the market.
 
Central London under offers 
rose by 9% in Q2 to 3.5m sq ft, 
15% above the 10-year average 
of 2.8m sq ft. Above-trend 
levels of under offers should 
sustain take-up at trend levels 
for the remainder of the year.

Rental values

Prime rents fell marginally 
during Q2 in the City to £69.50 
psf, the first time rents have 
fallen in the City since 2009. 
Rental values continued to fall 
in the core West End, declining 
by £5.00 psf to £105.00 psf.
Prime rents remained 
unchanged in the Southbank 
and Docklands and increased 
by £1.00 psf in Midtown to 
£77.50 psf. West End rent frees 
moved out marginally to 22-24 
from 21-24 months whilst City 
core rent frees moved to 24 
months from 21-24 months in 
Q1. Docklands and Midtown 
rent frees both moved out 
whilst Southbank remained 
constant.

London Q2 2017
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Figure 3: City office take-up and availability
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Take-up in the City rose 14% in Q2 to 1.3m sq ft, slightly above the 10-year quarterly 
average. Under offers fell by 13% to 1.4m sq ft, but remained above the 10-year average. 
Availability fell by 2% to 6.1m sq ft, ending the quarter 3% below the 10-year average. 
Prime rents started to fall in the City.

Take-up boosted by large 
transactions 

City take-up increased by 14% 
over the quarter to 1.3m sq ft 
and is now marginally above 
10-year average, owing to a 
rise in the number of larger 
deals. There were four lettings 
above 50,000 sq ft and 18 
above 20,000 sq ft in Q2, above 
average for the City market. 

The largest deal of the quarter 
was NEX Group’s 115,700 sq ft 
acquisition at the London Fruit 
& Wool Exchange, a sublease 
of Ashurst’s prelet space, due 
to be completed in Q2 2018. 
The second largest transaction 
was 89,300 sq ft of option 
space taken at Principal Place. 
WeWork continued building 
their London platform, taking 
70,300 sq ft of secondhand 
space at 1 Mark Square. Eight 
of the ten largest transactions 
were newly completed or prelet 
space showing good levels of 
demand for high quality stock.

Three main sectors 
dominated in Q2, banking 
& finance, and business 
services both accounted for 

29% of take-up followed 
by the creative industries 
at 26%, demonstrating the 
diversification of the City 
market. Continued demand 
from serviced office operators, 
in addition to merger and 
acquisition activity and 
consolidation in banking 
& finance is likely to drive 
demand.

Under offers decreased by 13% 
over the quarter to 1.4m sq ft 
owing to increasing take-up, 
but remained 17% above the 
10-year average of 1.2m sq ft. 
This strong pipeline suggest 
Q3 leasing activity is likely to 
be above trend. 

Availability falls slightly  

After seven consecutive 
quarters of growth availability 
in the City decreased slightly 
(-2%) to 6.1m sq ft but due to 
previous gains it remains only 
marginally (-3%) below the  
10-year average of 6.3m sq ft.

Availability of secondhand 
and early marketed space 
remained constant at 3.6m sq 
ft and 1.5m sq ft respectively. 

There was a 9% fall in newly 
completed space ending the 
quarter at 1.0m sq ft. Despite 
this the vacancy rate rose above 
the 10-year average (5.5%).

There were below average 
levels of completions in Q2, 
only 120,200 sq ft of newly 
developed and refurbished 
space completed in the City, 
of which 62% is already let 
or under offer. The pipeline 
of speculative space remains 
constrained going forward with 
a further 7.8m sq ft of space 
currently under construction 
and due to complete between 
Q3 2017 and Q2 2020, of which 
49% is already let or under 
offer.

Prime rents ease

The City prime rent fell slightly 
to £69.50 psf in Q2, although 
high quality well located 
buildings can achieve upwards 
of this on higher floors. Typical 
rent free periods on a 10-year 
lease vary widely in different 
sub-markets but generally 
stood at 24 months in Q2 
out from 21-24 aiding rental 
stability.

+14%
Take-up
(1.3m sq ft)

–2%
Availability 
(6.1m sq ft)

–13%
Under offers
(1.4m sq ft)

Prime rents
(£69.50 psf)

–1%

OUTLOOK  
Whilst the outlook for economic growth 
in London is relatively subdued, this is 
being offset by the continued expansion 
of the co-working sector and healthy 
demand from larger space users 
leveraging lease events. With headline 
rents having fallen marginally in Q2, 
we expect further modest falls to City 
prime rents before the end of the year. 
Despite the ongoing political uncertainty 
curtailing demand, a muted development 
pipeline should temper rental falls in the 
medium-term. 

Figure 4: Sector structure of City take-up, Q2 2017
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Take-up in the West End rose to 1.2m sq ft in Q2, up 13%. Under offers increased by 32% 
to 1.4m sq ft. Availability fell over the quarter to 4.5m sq ft to stand just below the 10-year 
average. Prime rents fell by £5.00 psf in the core to £105.00 psf.

Figure 5: West End take-up and availability
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Take-up above average and 
under offers at record level

Take-up stood at 1.2m sq ft 
during Q2, 17% above the 
10-year average. Despite 
healthy take-up levels there 
was only one deal over 100,000 
sq ft in Q2 in which WeWork 
acquired 141,200 sq ft at 125 
Shaftesbury Avenue, making 
further inroads into the West 
End market. The second 
largest deal of the quarter was 
at LSQ London where 70,900 sq 
ft was let to Hearst Magazines. 
All other deals were below 
50,000 sq ft.

Demand was driven by the 
business services sector, which 
accounted for 37% of take-up 
in Q2 followed by the creative 
industries (31%) and banking 
and finance (16%).  The two 
largest deals by WeWork and 
Hearst Magazines account for 
the high take-up by business 
services and the creative 
industries. The creative 
industries also had the largest 
number of deals with 33 
transactions recorded in Q2.

Under offers in the West End 
were at their highest level on 
record at 1.4 m sq ft, making 
up the largest proportion 

of under offers in Central 
London. Two units over 
100,000 sq ft were under offer 
in the West End at the end  
of Q2.

Decrease in availability

Availability decreased by 3% 
in Q2 to 4.5m sq ft, falling 9% 
below the 10-year average of 
4.9m sq ft. This is largely a 
result of a fall in the availability 
of newly completed space, 
which stood at 701,100 sq ft 
in Q2, a quarterly fall of 25%. 
In contrast, the availability of 
secondhand space increased 
by 4% to 3.2m sq ft and the 

+13%
Take-up
(1.2m sq ft)

–3%
Availability
(4.5m sq ft)

+32%
Under offers
(1.4m sq ft)

Prime rents
(£105 psf)

–5%

availability of early marketed 
space remained steady at 
545,800 sq ft. The West End 
vacancy rate remained steady 
at 3.9%, above the ten year 
average of 3.6%.

