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Brexit: Our expectations
Likelihood:
A vote to remain continues to be the more likely outcome and
GRE research believes that the likelihood of this has increased
marginally after Cameron achieved his reforms in Brussels. The
polls however are largely inconclusive and varied, but the
likelihood remains that as we draw closer to the referendum
the undecided voters will err with the status quo rather than
face the uncertainty of a Brexit. As a result, our main scenario
is that a vote to leave remains a distinct possibility in the run
up the election, but in a close result the UK votes to remain, in
a similar manner to the Scottish independence referendum.
Consensus and odds from bookmakers puts the likelihood of
an exit at around 30%.

Run up to referendum
Under the main scenario, we expect real estate activity in the UK to drop off significantly until after the referendum. While data
for 1Q is not yet available, anecdotal evidence from the market indicates that this has been the case with a significant decline in
activity being reported. Overall the occupier side is likely to be slightly less affected, and domestic UK demand in particular
should continue to tick over, but it is certainly likely any companies with exposure to European markets will put off relocation or
expansion decisions until after the result is known. This is likely to have a pronounced impact in London where the vast majority
of large global corporates who operate within the EU market are based. However we do not expect landlords to reduce rental
levels in an attempt to stimulate demand during this period, with a preference to wait and see what the outcome is before
acting. After a vote to remain, we expect pent up demand to come back to the market in the second half of the year, with a
minimal overall effect on the market.
It appears the referendum is having an impact on the supply pipeline in London, and construction starts have fallen back
significantly since the middle of 2015. With major speculative schemes highly unlikely to go ahead until the result is known, this
will result in a c. 12 month delay in the expected delivery of supply in Central London, which could further prolong the period of
rental growth into 2017, with the correction in rents coming through in 2018/19 assuming the schemes move forward in the
second half of 2016 after a vote to remain.
We expect investment activity to slow significantly in the run up to the referendum. As there is not currently any additional
pressure on landlords to sell, there is very little product being brought onto the market, with potential vendors clearly preferring
to wait and see the outcome rather than selling at discount in the run up to the election. Without a significant discount, there is
very little upside benefit for investors to make net purchases between now and the referendum given the strong likelihood of a
negative short term impact of a vote to leave on values. As with the occupier market, in a vote to remain we see activity
rebounding rapidly in the second half of the year as pent up demand is satisfied, this may place some very short term downward
pressure on yields.

Vote to exit
Firstly the full implications of a Brexit will not be fully understood
for some time after the result, and it is likely to be years rather
than months before Britain's position within Europe outside of
the EU is finalized. The major consequence of this for real estate
markets is uncertainty on both the investment and occupational
side, which tends to lead to a stagnation in activity.
A PMA survey of real estate investors clearly indicates that most
(64%) would seek to downsize their existing exposure to the UK
market to some degree in the event of a Brexit. With a further
21% indicating they would be reducing future exposure into the
UK, this would inevitably lead to a situation where there was an
additional amount of real estate stock coming to the investment
market from the downsizers, at the same time as a reduction in
the number of buyers which would be targeting it. We would
also have to expect some reduction in the flow of capital from
buyers not already in the market, who may reconsider their entry
into the market, at least until the initial volatility of the situation
has died away. This would inherently have negative implications
for pricing across the real estate markets, and the most severe
would likely be in Central London which has the highest
dependency on foreign capital. This capital is typically more
footloose than domestic capital and has the option to redeploy
elsewhere in the globe.

On the occupational side, we would also expect the most severe
consequences to be in London however the extent of this may be
overplayed somewhat by the media. Whilst we would expect
some large global corporates to reconsider their European
strategy in light of a Brexit, which could result in the transfer of
some specific functions to alternative locations within the EU, we
are not expecting any kind of mass exodus from the City and the
vast majority of global corporations in London are committed to a
future whether the UK is or is not in the EU. Outside of London
the more domestically driven occupational markets would in
theory be less exposed, but would be more exposed from an
overall slowdown in economic growth and weaker sentiment
which comes about as a result of uncertainty in the aftermath of
the referendum.

Real Estate Research & Strategy – Europe
Zachary Gauge

For more information please contact
UBS Asset Management
Global Real Estate Research
Zachary Gauge
Tel. +44-20-7901-5534
Zachary.gauge@ubs.com
www.ubs.com/realestate

This publication is not to be construed as a solicitation of an offer to buy or sell any securities or other financial instruments relating to
UBS AG or its affiliates in Switzerland, the United States or any other jurisdiction. UBS specifically prohibits the redistribution or reproduction of
this material in whole or in part without the prior written permission of UBS and UBS accepts no liability whatsoever for the actions of third parties in
this respect. The information and opinions contained in this document have been compiled or arrived at based upon information obtained from sources
believed to be reliable and in good faith but no responsibility is accepted for any errors or omissions. All such information and opinions are subject to
change without notice. Please note that past performance is not a guide to the future. With investment in real estate (via direct investment, closed- or
open-end funds) the underlying assets are illiquid, and valuation is a matter of judgment by a valuer. The value of investments and the income from
them may go down as well as up and investors may not get back the original amount invested. Any market or investment views expressed are not
intended to be investment research. The document has not been prepared in line with the requirements of any jurisdiction designed to
promote the independence of investment research and is not subject to any prohibition on dealing ahead of the dissemination of
investment research. The information contained in this document does not constitute a distribution, nor should it be considered a recommendation to
purchase or sell any particular security or fund. A number of the comments in this document are considered forward-looking statements. Actual future
results, however, may vary materially. The opinions expressed are a reflection of UBS Asset Management’s best judgment at the time this document is
compiled and any obligation to update or alter forward-looking statements as a result of new information, future events, or otherwise is disclaimed.
Furthermore, these views are not intended to predict or guarantee the future performance of any individual security, asset class, markets generally, nor
are they intended to predict the future performance of any UBS Asset Management account, portfolio or fund. Source for all data/charts, if not stated
otherwise: UBS Asset Management, Global Real Estate. The views expressed are as of April 2016 and are a general guide to the views of UBS Asset
Management, Global Real Estate. All information as at April 2016 unless stated otherwise. Published April 2016. Approved for global use.
© UBS 2016 The key symbol and UBS are among the registered and unregistered trademarks of UBS. Other marks may be trademarks of their respective
owners. All rights reserved.

2

