“We have a lot of demand from clients all
over the world for investments in Germany,
but yields have reached levels that make it
very hard to compete.”
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OFFICE OWNERS BETTING
LONG AND STRONG ON LONDON
By Benn Dorrington and Simon Meads
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here is a pair of cranes visible behind a
blue partition wall at 21 Moorfields,
LandSec’s 52,000 sq.m. development
site that’s adjacent to the Moorgate
Underground Station in London. The
office-led development, which is slowly emerging
from the ground, represents a flurry of transit-oriented properties that are tapping into the expansion of
London’s vast transportation network. But perhaps
more importantly, it represents an optimistic view for
the city’s post-Brexit commercial real estate market.
“Broadly, there is still quite a lot of uncertainty
persisting, mostly coming from Brexit,” said Nick
De Mestre, head of investment for Landsec’s
£7.8bn London portfolio. Most people’s views are
that this year’s office market is going to be flat at
best, he said. “With our portfolio, we’re positioned
for resilience in the face of uncertainty and we
have the firepower to benefit from any market correction,” De Mestre added.
In addition to its obvious transportation links, 21
Moorfields got a shot in the arm last year when
Deutsche Bank inked a 25-year agreement to lease
most of the property for its new London headquarters. The agreement was the largest pre-let deal of its
kind since the June 2016 Brexit vote and came at a
time when other multinational banks were weighing
up staff relocations and future hiring plans outside of
the capital. The property is slated for completion in
2021.

evolution of certain office locations from up and
coming to established, has largely hinged on the expansion of London’s transport network – to the benefit of well-connected fringes of the capital,” said
James Lass, fund manager at the Schroder UK Real
Estate fund.
The Schroder fund is behind Croydon’s new
186,000 sq.m. mixed-use Ruskin Square development, which includes more than 110,000 sq.m. of
workspace across five buildings. HM Revenue and
Customs, the UK’s tax collector, has already pre-let
the entire first building, with staff moving in from
July. “With occupiers seeking flexible spaces they can
identify their brand with, alongside prioritising affordable rental terms, emerging London destinations, which can offer both, are proving more and
more popular,” Lass added.

Next stop
The transportation story is one of the biggest in London and one of the game changers is the Crossrail or
Elizabeth underground line, which is set to open this
year. The project, which includes 42km of new tunnels and 10 new stations, will run from Heathrow
Airport in the west to Shenfield and Abbey Wood in
the east. Critically, the Elizabeth line will travel
through the city centre and stop at busy hubs that
include Liverpool Street, Canary Wharf and Tottenham Court Road.
“Anything that opens up London and improves
transportation from one end to the other has to have
a positive impact on the London office market,”
Landsec’s De Mestre said. The company’s 21 Moorfields sits on top of one of the city stops for the line,
and its 20 Eastbourne Terrace site is near the new
Paddington stop.
Transport has also shored up demand for markets
beyond the popular West End and the City precincts.
The desire for well-connected, affordable space has
driven occupiers to areas like Croydon, 15km south
of the capital’s centre that’s now only 15 minutes to
London Bridge by train. “Over the last 10 years, the
PROPERTY INVESTOR EUROPE l Edition 441 l February 2018 l www.pie-mag.com

LEFT 20 Fenchurch Street, aka
the “Walkie Talkie” building, in
London (photo: Landsec)
BELOW A new train on the
upcoming Elizabeth
underground line (photo: TfL)

11

COVER FEATURE

ABOVE WeWork’s Old Street
Commons building in London
(photo: WeWork)
RIGHT The Leadenhall Building,
aka the “Cheesegrater”, in
London (photo: C C Land)
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Follow the money
International investors dominated London’s investment landscape in 2017, accounting for nearly 80%
of central London office transactions in 2017, according to advisor Savills. “2017 was a strong year
from the investment market, despite some very evident challenges,” De Mestre said.
“Global money has really just shrugged off Brexit,”
said Mat Oakley, head of Savills’ European commercial research. The weakness in sterling, which plummeted in the wake of the Brexit referendum result, is
a major driver for overseas buyers, however Oakley
believes comparative risk is as significant. The research head argued foreign buyers see London, even
with the daily ups-and-downs of the Brexit negotiations, as a safe bet in the current geopolitical climate.
Even though De Mestre saw incentives widen and
net rents trend downwards slightly, headline rents
held up and the investment market outperformed.
Savills saw investment transaction volumes jump
21% year-on-year to £19.2bn in 2017.
Landsec and partner Canary Wharf Group completed the largest-ever deal for a single office building
in 2017 with the £1.28bn sale of the landmark Walkie Talkie building at 20 Fenchurch Street to Hong
Kong-based LKK Health Products Group. The deal
reflected a net initial yield of 3.4%. It was the largest
in a string of mega-deals in central London market,
driven by Hong Kong and mainland Chinese investors as well as German capital (see chart).
Will Rowson, a London-based partner at advisor
Hodes Weill, said issues such as the tensions between
North Korea and the US were leading capital back to
London. “These geopolitical risks are making certain
parts of the world less attractive than they had been
and pushing money back to Europe. And London,
even with Brexit, is the easiest place to operate in,

both legally and language-wise, in Europe,” he noted.
Comparative yields are another factor. “In panEuropean terms, London offices look reasonably
priced,” said Kim Politzer, senior director of European research at Invesco Real Estate, a US investment
manager with £48.3bn of real estate. “With prime
offices in Paris and Munich approaching 3% net,
West End offices at 3.75% to 4% and City offices at
4% to4.25% may even seem cheap – suggesting
75bps-100 bps discount for the risks around Brexit,
currency, and perceived market volatility.”