A total of 457,100 sq ft of newly 
developed and refurbished 
space completed in the West 
End, of which 88% is already 
let or under offer. A further 
1.4m sq ft of space is currently 
under construction, all of 
which is due to complete by 
2019 and 32% of which is 
already let or under offer. 

Core prime rents fall 

Core West End prime rents 
fell by 5% in Q2 2017 to 
£105.00 psf from £110.00 psf 
reflecting the current uncertain 
conditions in the market and 
lack of jobs growth in specialist 
finance. Rental falls did 
however serve to keep market 
activity steady. Some markets 

Figure 6: Sector structure of West End take-up, Q2 2017
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OUTLOOK  
Further rent falls are expected this year and 
next and rent frees will continue to move out. 
Demand is likely to slip as jobs growth slows. 
In addition, the new business rates have 
increased occupational costs. Areas where 
headline rents are highest are expected 
to be the worst affected as occupiers seek 
value; this will benefit surrounding areas 
such as Paddington that continue to profit 
from competitive pricing and low levels of 
availability.  

performed more strongly than 
others with rents remaining 
steady in Soho and North of 
Oxford Street West and East 
along with Knightsbridge, 
whilst rising in Paddington. 
The rent free period on a 10-
year lease moved out by one 
month to 22-24 months from 
21-24 months in Q1.

WEST END  
OFFICE 
LEASING

London Q2 2017
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Take-up in the Southbank rose to 478,500 sq ft from 70,600 sq ft in Q2. 
Under offers also climbed to 245,800 sq ft up 35% on last quarter while 
availability fell by 9% to 823,400 sq ft. Prime rents remained unchanged 
at £62.50 psf in Q2.

OUTLOOK  
Availability in Southbank remains low relative to historic 
levels and there is a limited development pipeline 
over the next three years. However, lower office based 
employment will limit demand and rents are forecast to 
fall this year and in 2018. 

Southbank take-up falls

Take-up rose to 478,500 sq ft 
in Q2 which was 117% above 
the 10-year average of 220,700 
sq ft. Take-up was dominated 
by WeWork’s 283,500 sq ft 
prelet at Almacantar’s Two 
Southbank Place, in what will 
be WeWork’s third office in 
Southbank. In total there were 
nine deals above 10,000 sq ft; 
the second largest transaction 
was to Bazalgette who took 
32,000 sq ft at the Cottons 
Centre, followed by King’s 
College who took 26,200 sq ft 
in Europoint, 5/11 Lavington 
Street.

During Q2 the business 
services sector took 76% 
of space with three deals 
to serviced office occupiers 
making up the bulk of space. 
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Figure 7: Southbank take-up and availability

 Take-up (12 month rolling)
 Availability

+578%
Take-up
(0.5m sq ft)

–9%
Availability
(0.8m sq ft)

+35%
Under Offers
(0.2m sq ft)

Prime rents
(£62.50 psf)

0%

Looking ahead 1.9m sq ft is 
due to complete between 2017 
and 2020, 59% of which is let.

Prime rents unchanged

Prime rents remained 
unchanged in Q2 at £62.50 psf. 
Rent free periods remained 
consistent at 22-24 months 
after increasing last quarter.

SOUTHBANK  
OFFICE 
LEASING

The manufacturing, industrial 
& energy sector’s share was 9% 
followed by 8% for the public 
sector. 

Under offers were 19% above 
average in Q2. The largest 
under offer is 84,600 sq ft 
at One Embassy Gardens 
in Battersea. The ongoing 
redevelopment of Battersea 
and the wider area will see it 
emerge as a commercial hub, 
increasing leasing activity in 
the area. 

Availability falls

Availability fell by 9% to stand 
at 823,400 sq ft in Q2 2017, and 
remains 13% below the 10-year 
average.

This fall was mainly due to a 
decrease in the amount of new 

space from 211,100 sq ft to 
171,000 sq ft (-19%) and early 
marketed space from 217,500 
sq ft to 187,900 sq ft (-14%). 
The availability of secondhand 
space, which makes up 56% 
of available space remained 
steady at 464,400 sq ft. The 
vacancy rate decreased to 3.5% 
from 3.7%. 

Southbank’s pipeline of 
speculative space remains 
constrained with 76% of the 
1.5m sq ft under construction 
space already let or under offer. 
The majority of committed 
space and the largest under 
construction unit is the 
Battersea Power Station 
development due in 2020 
and let to a US tech company. 
Union House totalling 20,000 
completed this quarter, which 
is 21% let.

1110
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Take-up rose by 21% to 306,300 sq ft, although it remained below the 
10-year average; under offers rose to stand at 387,200 sq ft. At the 
same time, availability fell by 10% to 1.5m sq ft. Prime rents in Holborn 
remained at £67.50 psf whilst prime rents in King’s Cross rose from 
£76.50 psf to £77.50 psf.

OUTLOOK  
Prime rents remained steady 
in Holborn but rose in King’s 
Cross reflecting low levels 
of available space. Looking 
forward, we expect rents to 
fall as weaker employment 
growth forecasts translate 
to less demand for space. 
Occupiers are likely to 
become more cost sensitive 
and therefore Holborn is 
likely to prove more resilient. 
However, the supply pipeline 
is relatively constrained 
in 2018-2020, which will 
provide some insulation for 
Midtown against negative 
pressure on rents.

+21%
Take-up
(0.3m sq ft)

–10%
Availability
(1.5m sq ft)

+32%
Under offers
(0.4m sq ft)

Prime rents
(£77.50 psf)

+1%
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Figure 8: Midtown take-up and availability

Source: CBRE Research, 2017

 Take-up (12 month rolling)  
 AvailabilityMIDTOWN  

OFFICE  
LEASING

Boost to take-up and above 
trend under offers

For the second quarter in a 
row take-up and under offers 
increased in Midtown. Take-up 
increased in Q2 to 306,300 
sq ft, 21% higher than the 
previous quarter, but 14% 
lower than the 10-year average 
of 358,100 sq ft. The two 
standout transactions of the 
quarter were 93,900 sq ft let 
to Framestore at 28 Chancery, 
the largest creative occupier 
transaction in Central London, 
followed by a 44,000 sq ft 
letting at Lacon London to 
Industrial Light & Magic (ILM). 

