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Occupier markets 

Macro-economics 

The impact of Covid-19 on European economies and 
real estate markets is multiplying rapidly. Demand in 
non-food retail, hospitality and travel has collapsed, 
either because of voluntary decisions, or because of 
government controls designed to slow the contagion. 
Other sectors are less affected, but businesses are 
having to change working practices and introduce 
contingency measures. However, central banks have 
been quick to loosen policy and European 
governments have announced enormous stimulus 
packages to support businesses and minimise job 
losses. The hope is that these measures will stabilise 
economies and that most of the hit to growth in the 
first half of 2020 will be regained in the second half. 

Retail 

In much of Europe non-essential stores have been 
closed and shoppers are only allowed to visit banks, 
grocery stores and pharmacies. Some retailers and 
restaurants were struggling financially before Covid-
19, so the number of insolvencies is likely to increase. 
Schroders has received requests from non-food 
retailers to suspend rent payments and we are 
working with them on a case-by-case basis.   

The exception is grocery stores who have seen a jump 
in sales as consumers have stock-piled goods. 
However, supermarkets are having to ration some 
goods and consumers are likely to unwind their 
stocks once the virus has passed.  

Office 

To date the impact on financial and business services 
has been modest and the tech sector continues to 
grow. While the legal profession will be affected by 
the closure of some courts, most companies have 
been able to maintain operations by asking staff to 
work remotely from home.  The real question is 
whether this temporary evacuation will prompt 
companies to re-think their office space requirements 
in the long-term. Although it could lead to a reduction 
in demand, past speculations about remote working 
and the ‘Death of Distance’ were too pessimistic and 

offices continue to be the best place for 
communicating with colleagues, meeting clients, 
training and promoting company culture. 

However, Covid-19 will put pressure on serviced office 
providers as people socially distance themselves and 
some operators will go out of business. London and 
Amsterdam have the highest exposure to serviced 
offices at 6–7% of total floor space (source JLL). 

Industrial / Logistics 

Industrial/logistics firms are seeing some disruption 
to supply chains and several big manufacturers 
including Airbus and Volkswagen have announced 
temporary shutdowns to clean factories and  
re-organise production lines. Conversely, Covid-19 has 
lifted demand for online retail and Amazon has 
announced that it is hiring an additional 100,000 
people globally. In the long-term it is possible that the 
virus, in conjunction with other pressures such as 
growing protectionism, encourages companies to re-
shore some manufacturing from Asia and hold more 
stock in Europe. 

Hotels  

Hotels and the travel industry have been at the  
epicentre of the crisis and we have seen occupancy 
rates in some cities fall close to zero. Following recent 
bans on non-essential travel and the closing of 
borders by the EU, the short term outlook for the 
industry is extremely bleak and we expect temporary 
hotel closures and staff redundancies imminently. 

Lessons from the SARS outbreak in China and the 
recent pick up in demand there show that we could 
expect a quick recovery in operational performance 
once the Covid-19 threat has passed. However, given 
the rapid spread of the virus in Europe, it could be 
many months until we are in this position. 

Building projects 

Many building projects have been halted, at least 
temporarily and we expect delays on other projects 
either to government shutdowns, as workers fall ill, or 
because of materials shortages. Those delays could 
raise costs and depress returns. In the short term, 
developers are likely to hesitate before starting new 
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schemes, also as processes such as public 
consultations or public offices issuing building 
permits are shut or working at lower capacity. 

Investment markets 

Covid-19 is seriously impacting the investment 
market. While some deals in their final stages are still 
closing, many transactions have stopped and few new 
deals are being initiated. The risks around the 
economy and the possibility that tenants might fall 
into insolvency, or use force majeure clauses to stop 
paying rent means there is little certainty on pricing. 
Transaction volumes in Europe have dropped by 20% 
compared with 2019 and we expect the decline to 
accelerate, as buyers and lenders hold back to see if 
prices fall. Asia where transactions have halved could 
provide a precedent. 

Investment transactions in Europe 

 

Investment transactions in Asia 

Source: Real Capital Analytics, March 2020. 
 

The fall in transactions and lack of clarity on pricing 
means that the big valuation firms have now added 
Material Uncertainty clauses to valuations in Europe.  

Although low bond yields are supportive, real estate 
yields are also heavily influenced by investors’ 
expectations for rental growth and it is likely that 
yields will rise as the outlook for the economy 
deteriorates. Assets with short unexpired leases, or 
weak tenants are probably most vulnerable to a 
correction. There could also be distressed sales if 
banks take action against borrowers who cannot 
service the interest on their loan, or if Chinese 
investors need to repatriate capital to plug holes in 
their finances.  

