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The heterogeneous nature of individual buildings 
and the low rate of trading compared with financial 
assets means that valuing commercial real estate is 
not an exact science. The standard approach to 
valuing an asset is to look at the yield (cap rate) on 
two, or more recent sales of similar buildings and 
then make a series of adjustments for differences in 
location, internal specification, the unexpired lease 
term, the financial strength of the occupier, etc.  

Furthermore, the extent to which valuers mark  
to market varies across countries. In part this is 
due to different national standards. For example, 
UK valuations estimate the best price which could 
be achieved in today’s market, whereas German 
valuations estimate the average price in normal 
market conditions. However, it also reflects 
fundamental differences in investors’ attitudes 
towards commercial real estate and whether they 
regard it as a proxy for bonds, or for equities or  
as an entirely standalone asset class. Although 
national stereotypes are crude, it is probably fair to 
say that most German investors regard real estate 
as a long-term store of value and their main focus 
is on income. By contrast, UK investors are typically 
more concerned about anticipating the market 
cycle and maximising total returns. 

The huge uncertainty surrounding European 
economies and the difficulty of carrying out 
inspections during lockdowns has led to a sharp 
fall in new investment transactions since early 
March. In addition a number of deals which were 
agreed but had not completed before the virus 
struck have unravelled and some purchasers have 
walked away and forfeited their deposit. 

The sudden drop in transactions has left valuers in 
a quandary and valuers who work to RICS Red 
Book standards added material uncertainty clauses 
to their valuations for the first quarter of 2020. 
Some valuers decided to simply leave values 
unchanged, citing a lack of comparable evidence. 
Other valuers made marginal cuts to valuations to 

take into account the delay to rent payments 
during the lockdown. A third set of valuers chose  
to make bigger downward adjustments, increasing 
yields in order to recognise the greater risk of 
tenant insolvencies, the weakening in investor 
sentiment and the tougher stance of banks on  
new loans. Since March banks across Europe have 
raised margins on new commercial real estate 
loans by between 0.25-0.5%. The lack of consensus 
among valuers meant that the first quarter saw an 
unusually wide range in valuation movements and 
fund returns. 

How far capital values fall in 2020 will largely 
depend on whether government measures to 
keep businesses afloat through the lockdowns are 
successful. If they succeed then the fall in capital 
values should be limited and we should see a 
recovery later this year, as business activity picks 
up and investor sentiment revives. However, if 
there is a wave of insolvencies, then a lot of space 
could be left vacant and the recovery in rents and 
capital values is likely to be delayed. 

UK style valuations could decline by 10–15%, while 
German style valuations might fall by roughly 3%.  
Of course, these are averages and non-food retail, 
hotels and student accommodation are likely to 
suffer a bigger hit than office, food retail, industrial, 
or social supported housing. Data centres and 
laboratories might buck the downturn entirely. 
There will also be a big variation between prime 
assets with long secure income streams and 
secondary assets where the rent is in jeopardy. 

We do not anticipate a repeat of the death spiral  
of falling prices and forced sales which occurred 
during the global financial crisis. In general, 
investors have borrowed less over recent years 
than in the run up to the global financial crisis and 
banks will probably tolerate temporary breaches of 
loan terms, provided there is a good prospect that 
rent and interest payments will resume once the 
lockdowns are relaxed. 
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Important information 

This material is for professional investors or 
advisers only. It is not to be provided to  
retail clients. 

Investment involves risks. Past performance is 
not a guide to future performance and may not  
be repeated. The value of investments and the 
income from them may go down as well as up and 
investors may not get back the amount originally 
invested. Exchange rate changes may cause the 
value of any overseas investments to rise or fall. 

Schroders has expressed its own views in this 
material and these may change without notice. 
While the information contained in this material 
has been sourced by Schroders and is believed  
by Schroders to be accurate and complete, such 
information should be independently verified by 
the recipient before use. This material is intended 
to be for information purposes only and is not 
intended as promotional material in any respect. 
The material is not intended as an offer or 
solicitation for the purchase or sale of any financial 
-product. The material is not intended to provide, 
and should not be relied on as, accounting, legal  
or tax advice, or investment recommendations. 
Information contained in this material is believed 
to be reliable but neither Schroders nor any entities 
within the Schroders group nor any of their officers 
or employees warrants its completeness or 
accuracy (each a Schroder Entity). Insofar as 
liability under relevant laws cannot be excluded,  
no Schroder Entity accepts any liability for any error 
or omission in this material or for any resulting loss 
or damage (whether direct, indirect, consequential 
or otherwise). Reliance should not be placed on this 
material when making individual investment 
and/or strategic decisions. 