The Framestore and ILM 
acquisitions - both special 
effects studios - contributed 
to the creative industries’ 70% 
share of Q2 take-up, sitting 
alongside the traditional 
professional industries with 
a 13% share. These deals also 
reflect Midtown’s broadening 
occupier base.

Under offers increased in Q2 
to stand at 387,200 sq ft, 32% 
higher than in Q1 and 36% 
above the 10-year average. 
The numbers were driven by 
an above average number of 
units under offer, there were 
38 transactions in the pipeline 
compared with an average of 
31 - a good sign of confidence 
in the market and pointing to 
strong take-up in Q3. 

Availability decreases but 
remains above average

Due to the rise in space under 
offer and healthy levels of 
take-up, availability decreased 
in Q2 to 1.5 m sq ft, although 
it remained 7% above the 
10-year average of 1.4m sq ft. 
The majority of available space 
is secondhand (0.9m sq ft) 
although this fell by 17% over 
the quarter. Newly completed 
space also decreased falling 
to 216,800 sq ft (-27%). Early 
marketed space increased 
to 402,100 sq ft (+27%). The 
vacancy rate fell from 5.1% to 
4.2%, but was above the 10-
year average of 3.6%.

New space coming to the 
market remains tight with 
only 241,300 sq ft of new space 
completed in Q2 across three 
schemes, all of which are 
prelet, the largest of which was 
Building R7 in King’s Cross 
at 150,600 sq ft. 2.4m sq ft is 
due to complete between 2017 
and 2020. 1.3m sq ft is under 
construction in Midtown of 
which 33% is already let or 
under offer. 

Prime rents steady in 
Holborn, rises in King’s 
Cross

As a result of low levels of 
available space and rising 
local demand, prime rents in 
King’s Cross rose to £77.50 
psf from £76.50 psf whereas 
in Holborn rents remained at 
£67.50 psf. The rent free period 
on a 10-year lease in King’s 
Cross moved out slightly from 
21-24 months to 22-24 months. 
In Holborn, the rent free 
remained at 22-24 months.

13
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Docklands take-up rose by 39% in Q2 to 45,100 sq ft, albeit from a low base. Under offers fell by 
26% to 37,000 sq ft, and availability decreased slightly to 1.3m sq ft (-4%), but remained above 
the 10-year average. Prime rents remained unchanged at £48.00 psf.

Figure 9: Docklands take-up and availability

OUTLOOK  
Rents in Docklands have remained flat 
despite London’s relatively weak economic 
outlook. Looking forward, we anticipate 
marginal decreases in the prime rent in the 
short to medium term before rents begin to 
rise again. The relative value provided in 
Docklands compared with Central London 
markets, along with the diversification of 
the tenant base, is likely to provide the 
market with a certain degree of resilience.
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 Take-up (12 month rolling)  
 AvailabilityDOCKLANDS  

OFFICE 
LEASING

Take-up subdued

In a market often characterised 
by large deals, the absence of 
any major lettings in Q2 meant 
take-up remained subdued at 
80% below the 10-year average 
of 224,100 sq ft. The largest 
deal of the quarter was at Quay 
House where 17,000 sq ft was 
let on a short term lease. 

The deals that did take place 
demonstrate the ongoing 
diversification of the tenant 
base within the Docklands 
market. Over the last 12 
months, banking & finance, 
the traditionally dominant 
sector, has accounted for just 
2% of take-up in Docklands, 
compared to the 10-year 
average of 43%. 

At the end of Q2, under offers 
in Docklands were below 
average at 37,000 sq ft.

Availability falls to average 
levels

Availability in Docklands 
fell in Q2 to 1.3m sq ft, 
consistent with the 10-year 
average. Secondhand space 
comprised the majority of 
availability, on a par with last 
quarter at 1.0m sq ft.  Newly 
completed space, made up 
of previously unoccupied 
space at 5 Churchill Place and 

new space at The Columbus 
Building, decreased slightly to 
309,400 sq ft (-5%). As in Q1 
there was no early marketed 
space available in Docklands. 
The lack of new space partly 
explains the low take-up this 
quarter. The vacancy rate fell 
from 5.4% to 5.3%, remaining 
below the 10-year average 
of 5.7%. The Canary Wharf 
vacancy rate stood at 4.5%.

There were no development 
completions in Docklands in 
Q2. Two developments are 
due to complete in 2018; The 
Cabot at 200,000 sq ft and R2 
Republic at 100,000 sq ft, both 
are speculative refurbishments 

set to increase the pool of 
quality refurbished stock 
available in the area. In total 
1.5m sq ft is due to complete 
by the end of 2020, of which 
345,500 sq ft (23%) is let. 
There are four schemes under 
construction in Docklands; 
HQ at 5 Bank Street, 15 Water 
Street, 20 Water Street and The 
Cabot.

Prime rents unchanged

Prime rents remained 
unchanged in Docklands at 
£48.00 psf, whilst rent frees 
moved out to 24-27 months 
from 24 months on a 10-year 
lease.

+39%
Take-up
(45,100 sq ft)

– 4%
Availability
(1.3m sq ft)

–26%
Under offers 
(37,000 sq ft)

Prime rents
(£48.00 psf)

0%
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LONDON  
LAND SALES

Figure 10: London land sales
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Figure 11: 12 month total London 
land sales by purchaser type
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Source: CBRE Research, 2017

£722m of development land transacted in London in Q2 2017, in the strongest quarter since before 
the EU referendum. This represents a dramatic 48% increase on Q1. Overseas developers have 
been particularly active, focusing on large lot sizes for mixed-use development. There remains a 
substantial £1.5bn of land in the pipeline expected to complete by the end of the year.

+48%
Volume of land sales
(£0.7bn)

+48pp
Foreign buyers
(83%)

+4pp
Residential conversion
(59%)

Strong completion levels

A total £722m of development 
land sales completed in the 
second quarter of the year, a 
substantial increase of 48% 
on Q1. Three deals in Q2 were 
above £100m. The quarter on 
quarter increase was driven 
by a greater number of deals 
above £100m, three deals 
in Q2 compared with none 
completing in Q1. Political 
uncertainty acted as a drag 
on development land sales 
during 2016, but the rebound 
in activity during H1 2017 
demonstrates the re-emerging 
appetite for development land 
in London.

