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Key points  

Five-year all-property total return forecast 
raised to nine per cent a year, with growth 
slowing sharply from 18-19 per cent in 
2015     

Retail likely to be the only main segment 
to grow faster this year than last, aided by 
stronger consumer spending 

With the outlook for interest rates more 
benign and government bond yields close 
to record lows, demand for real estate will 
remain strong for some time  

Stronger growth expected in regional 
markets than central London, where 
assets look more fully valued 
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Global Real Estate 
Richard joined Aviva Investors in 2011. 
He is responsible for developing market 
views, forecasts and strategic advice, 
with a primary focus on the UK. 

Richard is a qualified chartered surveyor 
with ten years spent in real estate 
research. Previously he was a Senior 
Research Analyst at GVA and an Analyst 
at King Sturge. He holds degrees from 
the University of Nottingham and the 
College of Estate Management, Reading. 

The outlook for UK commercial real 
estate remains positive helped by 
strengthening domestic economic 
activity and a more subdued outlook 
for interest rates. We believe 
valuations still look attractive despite 
strong capital growth driving the asset 
class to its highest returns in 26 years 
in 2014 at 19.3 per cent.  
 
Over the past three months, 
deflationary threats have grown 
following plunging oil prices. 
Meanwhile, financial markets believe 
monetary policy around the world will 
remain looser for even longer. The UK 
is no exception with domestic inflation 
expected to dip into negative territory 
during the first half of 2015. 
Deflationary pressures plus further 
monetary loosening mean government 
bond yields have fallen even further, in 
some instances to record lows.  
 
Return forecasts upgraded 

An environment of ever lower interest 
rates and bond yields further supports 
property markets by providing more 
room for yields to fall.  While real 
estate appears expensive in absolute 
terms, it continues to look attractive 
against other low-risk, income-
generating assets.  
 

Meanwhile, occupier markets are 
improving across the UK, helped by 
the strengthening economy. While 
uncertainty over the result of the 
approaching general election may 
hang over markets in coming months 
and create bouts of volatility, we 
believe its implications for real estate 
policy will be modest.  
 
As a result, we believe property returns 
will be even higher over the next five 
years than we had envisaged three 
months ago. For the 2015-2019 period, 
we forecast annual all-property total 
returns of nine per cent, one 
percentage point more than previously. 
But the opportunity will not last for 
ever. We believe there will be 
increasingly less room for yields to fall 
after 2015 as the rally in capital values 
seen since 2013 cools. 
  
Demand from a broad range of 
investors, including overseas and 
institutional buyers, remains strong. 
And with credit conditions continuing to 
ease, demand could be set to rise. So, 
with yields set to fall further and 
additional rental growth on the cards, 
total returns should stay buoyant. 
However, growth is likely to be 
stronger in regional markets than 
central London, where assets look 
more fully valued.  

Surging real estate returns to persist in 2015 with 
strongest growth in the regions as central London cools 
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Figure 1: Surge in capital growth drives real estate returns in 2014 

 
Source: Thomson Reuters Datastream, data as at 31 December 2014 
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Rental market 
Offices in south-east England and 
London continued leading the market 
higher in 2014 with an annual total 
return running in the high twenties. The 
industrial sector trailed closely behind 
while retail, with a mid-teens return, 
the poorest of the three main 
segments. However, we expect the 
retail to be the only of the three to 
perform better in 2015 than last year 

with cheaper oil prices set to boost 
consumer spending.   
 
In general we recommend a continued 
focus on higher-yielding market 
segments and secondary assets. We 
also see merits in taking on additional 
leasing risk and refurbishing regional 
offices to improve the quality of assets 
to meet growing occupier demand. 
While we see recovery in rents across 

the country, income growth is likely to 
be strongest in London and south-east 
England.  
 
We also recommend development in 
supply-constrained markets and 
investing in existing assets via capital 
expenditure to take advantage of 
recovery in rents.  
 

  
 

Figure 2: real estate pricing relative to other assets is favourable with interest rates set to stay low  
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Note: the above analysis compares the difference between real estate yields and those available from other asset classes in the fourth quarter of 2014 with their  
long-term average difference. We then create standardised scores for each of them, seperated into quintiles, with the top score reflecting where property looks  
“very cheap” and the bottom one showing where it seems “very expensive” compared with the other asset class.   
Source: Aviva Investors, data as at 31 December 2014 
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