
The real estate market is no exception. 
A heightened level of uncertainty and 
pessimism has been affecting the price 
that investors are willing to pay for UK 
properties across the board, albeit with 
some sectors more heavily affected than 
others. As a result, investment volumes 
have dropped and pricing has moved out 
quite considerably. 

The sectors most affected by this shift 
in investor sentiment are those that 
performed best some 6-12 months 
ago. According to MSCI, industrial 
values have fallen by 16.6% since June 
compared with 7.7% and 8.1% falls for 
offices and retail respectively. In the 
case of retail, it still hadn’t recovered 
from its drawn-out retrenchment over 
the last decade, particularly during the 
pandemic. While the residential property 
sector has remained relatively resilient, 
there’s been a noticeable deterioration 
in sentiment since September. 

Overall, occupational markets have 
remained remarkably resilient, 
particularly for high quality or prime 
stock, and we’re still seeing rental 
growth with pockets of strong 
growth in logistics where the 
fundamentals remain strong.

Quality is key in  
real estate markets
by Kevin McCauley

Investment markets in general have weakened quite significantly 
during 2022, as investors have grown increasingly concerned 
about the global economic slowdown, and by the deteriorating 
economic outlook for the UK. 

As Head of Strategy and Research, 
Kevin works with the RLAM Property 
team to enhance the strategic initiatives 
for the continued growth of the property 
business. Kevin spent 15 years at CBRE 
initially as head of London and South East 
Office Research and eventually head 
of UK Commercial Research.  He also 
spent two periods as acting head of UK 
Research. More recently, he was head of 
Client Strategy and Strategic Projects. 
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advised clients on single asset and portfolio 
strategy and wider strategic decisions.  
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in real estate life science and technology 
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The Crown Estate, CPPIB, CBREIM and 
Blackstone.
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Conditions to get worse 
before they get better
As we look ahead into 2023, our 
expectation is that investment sentiment 
toward property will remain weak. We 
are continuing to see relatively low levels 
of investment volumes, which suggests 
to us that pricing has further to fall. This 
is being reflected in valuations with yields 
seeing some large outward increases 
in October. Compounding this negative 
investor sentiment will be weaker 
occupational demand as a domestic and 
global recession fully takes hold and 
job losses start coming through. We 
are already seeing some early signs of 
weaker occupational demand which will 
lead to rental falls although we expect 
prime assets to show more resilience.

To borrow a football analogy, we see 
2023 as a year of two halves. The first 
half should see a continuation of those 
sentiment-based trends experienced 
over the last few months, as investors 
draw back further. However, we expect 
to see some form of stabilisation in values 
as we move towards the latter part of the 
year or the early part of 2024. 

with their ESG strategy and is a crucial 
consideration when seeking to recruit 
and retain staff. Occupiers now expect 
buildings to be able to satisfy their firm’s 
corporate responsibility strategies 
and demonstrate their sustainability 
and environmental credentials from an 
operational perspective. This theme 
is playing out across all sectors and 
is best satisfied through high quality 
prime buildings. Investors are similarly 
focused on investing responsibly with 
investment decisions guided by ESG 
global benchmarks such as GRESB. 
This is partially being reflected in 
premium pricing as investors look to 
‘future-proof’ new investments. This is 
only likely to become more critical as 
we move through the current cycle.

…as do themes driving 
growth in some areas
Urbanisation remains another core 
theme. We believe that major UK cities, 
including Manchester, Birmingham and 
Bristol, as well as London, will continue to 
see their economies outperform relative 
to the rest of the UK. Agglomeration 
effects – whereby clusters of business 
activity and people thrive due to proximity 
to one another – are one of the main 
drivers of productivity and economic 
growth. The competitive advantages 
of these knowledge hubs will persist 
and serve as one of the key drivers of 
outperformance of larges cities over 
the rest of the UK. 

Another positive trend in the UK is the 
sustained focus on life sciences, most 
notably in mature markets like Oxford 
and Cambridge, but also more recently in 
London. UK cities have a very strong life 
sciences asset base in terms of research 
hospitals, universities and research 
institutions, as well as the availability of 
highly educated staff. Increasingly, UK 
life sciences – thanks in part to a hugely 
‘successful’ pandemic – are benefitting 
from venture capital funding that is helping 
to fund and drive research and innovation. 

Figure 1: Property: MSCI UK Monthly Index – Monthly total returns (%)
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Source: MSCI UK Monthly Index – as at October 2022 
Past performance is not a reliable indicator of future results.

Quality focus remains 
paramount…
There are several themes within 
property markets that will help lead this 
recovery phase, where we expect to see 
increased demand for new, high quality 
space, against a backdrop of limited 
supply of such space. For example, the 
demand for good quality office space will 
continue to gather momentum. Post-
pandemic, employers have sought to 
encourage their workforce back to the 
office by improving the office environment 
in a process that has been described 
as ‘magnetising the workplace’. This 
has involved giving employees a higher 
quality space to work in, making space 
more flexible and adaptable, enhancing 
wellness features such as light, air and 
opportunities for activity, and improving 
internal connectivity within a building. 
These outcomes are best delivered 
through a new or refurbished building.

The growing importance of ESG 
and commitment to net zero carbon 
targets are translating through to the 
demand for higher quality and efficient 
space. For office occupiers, their 
choice of building is closely aligned 
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The dynamics of the life sciences sector 
are compelling, both from an investment 
and an occupational perspective, and 
we see this being reinforced throughout 
2023 and beyond.

Another enduring theme – part-cyclical 
and part-secular – is healthcare. The 
UK population is not just growing, it 
is also ageing. People living longer is 
putting further stress onto existing 
health provision, and there is a notable 
lack of quality fit-for-purpose housing 
and care facilities for the elderly. We 
believe healthcare presents a huge 
repositioning opportunity.