The two most significant deals 
of the quarter were similar 
in nature - both were over 
£150m and involve sites for 
mixed use development in 
Southbank. The first site, in 
the Vauxhall, Nine Elms and 
Battersea opportunity area 
was purchased by Chinese 
developer R&F properties for 
a residential led mixed-use 
development. This follows the 
company’s purchase of Queens 
Square Croydon in Q1 for 
£59m, another residential led 
development opportunity. The 
second site, One Waterloo, was 
purchased by the developer 
HB Reavis with planning 
permission for a c.950,000 sq 
ft speculative office led mixed 
-use development.

High levels of activity 
forecast for year end

Looking forward, the sales 
pipeline remains strong, 
with a substantial amount 
of land either under offer 
or exchanged. At the end of 
Q2 it is estimated there is 
another £1.5bn in the pipeline, 
significantly higher than the 
£602m estimated at the end 
of Q4 2016 (based on quoting 
prices). The sale of New 
Covent Garden Market, which 
recently exchanged contracts 
to Chinese conglomerate and 
property developer Dalian 
Wanda for £500m, is expected 
to help define this year’s 
market when it completes.

OUTLOOK  
Looking forward, we expect land sales across 
London to remain above average for the 
remainder of 2017. Overseas investors will 
continue to take advantage of current market 
conditions whilst also capitalising on the current 
exchange rate. Both international and domestic 
developers are seeking sites in Central London, 
particularly in the West End where lot sizes 
are typically smaller, but supply is markedly 
constrained. 

 Q1
 Q2
 Q3 
 Q4 

Mixed-use and alternative 
development continues

As in Q1 almost all the land 
purchased in Q2 is intended 
for mixed-use development, 
both office and residential, 
with many located in areas 
earmarked for large scale 
regeneration. 

It also reflects greater caution 
in current market conditions, 
with developers looking for 
opportunities in a diverse 
range of sectors rather than 
focusing on one area in 
particular.

London Q2 2017
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Office investment transactions totalled £3.1bn in Q2 2017, down on Q1’s 
record levels. Overseas investors represented the highest proportion of 
investment once again. Prime yields remained at 4% in the City and 3.75% 
in the West End. The weight of money targeting London office investments 
rose to £39.5bn.

–39%
Investment volumes
(£3.1bn)

–9pp
% Foreign buyers
(71%)

Available stock
(£2.75bn)

–31%

Average CL prime yields
(4.0%)

0bps

Strong first half of the year

Investment turnover in Q2 
2017 was £3.1bn, significantly 
lower than the heightened 
levels seen in Q1 (£5.1bn). 
This took the H1 2017 total 
to £8.2bn, 13% ahead of the 
same period last year. Once 
again investment volumes 
were driven by large lot-sized 
deals. A total of 25 deals of 
£100m or larger transacted 

Management). Asian investors 
represented the second highest 
proportion of investment 
at 26%, led by the £310m 
purchase of 20 Gresham Street 
by the Hong Kong based 
investor China Resources 
Land. 

At the end of Q2, there was 
a total of £39.5bn of equity 
targeting London office 
property. Investor appetite is 
especially strong for buildings 
let on long leases to a tenant 
with a strong covenant. With 
high levels of demand we 
expect to see a number of 
off market transactions as 
investors view this as a good 
opportunity to profit-take. In 
addition, there is a high level of 
stock under offer which should 
support investment volumes 
for the rest of the year. 

Stock at low levels

Stock levels fell to c. £2.75bn 
in Q2 from c. £4bn at the 
end of Q1 2017. Investment 
availability is concentrated 

Figure 12: Investment transactions  
by purchaser, Q2 2017

Asia

USA / Canada

Middle East

UK Institution

European

UK Property Company

UK Private

UK Other

Overseas Other

26%

5%

1%

6%

36%

4%

9%

3%

10%

Source: CBRE Research, 2017

in H1. By contrast there were 
19 deals over £100m in the 
corresponding period in 2016.

Overseas investor activity 
still high

For the 15th quarter in a row, 
overseas buyers accounted 
for the largest proportion of 
investment, representing 71% 
of all transactions. Overseas 
investors’ appetite for big 

ticket assets was exemplified 
by the fact that all the five 
largest transactions were to 
overseas investors. For the first 
time since Q2 2012, European 
buyers were the most active 
investor type in Central 
London, accounting for 36% 
of all transactions. These 
included the two largest deals 
of the quarter: Cannon Place 
(£485m to Deka) and Bankside 
2&3 (£310m to Deutsche Asset 

in the City (c. £2bn) with just 
£750m of available stock in the 
West End. 

The sell side was dominated 
by domestic vendors. A total 
of £2.1bn of Central London 
office investment stock was 
sold by UK based vendors, 
accounting for 70%. This trend 
has been particularly evident 
since the EU referendum, with 
domestic vendors outstripping 
overseas vendors in each of the 
last six quarters. 

Prime yields stable 

Prime yields held firm across 
Central London as the weight 
of demand strengthened. 
Prime City yields ended Q2 
2017 at 4%, with West End 
prime yields standing at 
3.75%. The continued weight 
of overseas money targeting 
London combined with low 
levels of supply should support 
pricing. 

CENTRAL
LONDON 
OFFICE  
INVESTMENT

London Q2 2017
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City investment volumes totalled £1.3bn in Q2, a fall on the previous 
quarter and the corresponding period in 2016. European investors 
led the way in Q2 accounting for 37% of all transactions by volume. 
Investment availability fell to £2bn. Prime yields remained at 4%.

–45%
Investment volumes
(£1.3bn)

–13pp
% Foreign buyers
(79%)

Available stock
(£2bn)

–27%

City prime yields
(4.0%)

0bps

 Total 
 Four quarter average

Source: CBRE Research, 2017

Figure 13: City office investment transactions
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Investment volumes drop  
to £1.3bn

City investment volumes fell 
to £1.3bn from the heightened 
levels seen in Q1 (£2.4bn). 
This represents a year-on-
year fall of 26%. Only 17 
deals completed during the 
quarter, significantly lower 
than the previous quarter (28).
Despite this, there were four 
deals of £100m or larger - the 
same amount as in Q1. The 
largest deal of the quarter saw 
Deka acquire Cannon Place 
for £485m. On a year-to-date 
basis, the City investment total 
reached £3.7bn, 22% up on the 
corresponding period last year. 

Overseas investors lead  
the way

Transaction volumes were once 
again dominated by overseas 
investors, representing 79% of 
the total. European and Asian 
investors were particularly 
strong representing 38% and 
37% of turnover respectively. 