Investment outlook  

While Covid-19 has come as a shock, it has not yet led 
us to change our long-term investment outlook  for 
European real estate. Although total returns in 2020 
will be lower than we expected, they should 
correspondingly be higher in 2021.  We still believe in 
focusing on winning cities with strong economies and 
investing in real estate which is benefiting from six 
mega-themes of demographics, infrastructure, the 
shift from West to East, social impact, technology and 
urbanisation. Having a relatively high exposure to 
office and low exposure to non-food retail  we believe 
is  relatively resilient through any downturn in values 
and the subsequent recovery, once the virus has 
passed. 

However, at a tactical level we are switching to a more 
defensive outlook  in terms of conserving cash and 
reducing gearing in those funds which employ debt. 
We are also waiting to see how pricing develops 
before making further purchases besides those which 
are already contracted and we are ready to take 
advantage of potential opportunities should good 
quality assets become available at distressed prices. 

Schroders Real Estate 

Schroders has robust contingency plans in place and 
we are confident we can continue to effectively serve 
our clients, employees and stakeholders, in the light 
of the disruption we all face. All of our teams are fully 
operational with the majority of staff working 
remotely, with minimum viable presence in the 
offices. While occupier markets are quieter, we are in 
regular contact with our tenants, building managers, 
brokers, lenders and other suppliers to offer support 
and advice where we can. We also continue to be 
active in investment markets and are ready to act on 
opportunities as they arise.  
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Important information  
The views and opinions contained herein are those of the authors as at the date of publication and are subject 
to change due to market and other conditions. Such views and opinions may not necessarily represent those 
expressed or reflected in other Schroders communications, strategies or funds.  
 
This document is intended to be for information purposes only. The material is not intended as an offer or 
solicitation for the purchase or sale of any financial instrument or security or to adopt any investment strategy. 
The information provided is not intended to constitute investment advice, an investment recommendation or 
investment research and does not take into account specific circumstances of any recipient. The material is not 
intended to provide, and should not be relied on for, accounting, legal or tax advice. Any references to 
securities, sectors, regions and/or countries are for illustrative purposes only.  
 
Information herein is believed to be reliable but Schroders does not represent or warrant its completeness or 
accuracy. No responsibility or liability is accepted by Schroders, its officers, employees or agents for errors of 
fact or opinion or for any loss arising from use of all or any part of the information in this document. No 
reliance should be placed on the views and information in the document when taking individual investment 
and/or strategic decisions. Schroders has no obligation to notify any recipient should any information 
contained herein change or subsequently become inaccurate. Unless otherwise authorised by Schroders, any 
reproduction of all or part of the information in this document is prohibited.  
 
Any data contained in this document have been obtained from sources we consider to be reliable. Schroders 
has not independently verified or validated such data and they should be independently verified before further 
publication or use. Schroders does not represent or warrant the accuracy or completeness of any such data.  
All investing involves risk including the possible loss of principal. Not all strategies are available in all 
jurisdictions.  
 
The value of investments and the income from them may go down as well as up and investors may not get 
back the amounts originally invested. 
Exchange rate changes may cause the value of any overseas investments to rise or fall. Past Performance is not 
a guide to future performance and may not be repeated. This document may contain “forward-looking” 
information, such as forecasts or projections. Please note that any such information is not a guarantee of any 
future performance and there is no assurance that any forecast or projection will be realised. Schroders may 
record and monitor telephone calls for security, training and compliance purposes.  
 
Note to readers in Argentina: Schroder Investment Management S.A., Ing. Enrique Butty 220, Piso 12, 
C1001AFB - Buenos Aires, Argentina. Registered/Company Number 15. Registered as Distributor of Investment 
Funds with the CNV (Comisión Nacional de Valores). Nota para los lectores en Argentina: Schroder Investment 
Management S.A., Ing. Enrique Butty 220, Piso 12, C1001AFB - Buenos Aires, Argentina. Inscripto en el Registro 
de Agentes de Colocación y Distribución de PIC de FCI de la Comisión Nacional de Valores con el número 15.  
 
Note to readers in Australia: Note to readers in Australia: This material has been issued by Schroder 
Investment Management Australia Limited (ABN 22 000 443 274, AFSL 226473) and is intended for 
professional investors and financial advisers only. This material is not suitable for retail clients.  
 
