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Sentiment hit in the immediate aftermath of Brexit
vote
The results of the recently issued RICS UK Commercial
Property Market Survey highlight a heightened sense of
caution across the sector in the days following the Brexit vote.
Indicators for investment and occupier demand dropped,
pushing near term expectations for capital value and rental
growth into negative territory. Although sentiment has
deteriorated noticeably in all parts of the UK, the downward
shift is most visible in London. As the survey sample was
collected in the immediate aftermath of the referendum result,
it remains to be seen whether some of negativity will unwind in
the coming quarters or if this is the start of a more sustained
downturn.
Occupier Market - rent expectations balance turns
negative
During Q2, occupier demand failed to increase for the first
time since 2012, with the headline indicator slipping from +21%
(net balance) to zero. The sector breakdown shows tenant
demand fell across the office and retail areas of the market
but increased modestly in the industrial sector. In keeping
with this, availability remains particularly tight in the industrial
sector, with the supply indicator remaining negative in Q2 - the
sixteenth consecutive quarter in which the supply of leasable
industrial space has fallen.
The more subdued demand backdrop in the uncertain
economic climate has led surveyors to sharply downgrade
their near term rental expectations. Indeed, the all-property
rental expectations net balance dropped to -7% from +26%
previously. Chart 1 plots the RICS rent expectations series
against the rental value index produced by CBRE. Pushing the
expectations series forward by three quarters demonstrates its
accuracy in providing a strong guide to future changes in rents.
As such, the sharp drop in the latest results now points to rents
being marginally down on a year on year basis by Q1 2017
(currently up 3.4% on an annual comparison).
This chimes with RICS members’ twelve month projections
which signal rental declines of a little under 1% over the
coming year. When disaggregated, secondary retail and office
sectors are expected to see the most significant declines of
2.5% and 2% respectively. At the other end of the spectrum,
respondents envisage prime industrial rents continuing to rise,
albeit only modestly.

Chart 1: RICS 3-Month Rent Expectations and CBRE All-Property
Rental Value Index
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Chart 2: RICS 3-Month Central London Office Rent Expectations and
CoStar Average Achieved Rents
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The central London office leasing market has seen a
particularly sharp deterioration in near term rent expectations.
Chart 2 maps these expectations against the CoStar rental
data. Currently, central London office rents are up 9.1%
on an annual basis, albeit the rate of growth has already
slowed markedly compared to a peak of 19.3% last year.
Nevertheless, the steep decline in the latest RICS reading
is consistent with rents falling as much as 5% (year on year)
through to the early part of 2017.
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Investment Market - enquiries fall significantly
Although weaker sentiment was visible across most indicators
in the latest results, the investment side of the market
perhaps displayed a more significant decline. Indeed, the
RICS investment enquiries gauge fell from +25% to -16%,
representing the sharpest quarter-on-quarter decline in this
measure since its introduction in 2006. Even so, with 16%
more respondents reporting a fall in enquiries (as opposed to
a rise) the indicator is still well above levels seen during the
global financial crisis. Foreign investor demand reportedly fell
at a sharper rate than the overall figure, however, with the net
balance sliding to -27%.
Chart 3 plots the RICS Investment Enquiries data alongside
the CoStar national investment volumes figures. The RICS
series has been advanced three quarters to provide a steer
on the likely path for investment volumes over the remainder
of the year. From a peak of £75bn in Q2 2015 the annual
total has already eased to £57bn. The drop in the investment
enquiries gauge, on the basis of past form, suggests the rolling
annual sum of investment will continue to decline as the year
progresses. What’s more, the rate of decline is likely to gather
pace.
The RICS Investment Sentiment Index (a composite measure
encompassing variables on demand, supply and price
expectations) fell into negative territory during Q2. Mapping
the ISI, advanced by two quarters, against the capital value
index produced by CBRE now points to a fall in headline
capital values through the remainder of 2016. In year on year
terms, prices could be down by rougly 5% come Q4 2016. At
the end of the second quarter, capital values were up 4.7%
on an annual comparison, down from a high of 13% at the
end of 2014. As such, growth was decelerating noticeably
even before the Brexit vote, although the current uncertainty
appears to have exacerbated the trend quite substantially.
Property Cycle Perceptions
Across all parts of the UK, there was an uptick in the share
of respondents sensing their local market has now entered
the early stages of a downturn. At the UK wide level, the
proportion taking this view stands at 36%. Despite opinions
being mixed, this category returned the highest proportion of
responses relative to all others (chart 5). As recently as Q1,
the largest share of respondents nationally were of the opinion
conditions in their local market were consistent with the
middle stages of an upturn. The aftermath of the referendum
result has therefore induced a sharp turnaround in views on
the property cycle. The latest data also shows perceptions
on valuations were revised slightly, although not to the same
degree. Indeed, the proportion of respondents sensing
commercial real estate to be overpriced to some extent edged
up from 15% to 22%.
In London, the majority of respondents (54%) feel the market
is turning down, up from 21% in Q1. Meanwhile, 60% believe
valuations are stretched relative to fundamentals. During Q2,
near term capital value expectations dropped sharply into
negative territory, with the net balance coming in at -38%
(the weakest reading since RICS started collecting regional
data on this variable in 2010). At the twelve month horizon,
prices are expected to fall across each sub sectors in the
capital, although projections are most negative across the
retail market (both prime and secondary areas). Moreover,
further weakness is also expected over the medium term.
Last quarter, respondents were pencilling in headline capital
value growth to average 4% in each of the next three years in
London. Following the Brexit vote, contributors foresee prices
declining by 2% per annum over the coming three years.
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Chart 3: RICS UK Investment Enquiries and CoStar UK Investment
Volumes
80 Net balance %