The Deka deal at Cannon Place 
accounted for the entirety of 
European investment in the 
City in Q2. There were two 
deals of over £100m to Asian 
investors - the £310m purchase 

by China Resources Land of 
20 Gresham Street and Ho Bee 
Land’s £129.3m purchase of  
67 Lombard Street.

Overseas investors look likely 
to dominate the market in 
the coming months, driven 
by the City’s attractive pricing 
relative to other European 
and domestic centres and the 
availability of large lot-size 
buildings. 

Drop in stock levels

Investment availability levels 
in the City fell by £750m to 
£2bn at the end of Q2 2017. 
However, this figure does not 
include stock which is being 
offered on an off-market basis 
nor buildings currently under 
offer.

Prime City yields unchanged

Prime City yields held firm 
at 4% in Q2 having moved 
in by 25bps at the end of the 
previous quarter. High levels of 
demand are likely to support 
pricing in the near future, with 
no change forecast before the 
end of the year. 

CITY  
INVESTMENT

London Q2 2017
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WEST END  
INVESTMENT
Investment volumes fell to £1bn in Q2 after a very strong Q1. Overseas 
investors represented the highest proportion of buyers, with the sell-side 
being dominated by UK-based vendors. Prime yields remained at 3.75%. 
Availability remains low, which may constrain investment volumes in the 
coming months. 
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Figure 14: West End investment transactions

–54%
Investment volumes
(£1.0bn)

–12pp
% Foreign buyers
(58%)

Available stock
(£750m)

–35%

West End prime yields
(3.75%)

0bpsWest End investment 
volumes £1bn

Investment in the West End 
fell from the heightened 
levels seen in Q1, with £1bn 
transacted over the course of 
the quarter. This represents 
a quarterly fall of 54%. 
Investment transactions for 
the first half of 2017 totalled 
£3.3bn compared with £2.8bn 
in the first half of 2016.

A total of 13 deals transacted in 
Q2, significantly down on the 
27 seen in Q1. There were nine 
deals of £100m or larger in Q2, 
compared with seven in the 
corresponding period in 2016. 

Stock levels depleted

Transaction levels remain low 
due to low levels of investment 
availability. At the end of Q2, 
there was £750m of stock 
available in the West End, 
down on the previous quarter 

(£1.15bn). We expect demand 
to remain high, especially for 
long-income prime assets. 
With availability low and 
demand high, it is likely that 
off-market transactions will 
drive the market in the coming 
months. 

Overseas investors 
represent highest share

Overseas investors represented 
the largest proportion of 
total investment in the West 
End in Q2 at 58%. This 
represents quite a large fall 
on the previous quarter, when 
overseas investors accounted 
for 70% of transactions. 

The largest transaction of 
the quarter saw Chinese 
Estates Group acquire 11-12 
St James’s Square for £175m 
from the Malaysian Employees 
Provident Fund. Asian 
investors accounted for 31% 
in total.

UK-based investors represented 
the largest single group of 
investors by volume in Q2 at 
42%. The largest investment 
sale to a UK-based purchaser 
was a £130m portfolio sale 
to Weybourne Partners, the 
family office of Sir James 
Dyson, followed by the 
purchase of 27 Knightsbridge 
for £110m by Motcomb. 

On the sell side, once again 
the majority of sellers in Q2 
came from the UK (79%), 
with UK property companies 
and UK institutions taking 
advantage of favourable market 
conditions. 

Prime West End steady  
at 3.75%

Prime West End office yields 
remained at 3.75% in Q2. High 
levels of demand and low levels 
of prime stock availability 
should see pricing remain 
stable in the near-term. 

The Property Perspective London Q2 2017
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end of the street. Further 
north, Sandro have started 
fitting out their new store at no 
137-139, formerly Swarovski, 
whilst ASICS have taken the 
former French Connection 
store close to Oxford Circus, 
relocating from Argyll Street.

Bond Street

The art and antiques section 
of the street, between Conduit 
Street and Grosvenor Street, 
has seen more activity in the 
second quarter of this year 
than for a number of years. 

This has been driven by a 
number of relocations on the 
street including Anne Fontaine, 
Cornelliani, Smythson and 
Hublot. This movement has 
assisted several new entrants 
coming onto the street 
including Pomellato, Azzedine 
Alaia and Paneria. Further 
movement is anticipated. The 
effect on rental tone has been 
a positive one with headline 
rentals in this section now 
reaching close to £1,400 Zone A 
(ZA), an increase from £1,150.

Rents rise in prime locations

Rents continue to nudge 
up in the most sought after 
locations, albeit the larger 
landowners are often looking 
for quality and variety of use 
over rent maximisation in 
order to increase pitch appeal 
and dwell time. Rent free 
periods have crept up from 
3-6 months to 6-9 months and 
tenant breaks at year five or 
shorter leases have become 
much more commonplace as 
retailers seek to de-risk deals. 

Fitness & Leisure and 
restaurants continue to 
thrive

The fitness & leisure sector 
thrived with many operators 
competing for space in 
both prime and secondary 
locations. The popularity of 
fitness operators including 
Barry’s Bootcamp, 1 rebel, 
KX and Psycle shows no sign 
of abating. They continue to 
acquire new units along with 
smaller operators specialising 
in boxing, pilates and yoga. 
The restaurant market also 

remains buoyant, the best 
sites attracting multiple offers, 
particularly where available 
on new leases for 15 years + 
without premiums. 

Regent Street 

On Regent Street, L’Occitane 
are relocating to a new 6,500 
sq ft flagship in the former 
Coach store at no 74-76. The 
new store will be their largest 
in the UK and incorporates a 
large first floor trading area 
with beauty treatments, further 
strengthening the southern 

The first half of 2017 has seen an increase in the number of retailers 
seeking to consolidate their portfolios, increasing supply and helping 
redress the imbalance between supply and demand. Despite political 
and economic uncertainty, demand has remained robust for well 
configured units on prime streets and retailers continue to recognise the 
importance of flagship stores as part of an omni channel offer. However, 
significant increases in occupational costs resulting from rent reviews, 
lease renewals and the business rates revaluation has led to selective 
disposals. Landlords are also becoming increasingly pragmatic about 
achievable rents and the need to offer more flexible lease terms. 

