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_ Entering 2021, there are certainly reasons for optimism. Nevertheless, the short term is still fraught with 

challenges. 

_ Residential and logistics continue to be best placed to outperform, and although we are more cautious 

towards offices in general, our outlook for the Central London prime office market remains positive. 

_ We anticipate that the U.K. retail sector will endure yet further losses over the coming years.  

 

Entering 2021, there are certainly reasons for optimism. The uncertainty of a No Deal Brexit has finally been laid to rest 

and a national Covid-19 vaccine rollout is well underway. Nevertheless, the short term is still fraught with challenges and 

the path to recovery is not expected to be a simple one. Residential and logistics continue to be best placed to outperform 

and our outlook for the Central London prime office market remains positive. That being said, we are now more cautious 

towards the office sector in general and we anticipate further divergence between prime and secondary stock. We 

anticipate that the U.K. retail sector will endure yet further losses over the coming years. 

Short-term challenges remain 

Last year proved a challenging year for U.K. real estate, with the market severely impacted by the Covid-19 pandemic 

alongside ongoing Brexit uncertainty. According to the MSCI monthly index, average commercial property values fell by 

6.3% over the year – led by double digit declines in retail and hotel values. Only the industrial sector recorded growth 

over 2020, at 3.6%.1 

In the short term, as Covid-19 remains an immediate threat, headwinds to U.K. real estate persist. With the country 

entering a third national lockdown in January this year, suppressed occupier and investment activity is likely to continue 

over the first half of 2021, particularly impacting the office and retail sectors.  

While the hit to employment has not yet been as severe as expected, government support schemes will begin to wind 

down later this year and a weakening of the labour market is anticipated. Given the close correlation between office rents 

and employment, we expect to see further pressure on prime rents this year, although the decline is forecast to be less 

severe than in 2020. 

 

 
1 MSCI, January 2021 
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Longer-term growth and recovery 

Beyond these short-term risks, the picture for U.K. real estate is more positive. Most importantly, a Covid-19 vaccination 

programme is now well underway across the country and as the year progresses we expect a rebound in economic 

activity. Occupier demand should then begin to recover, and coupled with a relatively modest development pipeline, we 

expect to see fairly strong levels of prime rent growth across all sectors – excluding retail – from 2022 onwards. 

On a relative basis, longer-term growth fundamentals are also encouraging. The economy is expected to grow faster 

than the E.U. average over the coming decade, with London in particular a considerable outperformer. In addition, 

regardless of the anticipated reduction in E.U immigration post-Brexit, the national population is still expected to grow.2 

Macroeconomic Outlook (% P.A) 

 

 

 

Source: DWS, Oxford Economics, January 2021. F = Forecast. Forecasts are based on assumptions, estimates, views and hypothetical models or 
analyses, which might prove inaccurate or incorrect. Past performance is not indicative of future returns. 

 

With regard to the investment market, we anticipate that international investors will increasingly target U.K. real estate 

as the year progresses. After four years of political uncertainty, the U.K. and E.U. reached a post-Brexit trade agreement 

on 24th December 2020, removing the threat of a No Deal Brexit that has undoubtedly held back the U.K. real estate 

market since the referendum in 2016. With yields remaining fairly stagnant in recent years, prime U.K. real estate now 

offers a considerable premium over both government bonds and other European real estate markets. 

For example, the London City office market has seen prime yields track the Core Europe average for much of the past 

fifteen years, but today a 75 basis point premium has opened up.3 In addition, with 10-year Gilt yields close to zero, the 

yield spread on a City of London office is around 400 basis points, a record high, and more than double the historical 

average.4 

As such, while there is undoubtedly still some level of Brexit uncertainty, particularly regarding financial services, we 

anticipate that the attractive pricing of U.K. real estate in relative terms will attract investors and subsequently push up 

prices. 

Logistics and residential set to outperform 

Like much of the rest of Europe, and in a continuation of the trends witnessed over 2020, we anticipate logistics and 

residential to be the top performing sectors within the U.K. 

Last year proved to be a record year for U.K. logistics take-up, driven by the ongoing shift to online sales. Although big 

box logistics rents in corridor locations remained largely stable over the year, we saw further strong prime rent growth in 

urban logistics locations. Looking forward, we continue to favour these urban locations – within a city’s inner ring road – 

 
2 Sources: DWS, Oxford Economics, January 2021 
3 PMA, December 2020 
4 Macrobond, PMA, December 2020 
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which benefit from access to a large volume of online spend and are often supported by particularly constrained levels 

of supply.  

The residential private rented sector (PRS) was the other outperformer of 2020. The rapidly institutionalising sector is 

increasingly considered a key investment strategy for core real estate investors, given its counter-cyclical characteristics. 

Indeed, rising unemployment and mortgage restrictions have limited owner occupancy and demand for PRS has 

continued to strengthen. The limited supply picture, alongside a positive outlook for medium-to-longer-term disposable 

income growth should drive strong future rental appreciation, particularly in London (Zones 2-6), the capital’s surrounding 

commuter locations, and major regional cities. 