£bn

80

RICS Investment Enquiries LHS - Adv. 3 qtr

60

90

CoStar Investment Volumes RHS - 4 qtr rolling sum

70

40
60
20

50

0

40
30

-20
20
-40

10

-60

2010

2011

2012

2013

2014

2015

0

2016

Source: RICS, CoStar

Chart 4: RICS Investment Sentiment Index and CBRE Capital Values
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Chart 5: RICS Respondents’ Perceptions of current valuation levels
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Confidence through professional standards
RICS promotes and enforces the highest professional
qualifications and standards in the development and
management of land, real estate, construction and
infrastructure. Our name promises the consistent
delivery of standards – bringing confidence to the
markets we serve.
We accredit 118,000 professionals and any individual or firm
registered with RICS is subject to our quality assurance. Their
expertise covers property, asset valuation and real estate
management; the costing and leadership of construction
projects; the development of infrastructure; and the
management of natural resources, such as mining, farms and
woodland. From environmental assessments and building
controls to negotiating land rights in an emerging economy;
if our members are involved the same professional standards
and ethics apply.

United Kingdom RICS HQ
Parliament Square, London
SW1P 3AD United Kingdom
t +44 (0)24 7686 8555
f +44 (0)20 7334 3811
contactrics@rics.org

Ireland

38 Merrion Square, Dublin 2,
Ireland
t +353 1 644 5500
f +353 1 661 1797
ricsireland@rics.org

Media enquiries
pressoffice@rics.org

We believe that standards underpin effective markets. With
up to seventy per cent of the world’s wealth bound up in land
and real estate, our sector is vital to economic development,
helping to support stable, sustainable investment and growth
around the globe.
With offices covering the major political and financial centres
of the world, our market presence means we are ideally placed
to influence policy and embed professional standards. We
work at a cross-governmental level, delivering international
standards that will support a safe and vibrant marketplace
in land, real estate, construction and infrastructure, for the
benefit of all.
We are proud of our reputation and we guard it fiercely, so
clients who work with an RICS professional can have confidence
in the quality and ethics of the services they receive.

Europe

(excluding UK and Ireland)
Rue Ducale 67,
1000 Brussels,
Belgium
t +32 2 733 10 19
f +32 2 742 97 48
ricseurope@rics.org

Office G14, Block 3,
Knowledge Village,
Dubai, United Arab Emirates
t +971 4 446 2808
f +971 4 427 2498
ricsmenea@rics.org

Africa

Americas

t +27 11 467 2857
f +27 86 514 0655
ricsafrica@rics.org

t +1 212 847 7400
f +1 212 847 7401
ricsamericas@rics.org

North Asia

ASEAN

Japan

South Asia

t +852 2537 7117
f +852 2537 2756
ricsasia@rics.org

t +65 6635 4242
f +65 6635 4244
ricssingapore@rics.org

t +81 3 5532 8813
f +81 3 5532 8814
ricsjapan@rics.org

t +91 124 459 5400
f +91 124 459 5402
ricsindia@rics.org

PO Box 3400,
Witkoppen 2068,
South Africa

3707 Hopewell Centre,
183 Queen’s Road East
Wanchai, Hong Kong

One Grand Central Place,
60 East 42nd Street, Suite 2810,
New York 10165 – 2811, USA

10 Anson Road,
#06-22 International Plaza,
Singapore 079903

South America

Middle East

Rua Maranhão, 584 – cj 104,
São Paulo – SP, Brasil
t +55 11 2925 0068
ricsbrasil@rics.org

Level 14 Hibiya Central Building,
1-2-9 Nishi Shimbashi Minato-Ku,
Tokyo 105-0003, Japan

Oceania

Suite 1, Level 9,
1 Castlereagh Street,
Sydney NSW 2000. Australia
t +61 2 9216 2333
f +61 2 9232 5591
info@rics.org
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