+0.5%
CL footfall
(y-on-y to June 2016)

+17%
CL retail sales
(y-on-y to June 2016)

Address Tenant Landlord Size (sq ft) Rent per annum Lease type

11b King Street Bose Capco 1,580 Confidential New Lease

22/24 Duke of York Square Aesop Cadogan Estates 1,100 Confidential  New Lease

61 Brompton Road All Saints Chelsfield 3,227 Confidential New Lease

295 Oxford Street Simit Sarayi Best Seller 843 £650,000 New Lease

5 Carlos Place Matches Grosvenor 5,000 Confidential New Lease

Central London retail deals, Q2 2017

Chelsea

The second quarter of 2017 
has been a busy time for 
the submarket. The Chelsea 
Flower Show continues to 
go from strength to strength 
bringing additional footfall 
and sales to the area. Pavilion 
Road welcomed the opening of 
Granger & Co restaurant, and 
the street will soon be joined 
by The Roasting Party coffee 
shop and a vegan café within 
the last remaining garages.  

Figure 15: Central London prime retail rents, Q2 2017

Source: CBRE Research, 2017

Figure 15: Central London 
prime rent, Q2 2017 
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       Increase on Q1 2017 
     No increase on Q1 2017

The final unit within the 
George House development at 
129 Sloane Street is understood 
to have exchanged with a 
luxury brand, rumoured to 
reflect just over £450 ZA.

Covent Garden 

Capco have followed on from 
a strong first quarter with 
several new openings across 
the Estate, including luxury 
eyewear brand Linda Farrow 
at 11 Royal Opera Arcade, and 

Bose who have opened their 
latest concept store at 11b 
King Street. Henrietta Street 
is set to undergo a further 
transformation over the next 
12 months, and has recently 
welcomed the opening of The 
Oystermen who will soon 
be joined by artisan coffee 
operator Host.

CENTRAL 
LONDON  
RETAIL 
LEASING

London Q2 2017
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London retail investment volumes are at their lowest levels since 
Q1 2013. Pricing remained stable despite a mixed picture for the 
occupational market. Bond Street prime yield

Regent Street prime yield

2.3%

2.8%

Oxford Street prime yield

2.5%

Central London Retail Investment

Asian

Estates

EU

Funds & Institutions

Middle Eastern

Private

PropCos

US and Canada

Figure 16: Central London retail investment
transactions by purchaser type, Q2 2017
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Key investment transactions, Q2 2017

Address Key tenants Capital value £m Yield / £psf

263-269 Oxford Street,  
1, 2-4 Princes Street

Vacant Possession £120m £2,158

18 Conduit Street Vivienne Westwood £7m 2.9%

5 West Street The Ivy Confidential Confidential

9-11 Langley Court Paul Smith Confidential 2.3%

37 Floral Street Radley £5.5m 2.5%

–20%
Investment volumes
(£250m)

+103%
Available stock
(£580m)

Drop in number of large 
transactions

London retail transaction 
volumes for H1 2017 are 50% 
down on the five-year trend. 
This is the result of fewer large 
transactions than usual; only 
three retail properties above 
£50m have been sold this year.
Across all lot sizes, the total 
number of transactions is 
down 16% when compared 
to the five-year average. In 
part, this subdued activity is a 
consequence of valuable trophy 
assets being held long-term by 
some investors.

Strong pricing for sub £20m 
assets

Pricing achieved through 
competitive bidding on the 
smaller lot sizes continues 
to demonstrate very strong 
interest in the London market 
from high net worth private 
investors. 80% of transactions 
(by number) year to date were 
sub £20m lot sizes.

Investors continue to pay low 
net initial yields for these 
prime assets. Of note is the 
acquisition of 18 Conduit 
Street by Thor Equities for 
£7m, a net initial yield of 
1.67%.

Market driven by special 
purchasers

In the context of limited 
supply, transactional activity 
is being driven by special 
purchasers, who accounted for 
60% of volumes for the first 
half of the year. This included 
The Crown Estate and Norges 
Bank Investment Management 
who consolidated their interest 
in 263-269 Oxford Street and 1, 
2-4 Princes Street. £120m was 
paid for the predominantly 
vacant properties which form a 
strategic gateway to the Regent 
Street Estate. 

Other special purchasers 
included Capco who continued 
to grow their Covent Garden 
Estate with the acquisition of 
37 Floral Street for a yield of 
2.5%. The low net initial yield 
reflects not only the small 
lot size of £5.5m but also the 
growth potential of the asset 
given Capco’s active asset 
management strategy in this 
location.

The London Estates are 
amongst the most active 
buyers 

The profile of London retail 
buyers is less varied than 
in previous years, with the 
London Estates and Asian 
investors representing 70%  
of volumes year to date. Funds 
were the most active sellers 
for the first half of the year 
accounting for over 60% of 
sales by volume.

OUTLOOK  
With over £230m under 
offer and a further £350m 
available to buy, we expect 
stock levels to increase and 
subsequently activity to pick 
up towards the end of the 
year. Yields are expected to 
maintain at current levels.  

CENTRAL 
LONDON  
RETAIL 
INVESTMENT
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Central London house price growth remained positive at 2.1% in Q2*, despite a slowdown in 
transaction volumes. However, a pick-up in construction starts signals continued confidence in the 
new-build market.

 +2.1%
CL house prices

 –4.3%
CL rents

Units
Development starts

1,970

CL sales volumes

*3 months to May 2017

 –16.6%

Central London sales 
volumes down

Activity slowed in Central 
London, with sales volumes 
down 16.6% over the 
quarter. This performance 
is in line with the Greater 
London market, where sales 
volumes fell by 17.8% over 
the same period. Whilst this 
partly reflects seasonality, 
transactions remain well below 
historic averages as the effects 
of previous changes to stamp 
duty continues to deter buyers, 
particularly at the top end of 
the market. 

Absorption of new stock in 
Central London remains 
stable

The off-plan sales rate 
remained stable in Q2, 
with 52% of all units under 
construction in Central 
London already sold. Most 
areas saw absorption rates 
improve, with the exception 
of Hammersmith & Fulham, 
and Westminster, where rates 
declined. However, this is 
partly explained by one large 
scheme starting construction 
in each of these boroughs, 
where the majority of units 
are yet to be launched. Across 
Greater London, the off-plan 
sales rate was slightly higher at 
57%, also stable compared to 
last quarter. 

Price growth positive

Despite the fall in sales 
volumes, price growth 
remained positive at 2.1% 
over the quarter, bringing the 
Central London average house 
price to £962,900. Once again, 
Kensington & Chelsea led with 
prices up 6.2%. Price growth 
year-on-year picked up to 6.6% 
in Central London, driven 
partly by renewed interest 
from international buyers. 
In contrast, year-on-year 
house price growth in Greater 
London slowed to 3%, from 
4.7% last quarter. 