Prime Rent Forecast, 2021-25F (% P.A.) 

 

 

 

Source: DWS, December 2021. F = Forecast. Forecasts are based on assumptions, estimates, views and hypothetical models or analyses, which might 
prove inaccurate or incorrect. 

 

We are generally more cautious on the office sector. Prime rents were not impacted as severely as was expected over 

2020, but take-up plummeted across U.K. markets. Going forward, we expect that the acceleration of remote working 

could dampen office demand over the longer term and London has been identified as one of the European cities most 

exposed to increased levels of working from home, due to the city’s long commute times and expensive office rents. 

Nevertheless, although our long-term rent growth outlook is now somewhat weaker than prior to the pandemic, over the 

five-year forecast, we still see London as a strong outperformer. In addition, as fundamentals improve we expect that 

international capital will drive yields lower, resulting in returns well in excess of the European average. 

Finally, we anticipate further divergence between prime and secondary office stock. ESG will increasingly be at the 

forefront of both occupier and investment decisions and ‘Next Generation’ office buildings are expected to outperform as 

occupiers increasingly seek quality over quantity. 
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Important Information 

The brand DWS represents DWS Group GmbH & Co. KGaA and any of its subsidiaries, such as DWS Distributors, 
Inc., which offers investment products, or DWS Investment Management Americas, Inc. and RREEF America 
L.L.C., which offer advisory services. 
 

This material was prepared without regard to the specific objectives, financial situation or needs of any particular person 
who may receive it. It is intended for informational purposes only. It does not constitute investment advice, a 
recommendation, an offer, solicitation, the basis for any contract to purchase or sell any security or other instrument, or 
for DWS or its affiliates to enter into or arrange any type of transaction as a consequence of any information contained 
herein. Neither DWS nor any of its affiliates gives any warranty as to the accuracy, reliability or completeness of 
information which is contained in this document. Except insofar as liability under any statute cannot be excluded, no 
member of the DWS, the Issuer or any office, employee or associate of them accepts any liability (whether arising in 
contract, in tort or negligence or otherwise) for any error or omission in this document or for any resulting loss or damage 
whether direct, indirect, consequential or otherwise suffered by the recipient of this document or any other person. 
 
The views expressed in this document constitute DWS Group’s judgment at the time of issue and are subject to change. 
This document is only for professional investors. This document was prepared without regard to the specific objectives, 
financial situation or needs of any particular person who may receive it. No further distribution is allowed without prior 
written consent of the Issuer. 
 
Investments are subject to risk, including market fluctuations, regulatory change, possible delays in repayment and loss 
of income and principal invested. The value of investments can fall as well as rise and you might not get back the amount 
originally invested at any point in time. 
 
Investment in real estate may be or become nonperforming after acquisition for a wide variety of reasons. Non-performing 
real estate investment may require substantial workout negotiations and/ or restructuring. Environmental liabilities may 
pose a risk such that the owner or operator of real property may become liable for the costs of removal or remediation of 
certain hazardous substances released on, about, under, or in its property. Additionally, to the extent real estate 
investments are made in foreign countries, such countries may prove to be politically or economically unstable. Finally, 
exposure to fluctuations in currency exchange rates may affect the value of a real estate investment. 
 
Investments in Real Estate are subject to various risks, including but not limited to the following: 
 
_ Adverse changes in economic conditions including changes in the financial conditions of tenants, buyer and sellers, 

changes in the availability of debt financing, changes in interest rates, real estate tax rates and other operating 
expenses; 

_ Adverse changes in law and regulation including environmental laws and regulations, zoning laws and other 
governmental rules and fiscal policies; 

_ Environmental claims arising in respect of real estate acquired with undisclosed or unknown environmental problems 
or as to which inadequate reserves have been established; 

_ Changes in the relative popularity of property types and locations; 
_ Risks and operating problems arising out of the presence of certain construction materials; and 
_ Currency / exchange rate risks where the investments are denominated in a currency other than the investor’s home 

currency. 
 
An investment in real estate involves a high degree of risk, including possible loss of principal amount invested, and is 
suitable only for sophisticated investors who can bear such losses. The value of shares/ units and their derived income 
may fall or rise. 
 
War, terrorism, economic uncertainty, trade disputes, public health crises (including the recent pandemic spread of the 
novel coronavirus) and related geopolitical events could lead to increased market volatility, disruption to US and world 
economies and markets and may have significant adverse effects on the global real estate markets. 
 
This marketing communication is intended for professional clients only. 
 

DWS is the brand name of DWS Group GmbH & Co. KGaA and its subsidiaries under which they operate their business 
activities. The respective legal entities offering products or services under the DWS brand are specified in the respective 
contracts, sales materials and other product information documents. DWS, through DWS Group GmbH & Co. KGaA, its 
affiliated companies and its officers and employees (collectively “DWS”) are communicating this document in good faith 
and on the following basis. 
 
