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Challenges, 
concerns… 
and optimism 
Kevin McCauley
Head of Strategy & Property Research 

Property 
UK real estate remains a key
asset class for many investors
– both in the UK and globally.
Looking at the prospects for
this area in 2026 means looking
at underlying fundamentals,
but also why this may remain
attractive over the longer term. 
Key lessons learned from 2025 
The property market underwent a signifcant 
value correction that started in the middle of 
2022 and continued into 2023. The subsequent 
recovery has been notably slow and, at times, 
seemingly appeared to stall altogether. This 
experience served as a crucial reminder that 
recoveries in the property sector are often 
gradual, with investors typically adopting a 
cautious approach. As risks become more 
apparent, investor confdence can waver, 
further prolonging the recovery period. 

Another important lesson from 2025 was 
the persistent and sometimes unbridgeable 
gap between buyer and seller pricing 
expectations. This disparity has frequently 
resulted in a reduction in the number 
of completed transactions, as parties 
struggled to agree on valuations. 

Despite these challenges, one positive 
development has been the pronounced 
competition for high quality assets. This 
strong demand for prime properties has 
played a signifcant role in establishing 
market pricing benchmarks. 

Finally, the infuence of macroeconomic 
conditions on investor activity was particularly 
evident in 2025. Even in the face of robust 
rental growth and healthy occupier demand, 
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many investors have remained hesitant, 
and the market has not witnessed a large-
scale return of investment activity. While 
there have been isolated areas of intense 
transactional activity, a consistent and broad-
based recovery is yet to materialise. 

In what way will 2026 be 
diferent from 2025? 
If the coming months bring greater clarity 
around the UK’s fscal position, this could 
support a reduction in gilt yields and overall 
debt costs. Such conditions may improve 
investor sentiment and encourage increased 
transaction activity in the months ahead. 

Should debt become more accretive under 
these circumstances, debt-backed investors 
are more likely to re-engage, helping to drive 
a sustained rebound in capital values across 
sectors. Combined with continued robust rental 
growth, these dynamics would create strong 
total return opportunities for investors. 

Outlook for UK real estate 
Our overall outlook for the UK real estate 
market is broadly positive. While optimism is 
gradually becoming more widespread, there 
are still some notable challenges. Concerns 
surrounding public fnances and the complexities 
of the current infationary environment 
continue to create a degree of uncertainty, 
making the landscape less clear-cut. 

We anticipate that the diferences in 
performance across various sectors will be less 
pronounced compared to the previous cycle. 
Rather than expecting a rapid upturn, we predict 

a steady and measured recovery. With limited 
potential for further inward yield movement, 
it will be essential for investors to focus on 
proactive asset management and the realisation 
of income growth to generate positive alpha. 

There is currently robust occupier demand in 
most sectors, coupled with a shortage of prime 
space. This dynamic is expected to support 
ongoing rental growth, which in turn will drive 
cashfow growth for investors. Performance 
will increasingly be determined by asset-
specifc factors, with prime and well-located 
properties forecast to outperform the broader 
market. We think this trend is expected to be 
particularly evident in the ofce sector, where 
prime assets are likely to lead the way. 

What makes UK real 
estate so attractive to 
overseas investors? 
The UK is a leading destination for overseas 
capital, consistently attracting a signifcant 
share of international investment. Over the past 
decade, overseas capital has accounted for 
approximately 50% of the market, with some 
years reaching as high as 60%. London stands 
out as the principal performer within the UK, 
regularly drawing more overseas investment 
than any other city on the global stage. 

There are several compelling reasons why 
international investors are drawn to the UK, 
many of which extend beyond the property 
sector itself. The English language, cultural 
familiarity, and longstanding educational 
connections – many investors were educated 
at UK universities – contribute to the country’s 
enduring ‘soft power’ and appeal. Confdence 
in the UK’s legal system further underpins 
this attraction. While political stability was 
historically a crucial factor, its signifcance may 
have shifted somewhat in the post-Brexit era. 
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From a real estate perspective, the UK ofers 
a range of benefts that are highly valued by 
overseas investors. These include a transparent 
and liquid property market, a track record of 
robust total returns, and the historic use of 
upward-only rent reviews – though it should 
be noted that the government is considering 
legislative changes to this practice. The scale of 
opportunity is also a major draw, with London 
ranking among the world’s largest ofce 
markets. Additionally, the planning system, 
while challenging for developers, serves to 
constrain supply and thereby helps support 
rental growth, which is attractive to investors 
seeking long-term value and stability. 

Overseas investors continue 
to look at the UK 
Many of the key factors that have historically 
attracted international capital to the UK 
remain frmly in place and are expected to 
persist for the foreseeable future. In the 
context of political uncertainties across the 
continent and globally, the UK’s reputation 
for stability may once again become an 
appealing attribute for overseas investors. 