The forecasts included should not be relied upon, 
are not guaranteed and are provided only as at the 
date of issue. Forecasts are based on Schroders’ 
own assumptions which may change. Schroders 
accepts no responsibility for any errors of fact or 
opinion and assume no obligation to notify you of 
any changes. Forecasts and assumptions may be 
affected by external economic or other factors. This 
material has not been reviewed by the regulators. 
Not all strategies are available in all jurisdictions. 

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. 

For readers/viewers 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. 

For readers/viewers in Australia: Issued by 
Schroder Investment Management Australia Limited 
Level 20, Angel Place, 123 Pitt Street, Sydney NSW 
2000 Australia ABN 22 000 443 274, AFSL 226473. 

For readers/viewers 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. 

For readers/viewers 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/viewers in Hong Kong S.A.R.: 
Issued by Schroder Investment Management (Hong 
Kong) Limited. Level 33, Two Pacific Place, 88 
Queensway, Hong Kong. This material has not been 
reviewed by the Securities and Futures Commission. 

Note to readers/viewers in Indonesia: Issued by 
PT Schroder Investment Management Indonesia 
Indonesia Stock Exchange Building Tower 1, 30th 
Floor, Jalan Jend. Sudirman Kav 52-53 Jakarta 12190 
Indonesia PT Schroder Investment Management 
Indonesia is licensed as an Investment Manager 
and regulated by the Indonesian Financial Services 
Authority (OJK).This material has not been reviewed 
by the OJK. 
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Note to readers/viewers in Japan: Issued by 
Schroder Investment Management (Japan) Limited 
21st Floor, Marunouchi Trust Tower Main, 1-8-3 
Marunouchi, Chiyoda-Ku, Tokyo 100-0005, Japan 
Registered as a Financial Instruments Business 
Operator regulated by the Financial Services 
Agency of Japan (‘FSA’). Kanto Local Finance Bureau 
(FIBO) No. 90 This material has not been reviewed 
by the FSA. 

Note to readers/viewers in Singapore: For 
Accredited and or Institutional Clients only,  
where appropriate Issued by Schroder  
Investment Management (Singapore) Ltd  
(Co. Reg. No. 199201080H) 138 Market Street 
#23-01 CapitaGreen, Singapore 048946. This 
advertisement or publication has not been 
reviewed by the Monetary Authority of Singapore. 

Note to readers/viewers in South Korea:  
Issued by Schroders Korea Limitedn26th 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 (‘FSS’)This material has 
not been reviewed by the FSS. 

For readers/viewers in Switzerland: Issued by 
Schroder Investment Management (Switzerland) 
AG, Central 2, CH-8001 Zürich, Postfach 1820, CH-
8021 Zürich, Switzerland. Enterprise identification 
number (UID) CHE-101.447.114. Authorised and 
regulated by the Swiss Financial Market 
Supervisory Authority (FINMA). 

Note to readers/viewers in Taiwan: Issued by 
Schroder Investment Management (Taiwan) 
Limited 9F., No. 108, Sec. 5, Xinyi Road, Xinyi 
District, Taipei 11047, Taiwan. Tel +886 2 2722-1868 
Schroder Investment Management (Taiwan) 
Limited is independently operated. This material 
has not been reviewed by the regulators. 

Note to readers/viewers in Thailand: This 
presentation has not been approved by the 
Securities and Exchange Commission which takes 
no responsibility for its contents. No offer to the 
public to purchase any fund will be made in 
Thailand and this presentation is intended to be 
read for information only and must not be passed 
to, issued to, or shown to the public generally. 
Schroder Investment Management (Singapore) Ltd 
does not have any intention to solicit you for any 
investment or subscription in any fund and any 
such solicitation or marketing will be made by an 
entity permitted by applicable laws and 
regulations. 

Note to readers/viewers in Malaysia: This 
presentation has not been approved by the 
Securities Commission Malaysia which takes no 
responsibility for its contents. No offer to the public 
to purchase any fund will be made in Malaysia and 
this presentation is intended to be read for 
information only and must not be passed to, issued 
to, or shown to the public generally. Schroder 
Investment Management (Singapore) Ltd does not 
have any intention to solicit you for any investment 
or subscription in any fund and any such 
solicitation or marketing will be made by an entity 
permitted by applicable laws and regulations. 

For readers/viewers in the People’s Republic  
of China: Issued by Schroder Investment 
Management (Shanghai) Co., Ltd. Unit 33T52A, 33F 
Shanghai World Financial Center, 100 Century 
Avenue, Pudong New Area, Shanghai, China, AMAC 
registration NO. P1066560. Regulated by Asset 
Management Association of China (‘AMAC’) This 
material has not been reviewed by the AMAC. 

For readers/viewers 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. 

For readers/viewers 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. UK000747 