Note to readers in Brazil: Schroder Investment Management Brasil Ltda., Rua Joaquim Floriano, 100 – cj. 142 
Itaim Bibi, São Paulo, 04534-000 Brasil. Registered/Company Number 92.886.662/0001-29. Authorised as an 
asset manager by the Securities and Exchange Commission of Brazil/Comissão de Valores Mobiliários (“CVM”) 
according to the Declaratory Act number 6816.  
 
Note to readers in the European Union/European Economic Area: Schroders will be a data controller in 
respect of your personal data. For information on how Schroders might process your personal data, please 
view our Privacy Policy available at www.schroders.com/en/privacy-policy or on request should you not have 
access to this webpage. Issued by Schroder Investment Management (Europe) S.A., 5, rue Höhenhof, L-1736 
Senningerberg, Luxembourg. Registered No. B 37.799  
 
Note to readers in Hong Kong: The material is issued by Schroder Investment Management (Hong Kong) 
Limited and has not been reviewed by the SFC.  
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Note to readers in Indonesia: PT Schroder Investment Management Indonesia, Indonesia Stock Exchange 
Building Tower 1, 30th Floor, Jalan Jend. Sudirman Kav 52-53 Jakarta 12190 Indonesia. Registered on the 
Investment Management activities and Regulated by Otoritas Jasa Keuangan (“OJK”). OJK makes no 
representation of approving or does not approve this advertisement or publication, nor declare the truth or 
adequacy of the contents of this advertisement or publication.  
 
Note to readers in Japan: For Investment Professional only. This material is not suitable for retail clients. 
Issued by Schroder Investment Management (Japan) Limited. A Financial Instruments Business Operator. 
Kanto Local Finance Bureau (FIBO) No. 90. Member of Japan Investment Advisers Association, The Investment 
Trusts Association, Japan and Type II Financial Instruments Firms Association  
 
Note to readers in Singapore: Schroder Investment Management (Singapore) Ltd, 138 Market Street #23-01, 
CapitaGreen, Singapore 048946. Company Registration No. 199201080H. Regulated by the Monetary Authority 
of Singapore. This advertisement or publication has not been reviewed by the Monetary Authority of 
Singapore.  
 
Note to readers in South Korea: Schroders Korea Limited, 26th Floor, 136, Sejong-daero, (Taepyeongno 1-ga, 
Seoul Finance Center), Jung-gu, Seoul 100-768, South Korea. Registered and regulated by Financial Supervisory 
Service of Korea.  
 
Note to readers in Switzerland: This document is issued by Schroder Investment Management (Switzerland) 
AG, Central 2, CH-8001 Zurich, a fund management company authorized and supervised by the Swiss Financial 
Market Supervisory Authority FINMA, Laupenstrasse 27, CH-3003 Bern. 
 
Note to readers in Taiwan: For professional advisors or investors only. This material is not suitable for retail 
clients. Issued by Schroder Investment Management (Taiwan) Limited, 9F., No. 108, Sec. 5, Xinyi Road, Xinyi 
District, Taipei 11047, Taiwan. Registered as a Securities Investment Trust Enterprise regulated by the Financial 
Supervisory Commission.  
 
Note to readers in the United Arab Emirates: Schroder Investment Management Limited, located on 1st 
Floor, Gate Village Six, Dubai International Financial Centre, PO Box 506612 Dubai, United Arab Emirates. 
Regulated by the Dubai Financial Services Authority. This document is not subject to any form of regulation or 
approval by the DFSA. The DFSA has no responsibility for reviewing or verifying any Prospectus or other 
documents in connection with this Fund. Accordingly, the DFSA has not approved any associated documents 
nor taken any steps to verify the information set out in the Prospectus for the fund, and has no responsibility 
for it. This document is intended to be for information purposes only and it is not intended as promotional 
material in any respect. This document is intended for professional investors only as defined by the DFSA rules 
which can be accessed from their website www.dfsa.ae  
 

Note to readers in the United Kingdom: Schroders will be a data controller in respect of your personal data. 
For information on how Schroders might process your personal data, please view our Privacy Policy available at 
www.schroders.com/en/privacy-policy or on request should you not have access to this webpage. Issued by 
Schroder Investment Management Limited, 1 London Wall Place, London EC2Y 5AU. Registered Number 
1893220 England. Authorised and regulated by the Financial Conduct Authority. 

http://www.dfsa.ae/