At present, the most compelling aspect for 
international investors is the UK’s current 
position within the property cycle. Occupier 
markets across most sectors have shown 
remarkable resilience, with robust rental 
growth observed in the post pandemic period. 
While this rate of growth is expected to 
moderate, it is anticipated to remain above 
historic averages, providing continued support 
for income growth and cashfow stability. 
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The UK is set to be the second-fastest-growing 
of the world’s most advanced economies this 
year, according to recent projections from 
the International Monetary Fund. The UK 
economy is forecast to achieve annualised 
GDP growth of 1.3% this year and next, 
outpacing other major European economies 
such as France, which is projected at 0.8%, 
and Germany at 0.5%. This economic 
momentum is expected to underpin occupational 
markets and further enhance the appeal of 
UK real estate for international investors. 

One notable factor absent from the recent 
recovery has been a sustained improvement 
in investor sentiment, which is essential for a 
consistent increase in capital values. However, 
it is anticipated that we are at a turning point, 
with a full capital value recovery expected 
to commence. Capital Economics forecast 
UK total property returns of 7.5% and 5.5% 

All Property predicted total returns, 2026-30 
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annualised over the next three and fve years 
respectively1 – fgures that outperform other 
markets. This robust performance is projected 
to be evident across all real estate sectors. 

Overseas investors are acutely aware of these 
emerging opportunities and it is our view that 
2026 could see this awareness translate into 
increased activity within the UK market. 
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Source: Capital Economics, Global Property Returns & Valuations, October 2025 . Forward looking statements are 
subject to certain risks and uncertainties. Actual outcomes may be materially diferent from those expressed or implied. 

1Source: Capital Economics, Global Property Returns & Valuations, October 2025. 
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Important information 

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 afect the value of these investments. 

Important information 

For professional clients/qualifed investors/wholesale investors only, not suitable for retail investors. 
This is a marketing communication. 

This is a fnancial 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 Royal London Asset Management at the date of publication unless otherwise indicated, 
which are subject to change, and is not investment advice. 

This document is private and confdential and only for use by “permitted clients” in Canada. This document is for information 
purposes only and is not intended as an ofer or solicitation to invest. This document does not constitute investment advice 
and should not be relied upon as such. Royal London Asset Management Limited is authorized to provide investment 
services in Canada under the International Adviser Exemption. Royal London Asset Management’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 2025 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 ofce at Airport Center Luxembourg, Level 2, 5 Heienhaf, L-1736 Senningerberg, 
Luxembourg, and registered with the Luxembourg trade and companies register under number B253257. 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, 80 Fenchurch Street, London, EC3M 4BY, UK. Authorised and regulated by the Financial Conduct 
Authority in the UK, frm reference number 141665. A subsidiary of The Royal London Mutual Insurance Society Limited. 

For Switzerland: Copies of the Memorandum and Articles of Association,the Prospectus, KIIDs and the annual and semi-
annual reports of the fund may be obtained free of charge from the fund’s representative 
in Switzerland, ACOLIN Fund Services AG, Leutschenbachstrasse 50, CH-8050 Zurich. The Paying Agent 
in Switzerland is Banque Cantonale Vaudoise, Place St François 14, CH-1003 Lausanne. 

For Australia: For Wholesale clients only. Royal London Asset Management Limited is exempt from the requirement to 
hold an Australian fnancial services licence under the Corporations Act (as a result of the operation of ASIC Class Order 
03/1099 as amended by the ASIC Corporations (Repeal and Transitional) Instrument 2016/396 and extended by ASIC 
Corporations (Amendment) Instrument 2020/200) in respect of the fnancial services it provides to wholesale clients in 
Australia and is regulated by the Financial Conduct Authority under UK laws which difer from Australian laws. 

Issued in December 2025 within Switzerland, Australia and the UK by Royal London Asset Management Limited, 
80 Fenchurch Street, London, EC3M 4BY. Authorised and regulated by the Financial Conduct Authority, 
frm reference number 141665. A subsidiary of The Royal London Mutual Insurance Society Limited. 
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Contact us 

For more information about our range of products and services, please contact us. 
Royal London Asset Management, 80 Fenchurch Street, London, EC3M 4BY 

UK 
For advisers and wealth For institutional client 
managers queries 

bdsupport@rlam.co.uk institutional@rlam.co.uk 
+44 (0)20 3272 5950 +44 (0)20 7506 6500 

Switzerland 
For all investors: 

john.parkin@rlam.com 
+44 (0)20 3272 5912 

Germany 
For all investors: 

immo.gatzweiler@fundrock.com 
+49 151 54 72 5296 

FundRock provide EU Management Company services to RLAM. 

Spain 
For all investors: 

mrona@altamarcam.com| 
+34 91 290 07 28 

Proud to partner with Altamar Capital to serve clients in Spain. 

All other EEA investors 
For all investors: 

arnaud.gerard@fundrock.com 
+352 691 992 088 

FundRock provide EU Management Company services to RLAM. 

Australia 
For all investors: 

kevin.haran@rlam.com 
+61 (0)413 138 055 
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