Figure 17: Average new build price, £ per sq ft

Source: Molior, 2017
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OUTLOOK  
Despite subdued activity levels  
across the market as a whole, the  
new-build market remains strong. 
Sales volumes have partly been 
boosted by help-to-buy since February 
last year when the equity loan for 
London was increased to 40%; we 
expect this to continue to help support 
the Greater London market. There 
have been fewer home movers 
recently, which means less  
secondhand stock coming on to 
the market. As a result we have 
seen a rise in interest for new-build 
properties. Our latest forecasts 
suggest house price growth of 4% this 
year in Greater London, followed by 
a slowdown in house price growth in 
2018 and a subsequent pick-up in 
2019. 

The average price of new-
build stock in Central London 
remained stable at £1,650 psf, 
and compares with £918 psf on 
average for Greater London.

London rents decline 

Asking rents fell by 4.3% in 
Central London in Q2. Rents 
declined in all areas, except 
Islington which posted a 
quarterly increase of 1.9%. 
In Greater London, asking 
rents were down 1.3% on the 
previous quarter and by 4.7% 
year-on-year. 

Construction activity up

Activity in the residential 
development market picked 
up in Q2. Eight schemes 

totalling 1,970 private units 
started construction, including 
White City Living and West 
End Gate by Berkeley Homes. 
Meanwhile, construction 
completed on seven schemes 
totalling 606 private units. As 
a result, there are now 23,000 
units under construction in 
Central London. 

A similar trend played out 
in Greater London, where 
private new starts (7,000 units) 
outweighed completions (4,900 
units) in Q2. This brought the 
total number of schemes under 
construction to 548 which will 
eventually deliver over 95,000 
private units to the market. 

CENTRAL 
LONDON  
RESIDENTIAL
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Figure 18: Inner London - Hotel supply pipeline to 2020

Source: AM:PM Hotels, 2017
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London hotels performed strongly in Q2, despite terror attacks and an 
increase in openings. Room revenues increased by 12.2% year-on-year. 
The weak pound continues to attract international travellers, which has 
allowed hoteliers to drive growth in average rates. 

+12.2 %
RevPAR
Rooms revenue per 
available room

+9. 5 %
TrevPAR
Total revenue per 
available room

+14.2 %
GOPPAR
Gross operating profit
per available room

Source: HotStats 2017, H2 2017, 

y-o-y % change

Robust performance in Q2

A 12.2% increase year-on-
year in rooms revenue is 
particularly good considering 
that 3,861 new rooms have 
entered the market since 
the start of the year. Gross 
operating profit was up by 
14.2% year-on-year in Q2, 
outpacing growth in revenues 
and suggesting greater 
efficiency in the sector. 
However, London’s hotel 
operators should be prepared 
for rising operating costs as 
inflationary pressures increase. 

There is no clear evidence 
yet that the terrorist attacks 
in June have impacted hotel 
operating performance. Whilst 
a lag is usually observed 
between any such event and a 
fall in trading, London’s hotel 
market is expected to bounce 
back relatively quickly.

City Fringe experiences a 
surge of hotel openings 

13 new hotels opened in 
London in Q2. London’s 
City Fringe, particularly 
the Shoreditch area, has 
experienced a surge of 
hotel openings where more 
developments are in the 

CENTRAL
LONDON  
HOTELS

OUTLOOK  
The weak pound will continue to benefit 
London’s international tourists. However, 
Brexit negotiations remain of concern and 
discussions around immigration will be crucial 
as London’s hotel industry is highly dependent 
on an international workforce. Operational 
cost inflation is expected to temper further 
improvements in hotel profit conversion in 
2017.

Build cost inflation also presents a challenge to 
developers; however, London’s high operating 
performance levels continue to make hotel 
projects appear viable.

Following the area’s lucrative transformation, 
many developers and investors are asking 
‘Where is the next Shoreditch?’ leading to a 
growing hotel pipeline in peripheral locations 
such as Tower Hamlets and Haringey.

pipeline. This is partly 
due to site availability and 
lower development costs 
compared with central and 
West End locations. Ongoing 
gentrification and increasing 
popularity with visitors also 
plays a factor. Capitalising on 
the area’s growth as a business 
district, The Curtain, a new 
120-room hotel and members’ 
club will include co-working 
space.

London-based Soho House 
& Co and New York’s Sydell 
Group have joined forces to 
create The Ned, a 252-bedroom 
hotel and private members’ 
club in the former Midland 

Bank building next to Bank 
station. The space includes 
nine restaurants, a range of 
men’s and women’s grooming 
services and ‘Ned’s Club’, a 
social and fitness club for 
members. 

At the budget end, Whitbread 
opened its latest hub by 
Premier Inn branded asset 
in King’s Cross, adding 
389 rooms to the market, 
coinciding with the 
redevelopment of the area and 
several large office prelets in 
the locality.

A further 37 hotels with a total 
of 4,547 rooms are scheduled 
to open in London before the 
end of 2017. Up to 2020, the 
greatest increase relative to 
existing room stock is expected 
in the City of London (+33%), 
followed by Tower Hamlets, 
Haringey and Wandsworth 
(all at +25%). Westminster 
has the largest pipeline in 
actual terms, with 2,900 rooms 
confirmed. There are 16,000 
rooms confirmed to open in 
London before 2020.

Strong international 
investment appetite

Strong interest from 
international investors 
continued and yields appear to 
have held despite the political 
turbulence encountered in 
recent months. The relatively 
low amount of stock expected 
to come to the market remains 
the only hurdle to considerable 
growth in investment volumes.
Significant deals in Q2 
included the 80 bedroom 
South Place Hotel close to 
Liverpool Street station, 
acquired by China-based 
Tian An China Investments 
Company Limited for  
c. £840,000 per key. The 
property is operated by food 
and beverage experts D&D 
London under an operational 
lease. 

South African Group 
Leeu Collection acquired 
a 100-bedroom site with 
planning at 50-57 Newman 
Street in Fitzrovia for  
c. £80m; a strategic move 
given Fitzrovia’s increasing 
leisure offering and Crossrail’s 
opening at Tottenham Court 
Road. 

The Property Perspective London Q2 2017
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OUTLOOK  
Cost saving is expected to remain a major focus among multinationals in 
2017 and will drive sustained demand for cheaper options in decentralised 
office submarkets. This will be matched by an increase in new decentralised 
office supply due for completion in the short-to-medium term. Supply in 
core submarkets, including the Central CBD, will remain limited.