This document has been prepared without consideration of the investment needs, objectives or financial circumstances 
of any investor. Before making an investment decision, investors need to consider, with or without the assistance of an 
investment adviser, whether the investments and strategies described or provided by DWS Group, are appropriate, in 
light of their particular investment needs, objectives and financial circumstances. Furthermore, this document is for 
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information/discussion purposes only and does not constitute an offer, recommendation or solicitation to conclude a 
transaction and should not be treated as giving investment advice. 
 
The document was not produced, reviewed or edited by any research department within DWS and is not investment 
research. Therefore, laws and regulations relating to investment research do not apply to it. Any opinions expressed 
herein may differ from the opinions expressed by other legal entities of DWS or their departments including research 
departments. 
The information contained in this document does not constitute a financial analysis but qualifies as marketing 
communication. This marketing communication is neither subject to all legal provisions ensuring the impartiality of 
financial analysis nor to any prohibition on trading prior to the publication of financial analyses. 
 
This document contains forward looking statements. Forward looking statements include, but are not limited to 
assumptions, estimates, projections, opinions, models and hypothetical performance analysis. The forward looking 
statements expressed constitute the author‘s judgment as of the date of this document. Forward looking statements 
involve significant elements of subjective judgments and analyses and changes thereto and/ or consideration of different 
or additional factors could have a material impact on the results indicated. Therefore, actual results may vary, perhaps 
materially, from the results contained herein. No representation or warranty is made by DWS as to the reasonableness 
or completeness of such forward looking statements or to any other financial information contained in this document. 
Past performance is not guarantee of future results. 
 
We have gathered the information contained in this document from sources we believe to be reliable; but we do not 
guarantee the accuracy, completeness or fairness of such information. All third party data are copyrighted by and 
proprietary to the provider. DWS has no obligation to update, modify or amend this document or to otherwise notify the 
recipient in the event that any matter stated herein, or any opinion, projection, forecast or estimate set forth herein, 
changes or subsequently becomes inaccurate. 
 
Investments are subject to various risks, including market fluctuations, regulatory change, possible delays in repayment 
and loss of income and principal invested. The value of investments can fall as well as rise and you might not get back 
the amount originally invested at any point in time. Furthermore, substantial fluctuations of the value of any investment 
are possible even over short periods of time. The terms of any investment will be exclusively subject to the detailed 
provisions, including risk considerations, contained in the offering documents. When making an investment decision, you 
should rely on the final documentation relating to any transaction. 
 
No liability for any error or omission is accepted by DWS. Opinions and estimates may be changed without notice and 
involve a number of assumptions which may not prove valid. DWS or persons associated with it may (i) maintain a long 
or short position in securities referred to herein, or in related futures or options, and (ii) purchase or sell, make a market 
in, or engage in any other transaction involving such securities, and earn brokerage or other compensation. 
 
DWS does not give taxation or legal advice. Prospective investors should seek advice from their own taxation agents 
and lawyers regarding the tax consequences on the purchase, ownership, disposal, redemption or transfer of the 
investments and strategies suggested by DWS. The relevant tax laws or regulations of the tax authorities may change 
at any time. DWS is not responsible for and has no obligation with respect to any tax implications on the investment 
suggested. 
This document may not be reproduced or circulated without DWS written authority. The manner of circulation and 
distribution of this document may be restricted by law or regulation in certain countries, including the United States. 
This document is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident 
of or located in any locality, state, country or other jurisdiction, including the United States, where such distribution, 
publication, availability or use would be contrary to law or regulation or which would subject DWS to any registration or 
licensing requirement within such jurisdiction not currently met within such jurisdiction. Persons into whose possession 
this document may come are required to inform themselves of, and to observe, such restrictions. 
© 2021 DWS International GmbH 
 
Issued in the UK by DWS Investments UK Limited which is authorised and regulated by the Financial Conduct Authority 
(Reference number 429806). 
© 2021 DWS Investments UK Limited 
 
In Hong Kong, this document is issued by DWS Investments Hong Kong Limited and the content of this document has 
not been reviewed by the Securities and Futures Commission. 
© 2021 DWS Investments Hong Kong Limited 
 
In Singapore, this document is issued by DWS Investments Singapore Limited and the content of this document has not 
been reviewed by the Monetary Authority of Singapore. 
© 2021 DWS Investments Singapore Limited 
 
In Australia, this document is issued by DWS Investments Australia Limited (ABN: 52 074 599 401) (AFSL 499640) and 
the content of this document has not been reviewed by the Australian Securities Investment Commission. 
© 2021 DWS Investments Australia Limited 
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For investors in Bermuda: This is not an offering of securities or interests in any product. Such securities may be offered 
or sold in Bermuda only in compliance with the provisions of the Investment Business Act of 2003 of Bermuda which 
regulates the sale of securities in Bermuda. Additionally, non-Bermudian persons (including companies) may not carry 
on or engage in any trade or business in Bermuda unless such persons are permitted to do so under applicable Bermuda 
legislation. 
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