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Key points  

Returns remained strong in the first 
quarter of 2015 with yields continuing to 
fall as rental growth became firmly 
established. But the pace of capital growth 
slowed. 

All-property total returns of 2.9 per cent in 
the first quarter were down from 4.1 per 
cent in the previous quarter, according to 
the IPD quarterly index. 

Real estate is likely to remain attractively 
priced relative to other asset classes, 
especially government bonds, over the 
next 12-18 months. We anticipate further 
rental growth as occupier markets 
strengthen and vacancy rates fall.  

Given the weight of current demand for 
UK real estate, further yield-driven capital 
growth looks probable in the near term 
with good secondary and regional assets 
likely to perform especially well. 
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Real-estate returns in 2014 were 
among the strongest on record as high 
levels of investor demand met with 
improving occupier fundamentals. 
According to the IPD Annual Index all-
property total returns were 17.8 per 
cent p.a. in December, the best year-
end result since 2006. 
 
Returns remained strong in the first 
quarter of 2015 with yields continuing 
to fall as rental growth became firmly 
established. But the pace of capital 
growth slowed. All-property total 
returns were 2.9 per cent in the first 
quarter, down from 4.1 per cent in the 
fourth quarter of 2014, according to the 
IPD quarterly index. 
 
Record first quarter transactions 
Demand for UK commercial real estate 
remains very high. According to 
PropertyData.com, the first quarter 
saw total transactions of over £16 
billion, to make it the strongest on 
record. The total was influenced by a 
significant number of large portfolio 
and ‘alternative’ deals, such as long-
income, hotel and student housing 
transactions. The total value of 
‘traditional’ core/core+ transactions 
was more muted, although still above 
average (see Figure 1). 

Although the advent of a Conservative 
majority government may not have 
been part of our forecast prior to the 
General Election on 7 May, this 
surprise outcome is likely to have only 
a modest impact on commercial UK 
real-estate performance in the short 
term. 
 
However, the market appears to be 
adjusting to the lower interest-rate 
environment more slowly than we 
anticipated last quarter. Our forecast 
total return for the UK market in 2015 
has therefore been reduced from 18.8 
per cent last quarter to 16.4 per cent. 
But despite this, our forecast all-
property total return of 9 per cent p.a. 
for the 2015-2019 period remains 
unchanged. 
 
Secondary assets outperform 
While demand remains strong across 
the property spectrum, we are 
continuing to see signs that the pricing 
gap between prime and secondary 
assets is narrowing. We have been 
recommending such assets for some 
time as they offer attractive yields and 
the potential to capture the ongoing 
improvement in the UK’s occupier 
markets, particularly in the office and 
industrial sectors.  

Figure 1: Investment volumes remain strong – over £16 billion of investment in first quarter 

 
Source: PropertyData.com, 28 April 2015 
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UK property yields fell further in the first quarter as 
occupier markets continued to strengthen. But the pace 
of capital growth slowed. 
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Rental markets 
The office sector continued to lead the 
market in the first quarter, narrowly 
ahead of the industrial sector. Retail 
remained the weakest sector but still 
delivered respectable returns while 
offering strong prospects for improved 
performance this year. 
 
The office sector  
Availability in Central London fell to its 
lowest level since 2002, driving prime 
rents up in the City and West End. 
Similarly, several regional office 
markets have seen availability fall 
while take-up has been robust.  
 
According to DTZ, prime rents in the 
eight largest UK markets increased by 
five per cent on average in 2014.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

The industrial sector  
Declining availability has helped to 
shift negotiating power to landlords 
with the IPD Monthly Index recording 
year-on-year rental growth of 3.3 per 
cent in March, the biggest annual uplift 
since 2001. 
 
The retail sector 
The ongoing polarisation between 
London and the regions, driven by the 
capital’s strong economy, record 
tourist numbers and high demand from 
international retailers, remains 
conspicuous.  
 
However, improving household 
finances are helping to drive a rise in 
retail sales which is percolating 
through to the wider retail sector in the 
form of modestly rising rents. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Outlook 
We believe real estate remains 
attractively priced relative to other 
asset classes, especially government 
bonds (see Figure 2).  
 
Given the weight of money chasing 
real estate, more supportive credit 
conditions and the strong valuation 
case, further yield-driven capital 
growth looks probable in the near term 
with good secondary assets likely to 
perform especially well.  
 
Consequently, relative performance is 
likely to benefit from overweight 
positions in regional UK offices and 
industrial assets. Strategies focused 
on higher-yielding market segments, 
secondary assets, development and 
refurbishment or portfolio sales are 
also likely to reward.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

  
 

Figure 2: With interest rates set to remain low, real-estate pricing relative to other assets still looks attractive 

 
 

Note: The relative pricing analysis above compares the difference between real-estate yields and the yields from other asset classes in a specific quarter 
with the long-term average difference. A standardised score is thereby created for each quarter and the standardised scores for each asset class are 
separated into quintiles, with the top (bottom) quintile indicating that property is very cheap (very expensive) compared to the other asset class. Source: 
Aviva Investors, data as at 31 March 2015. 
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