As mentioned, the retail sector has 
experienced significant consolidation and 
repricing for much of the past decade. 
Should 2023 be dominated by recession, 
we expect the sector to continue to be 
buffeted by economic headwinds, leading 
to some modest falls in values and further 
adjustments in rents. That said, while 
much of 2023 is likely to be a period 
of reconsolidation, we expect to see 
good value further out once the sector 
eventually stabilises. 

Focus on the long term
During periods of economic uncertainty, 
we like to remind property investors 
to think beyond the cycle. While capital 
values will fall over the next few months, 
there are long-term, investible trends 
that investors can look to capitalise on. 
Greater demand for higher quality, 
attractive and sustainably built spaces 

“ While much  While much 
of 2023 is likely to  of 2023 is likely to  
be a period of be a period of 
reconsolidation, reconsolidation, 
we expect to see good we expect to see good 
value further out once value further out once 
the sector eventually the sector eventually 
stabilises. stabilises. ”

will increasingly drive occupational 
decisions especially for office occupiers 
and determine where investors choose 
to place their money. Many logistic and 
industrial companies (and retailers 
with a strong multi-channel approach) 
should continue to enjoy the structural 
advantages presented by e-commerce, 
while the life sciences and healthcare 
sectors will benefit from longer-term 
secular trends. These factors give us 
greater optimism for the latter half 
of 2023 and the beginning of 2024.

Figure 2: Multi asset historic returns (% pa)
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Past performance is not a reliable indicator of future results.
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Investment risks
Past performance is not a guide to future 
performance. The value of investments 
and the income from them is not 
guaranteed and may go down as well as 
up and investors may not get back the 
amount originally invested. Changes in 
currency exchange rates may affect the 
value of these investments.

Important information 
For professional clients / qualified 
investors only, not suitable for 
retail investors. This is a marketing 
communication.

This is a financial promotion and is not 
investment advice. Telephone calls may 
be recorded. For further information 
please see our Privacy policy at  
www.rlam.com

The views expressed are those of the 
authors at the date of publication unless 
otherwise indicated, which are subject to 
change, and is not investment advice.

The services being offered hereby 
are being offered on a private basis to 
investors who are institutional investors. 
This document is not subject to and has 
not received approval from either the 
Bermuda Monetary Authority or the 
Registrar of Companies in Bermuda 
and no statement to the contrary, explicit 
or implicit, is authorized to be made in 
this regard. The services being offered 
may be offered or sold in Bermuda only 
in compliance with the provisions of 
the Investment Business Act 2003 of 
Bermuda. Additionally, non-Bermudian 
persons may not carry on or engage in any 
trade or business in Bermuda unless such 
persons are authorized to do so under 
applicable Bermuda legislation. Engaging 
in the activity of offering or marketing 
the services being offered in Bermuda to 
persons in Bermuda may be deemed to be 
carrying on business in Bermuda.

This document is private and confidential 
and only for use by “permitted clients” in 
Canada. This document is for information 
purposes only and is not intended as 
an offer or solicitation to invest. This 
document does not constitute investment 
advice and should not be relied upon as 
such. Royal London Asset Management 
Limited (“RLAM”) is authorized to provide 
investment services in Canada under the 
International Adviser Exemption. 

RLAM’s principal place for business 
is in the United Kingdom, and it is not 
registered as a manager in the provinces 
of Alberta, British Columbia, Ontario, 
and Québec.

Issued in December 2022 within 
Europe (ex-Switzerland) by FundRock 
Distribution S.A. (“FRD”) the EU 
distributor for Royal London Asset 
Management Limited. FRD is a 
public limited company, incorporated 
under the laws of the Grand Duchy of 
Luxembourg, registered office at 9A, rue 
Gabriel Lippmann, L-5365 Munsbach, 
Luxembourg, and registered with the 
Luxembourg trade and companies 
register under number B253257. 
Page 23, FRD is authorized as distributor 
of shares/units of UCIs without making 
or accepting payments (within the 
meaning of Article 24-7 of the 1993 
Law), as updated from time to time. 
FRD is authorised and regulated by the 
Commission de Surveillance du Secteur 
Financier (CSSF). Portfolio management 
activities and services are undertaken 
by Royal London Asset Management 
Limited, 55 Gracechurch Street, London, 
EC3V 0RL, UK. Authorised and regulated 
by the Financial Conduct Authority in the 
UK, firm reference number 141665. 
A subsidiary of The Royal London Mutual 
Insurance Society Limited.

Ref: AL RLAM PD 0155
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Contact us  
For more information about our range 
of products and services, please 
contact us. Royal London Asset 
Management (RLAM) has partnered 
with FundRock Distribution S.A, who 
will distribute RLAM’s products and 
services in the EEA. This follows the 
United Kingdom’s withdrawal from 
the European Union and ending of the 
subsequent transition period, as UK 
Financial Services firms, including 
RLAM, can no longer passport their 
business into the EEA.

Royal London Asset Management 
55 Gracechurch Street 
London EC3V 0RL

Business Development Support 
bdsupport@rlam.co.uk 
+44 (0)20 3272 5950

For institutional client queries 
institutional@rlam.co.uk 
+44 (0)20 7506 6500

For any queries or questions coming 
from EEA potential investors, 
please contact:

Javier Igartua 
FundRockDistribution S.A. 
9A rue Gabriel Lippman 
Luxembourg-L-5365, Munsbach 
+352 691 340 728 
Javier.Igartua@fundrock.com

www.rlam.com
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