Office rents in Hong Kong have historically been volatile, due partly to 
short lease terms, which typically last three years. Rents currently stand at 
peak levels but a mild decline is expected as new supply is completed over 
the next 12 months. Rents in Central will likely be more resilient given the 
district’s low vacancy and lack of new supply.

Global City Feature - Hong Kong

The city is firmly established 
as an international financial 
centre and a gateway for global 
capital to access China. Nearly 
3,800 foreign companies have 
established offices in Hong 
Kong over the past 20 years, 
with the number of regional 
headquarters increasing at a 
rate of one every two weeks.

The influx of Chinese 
companies into Hong Kong 
in recent years has spurred 
office demand and resulted in 
low vacancy along with strong 
rental growth. CBRE’s 2017 
Prime Office Occupancy Costs 
(POOC) survey ranked Hong 

GLOBAL CITY FEATURE:

HONG KONG

Hong Kong’s 7.4m population is crammed into a land area of slightly over 1,100 sq km of which 
less than 25% is developed. The city’s economy is driven by the services sector, which accounts for 
93% of total GDP. Of this, 29% comes from finance, insurance, real estate and business services, 
with another 22% from the wholesale, retail, trade, food & beverage and hospitality sectors. 

Kong as the most expensive 
office market in the world. 

Decentralisation as a  
key trend 

Central is Hong Kong’s main 
CBD and has 15m sq ft of grade 
A office stock. Multinationals 
occupy around 60% of grade 
A office space. The banking 
& finance sector is the largest 
occupier, accounting for 
around 50% of leased space.

Strong leasing demand and 
the lack of new supply have 
seen office vacancy in Central 
remain low at an average of 

2.4% since 2014. Rents in the 
district have climbed 27% 
over the same period, pushing 
net effective rents to HKD 128 
psf per month, not far off the 
record high registered in  
Q3 2008. 

High rents have prompted 
a stronger focus on 
decentralisation in recent 
years, particularly among 
multinationals. Hong Kong’s 
small land area and excellent 
transportation infrastructure 
mean that the main peripheral 
office submarkets are less than 
30 minutes from the CBD. 
Buildings in these submarkets 

are generally newer and in 
many cases feature larger 
floorplates compared with 
older buildings in traditional 
core submarkets. 
Occupiers considering 
relocating from core 
submarkets can make 
considerable savings by 
moving to Hong Kong East and 
Kowloon East, where rents are 
only 35% and 25% of those 
in Central, respectively. Space 
availability is another factor 
driving decentralisation, with 
most buildings in the CBD 
reporting near full occupancy 
in recent years. 

The migration of 
multinationals to cheaper 
office submarkets has not 
created occupancy pressure 
for landlords in the CBD, 
where vacancy in most grade 
A buildings remains below 
2.0%. This is because much 
of the space returned by 
multinationals has been 
quickly leased by new entrants 
from China, which now occupy 
around 15% of Grade A office 
space in Central. Chinese 
companies have also spent 
nearly HK$50bn on purchasing 
office buildings for owner 
occupation over the past six 
years.
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Current population

(Ranked 2nd in London Boroughs)

386,500

Population growth  
over next decade

10%

Prime retail rent

£190psf

Office employment structure

of people work  
in the public sector

1/5

Average house price

£365,005

Overground stations
2

Railway stations
15

DLR/Tramlink stations
25

Prime office rents

£33.75psf

Average age

37

Planning Pipeline*

Offices

207,000 sq ft

Retail

1.6m sq ft
Residential

1,563 units

Figure 19: London borough map

Croydon

*Either under constrcution or confirmed
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Much of Croydon’s growing 
popularity can be attributed 
to the large scale regeneration 
of the area; £5.25bn has been 
committed to transform the 
economy and regenerate 
the town centre in a joint 
enterprise between the private 
and public sector, including 28 
new public squares and places 
to compliment large-scale 
retail, office and residential 
expansion. This broad 
rejuvenation aims to draw a 
significant number of young 
professionals to the borough 
who are fast being priced out of 
other areas. 

After suffering from public 
sector job cuts in the recent 
past, Croydon is enjoying 
a renaissance as occupiers 

LONDON FEATURE:

CROYDON
Previously somewhat maligned and overlooked, Croydon is currently undergoing a major facelift. 
As London’s population continues to expand, areas such as Croydon are being given a new lease 
of life. 

migrate from Central London 
locations to take advantage of 
relatively low rents and good 
transport connections. The 
ongoing regeneration acts 
as an additional pull factor. 
Examples include EDF who 
moved their headquarters 
from Victoria, and the The 
Body Shop who moved from 
London Bridge in 2016. Local 
occupier HMRC affirmed 
its commitment to the area, 
taking an 184,000 sq ft 
prelet in the Ruskin Square 
development. Building 2 at 
Ruskin Square (207,000 sq ft) 
is the next office development 
due in the area, in total there 
is 1.5m sq ft with planning 
permission. Interest in the 
Croydon office market has seen 
prime rents increase by 35% 
in the last two years to stand at 
£33.75 psf.

Croydon’s favourable 
transport links and extensive 
retail provision draws 
shoppers from a wide area of 
south London, with future 
residential development 
set to increase the pool of 
local shoppers, particularly 
young professionals with 
high disposable incomes. 
Croydon’s retail offer will 
transform dramatically once 
Hammerson & Westfield’s 
1.5m sq ft retail led scheme 
completes. Boxpark Croydon, a 
temporary installation created 
in conjunction with Croydon 
Council, Schroders and 
Stanhope, has opened in the 
Ruskin Square development. 
Another example of Croydon’s 
transformation, the £3m 
scheme houses a range of 80 
independent food & beverage 

retailers in shipping containers 
and has proved a popular 
addition to the retail mix. 
Westfield and Ruskin Square 
(95,000 sq ft) are the main 
developments set to complete 
in the medium term, although 
there is a total of 2.4m sq ft 
with planning permission. 
Retail prime rents have 
remained stable since 2014 at 
£190 psf ITZA.

The overall improvement of 
Croydon has had a measurably 
positive impact upon the 
residential property market; 
over the last year, average 
house prices have increased by 
3.5% in comparison with the 

London average of 3% after a 
previous period of growth in 
double figures, bringing them 
to £365,005. The borough 
currently has 1,563 units under 
construction, an increase 
of 40% in the last five years, 
including a number of private 
rental schemes (807 units) 
looking to take advantage 
of demand for good quality 
accommodation from young 
professionals.
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