Occupy London
The central London leasing market started 2017 on
fears that multinational banks and other financial institutions were weighing relocations ahead of Brexit and
co-working space was becoming more dominant. But
take-up jumped to more than 1.1m sq.m. last year as
banks, financial institutions, tech companies and media
businesses all took sizable chunks of the market. Still,
WeWork and its co-working counterparts surged ahead.
The shared-office segment took the largest slice of
lettings, accounting for about 20% of take-up across
the city. London Executive Offices, a luxury serviced
office provider overseeing about 80,000 sq.m. across
the city, has expanded its business from 27 sites to 37
over the past five years.
LEO commercial director Beth Hampson said the
co-working sector continues to disrupt the traditional office market. “The move towards more flexible
and bespoke workspace solutions can be attributed to
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a number of key factors, including wider buying
trends which are driving the evolution of the office,”
said Hampson. “Companies are working on shorter
contracts with their own customers, and therefore
businesses need to be able to tailor their real estate
needs to match.”
Parts of the wider real estate industry are tapping
into the flexibility trend too. US private equity firm
Blackstone purchased a majority interest in the London-centric, shared-workspace provider The Office
Group in June last year, while RDI, a British REIT,
snapped up a controlling stake in a flexible office
portfolio in the city worth £162m just last month.
Other players are starting from the ground up,
such as UK REIT British Land, which launched its
own brand, Storey, last year. “There is a co-working
boom happening in London, and we’re seeing it elsewhere in North America and increasingly in continental Europe, and we think this is a trend that has
nothing to do with Brexit or any political turmoil,”
said Mahdi Mokrane, head of research and strategy at
LaSalle Investment Management.

Build and they will come?
While the strong demand seen in the investment and
occupational markets has boosted confidence in
some quarters, there are still concerns of a supply
glut. Deloitte’s latest office crane survey predicts almost 3.1m sq.m. of office development is scheduled
between 2017 to 2021. But developers are being cautious, and have reduced the total volume of construction planned during the five-year period by 16%
compared to six months ago. Investors have been
watching supply carefully, and many believe further
developments will be delayed to avoid an oversupply.
Nevertheless, there are some more negative signals
visible in key metrics such as net absorption. LaSalle’s
Mokrane said most of last year’s take-up was driven
by relocations rather than businesses expanding,
meaning net absorption stayed relatively flat. Savills
research showed net stock absorption had trended
into slightly negative territory over the past three
quarters, although the declines were less than 2%.
This downward trend is leading to expectations of a
fall – albeit gradual – in asset prices.
CBRE Global Investors, a property investment
manager with £70.8bn of assets, has also been waiting for a repricing in the sector. “We are beginning to
see pockets of opportunity where owners are willing
to reduce pricing to sell assets, but only where there
is leasing risk in the next two to three years,” said
John Mulqueen, head of transactions, EMEA at
CBRE GI. “Very core long-let assets are not under
the same pressure as sentiment for London’s longterm outlook is still positive.”

London office deals completed by Hong Kong and
German investors in 2017 Source: Published reports
Property

Buyer

Price

20 Fenchurch Street

LKK Health Products Group

£1.28bn

The Leadenhall Building

C C Land

£1.15bn

33 Old Broad Street

S E A Holdings

£258m

Cannon Place

Deka Immobilien

£485m

One Rathbone Square

Deka Immobilien

£375m

2& 3 Bankside

Deutsche AM

c. £313.5m

160 Aldersgate Street

Union Investment Real Estate

c. £215.9m

Others expect foreign buyers to continue shoring up
the central London investment market, as the country
sails toward its official departure from the EU in
March 2019. “The recipe for success going forward
this year is going to be about non-domestic investors,
it’s going to be about cross-border investors, and it’s
going to be about Hong Kong,” said Savills’ Oakley.
Yet while the weakness in Sterling, London’s safe haven status in an uncertain world, and higher prices for
office assets in continental Europe may continue to
drive property deals in 2018, the capital’s real estate industry cannot rest on its laurels. “It would be a mistake
to be too complacent about this,” said CBRE’s Mulqueen. “The City had a reputation for being dull and
boring not so long ago. It needs to be nurtured and to
evolve in order to remain the global, vibrant city it is
today,” he said. pie
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The Ruskin Square mixed-use
project in Croydon, London
(image: Schroder Real Estate)
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