
The UK economy expanded more slowly 
in the first quarter. Economic growth 
halved from 0.6% in Q4 to 0.3% in Q1 
2015, the slowest three-month period of 
growth in two years, brought down by 
falls in construction output. Service sector 
growth slowed to 0.5%, while business 
and financial services increased by just 
0.1%. With the General Election now 
decided we believe growth will return to 
trend in 2015. Markit’s latest PMI services 
index scores are above the 50 mark, 
suggesting strong occupational office 
demand in the period ahead. 

Occupier markets
Following an exceptionally strong 2014, 
there was a lull in occupier activity in the 
regional office market in the first quarter  
of 2015, with total take-up 37% down on 
the previous quarter. Take-up across the 
10 cities monitored totalled 1.35 million 
sq ft in Q1, compared with 2.15 million 
sq ft in Q4 2014. The slowdown was 
evident across most city centres with the 
exception of Newcastle and Sheffield, 
where quarterly take-up rose by 69% 
and 52%, respectively. However overall 
take-up in Q1 2015 was in line with the 
five-year quarterly average.

We expect to see higher levels of 
occupational demand in Q2, back above 
the five-year average, given current  
named requirements of 4.58 million sq ft, 
which is the highest in five years, 18% up 

on the previous quarter, and 20% above 
the same period last year. 

Newcastle and Birmingham currently have 
the highest level of active requirements, at 
circa 800,000 sq ft. Named requirements 
this quarter include a number of occupiers 
preparing major relocations, such as 
HSBC’s decision to take a further 220,000 
sq ft in Birmingham at Arena Central, 
while in Glasgow Morgan Stanley have 
issued a requirement for 100,000-150,000 
sq ft and Cigna have issued one for 
35,000-40,000 sq ft. Leeds has also  
seen pre-lets to Addleshaw Goddard at  
3 Sovereign Square.

Most of the regional markets now have 
less than three years supply of New and 
Grade A space available. At the end of  
the first quarter New and Grade A 
availability stood at a historic low of  
1.93 million sq ft, down 8% on the 
previous quarter and 26% over the year. 
The situation is most acute in Birmingham, 
which currently has just over one year’s 
supply of Grade A space available, 
including speculative developments 
(Figure 2). 

Rents are coming under pressure as  
the existing supply of good quality  
stock diminishes. During the first quarter 
headline rents increased to £30.00  
per sq ft in Birmingham and to £26.00  
per sq ft in Leeds. We anticipate further 
rises in office rents during the remainder 
of the year across the majority of city 
centres, with above average increases  
in Sheffield and Cardiff. 
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FIGURE 1 

Q1 2015 take-up vs five year  
quarterly average

* Based on average Grade A take-up vs current availability 
Source: Knight Frank Research
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FIGURE 2 

Years of Grade A supply

 Q1 15 End 15 F End 16 F 

Aberdeen  £32.00  £32.00  £32.00 

Birmingham  £30.00  £31.00  £32.50 

Bristol  £28.50  £29.50  £29.50 

Cardiff  £22.00  £23.00  £24.00 

Edinburgh  £28.00  £29.00  £30.00 

Glasgow  £29.50  £29.50  £30.00 

Leeds  £26.00  £27.50  £27.50 

Manchester  £32.00  £33.00  £34.00 

Newcastle  £21.50  £22.00  £23.00 

Sheffield  £20.00  £22.00  £22.00 

FIGURE 3  

Prime rents and forecast (per sq ft)

Source: Knight Frank Research
3 Hardman Square, Manchester
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Largest deal across 10 regional markets in Q1. VGV 
purchased 7,8 & 10 Brindleyplace , Birmingham for £131 
million in February, reflecting a net initial yield of 5.75%

Investment activity
In contrast to the occupier market, investor appetite for regional office stock strengthened 
during the first quarter, with turnover in the investment market reaching £1.48bn. This was 
almost double the level of turnover during the same period last year, and 5% higher than 
the previous quarter. 

Manchester and Birmingham proved to be the most popular destination for investors in 
Q1, with total office investment volumes of £182 million and £178 million, respectively. 
This included the German pension fund VGV’s acquisition of RBS’s Brindleyplace 
headquarters in Birmingham from Tritax in February for £131 million, reflecting a net 
initial yield of 5.75%, and M&G Property Portfolio’s acquisition of 3 Hardman Square 
Manchester from CS Euroreal in January for £91.73 million, reflecting a net initial yield  
of 5.8%. 

Not surprisingly, given the weight of money targeting core regional office markets, prime 
yields moved down by 25 bps across the majority of centres, with the exception of 
Aberdeen where yields moved up by 50 bps. Birmingham and Manchester now command 
a premium over the UK’s other core markets at 5%, closely followed by Bristol and Leeds, 
which both stand at 5.25%. The prime yields spread across the core regional office 
markets is now 175 bps, which is the widest in over 10 years.

Offices are forecast to be the lead performing sector in 2015 ahead of both retail and 
industrial. The IPF Consensus Forecasts show an average total return of 15.9% for  
offices in 2015 driven by rental growth and an expectation of relatively strong capital  
value growth. This compares with an all property average total return of 13.0%.

With offices forecast to be the lead performer we expect investor demand to remain 
strong. We believe there will be further yield compression across the regional office 
market, driven by the substantial weight of money and shortage of good quality stock.

Date Street Purchaser / Vendor Price £m Yield %

Feb-15 Brindleyplace, 7, 8 & 10, 
Birmingham

VGV / Tritax Assets Ltd  131.00 5.75

Jan-15 3 Hardman Square, 
Manchester

M&G Property Portfolio / 
CS Euroreal 

 91.73 5.79

Mar-15
120 Bothwell Street, 
Glasgow

M&G Real Estate / CS Euroreal  72.73 6.20

Mar-15 1 Tanfield,  
Edinburgh

Rockspring UK Value Fund / 
Carlyle Group

 56.00 6.50

Mar-15 The Mint, Sweet Street, 
Leeds

Patron Capital Partners / Deltalord  30.30 7.50

Mar-15 Edinburgh Quay 2, 
Edinburgh

Knight Frank IM LLP /  
Cordea Savills ECF

 24.52 6.88

Feb-15 Bradley Stoke, RAC, 
Bristol

Blackrock UK LLPF /  
National Grid UK PF

 24.22 5.05

Mar-15 7 Norfolk Street, 
Manchester

Deutsche Asset & Wealth /  
M&G Real Estate 

 16.77 6.62

Major regional office investment deals in Q1 2015

Source: Knight Frank Research
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Regional office investment volumes 
(£bn) 
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 Q1 14 Q1 15 Yield 
sentiment

Aberdeen 5.75  6.25

Birmingham 5.50  5.00 

Bristol 5.75  5.25 

Cardiff 5.90  5.75 

Edinburgh 5.75  5.50 

Glasgow 5.75  5.50

Leeds 5.75  5.25 
Manchester 5.50  5.00 
Newcastle 6.00  5.75
Sheffield 6.75  6.75 

FIGURE 5  Prime yields (%) 
Reflects 10 year income

Source: Knight Frank Research
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Please refer to our bi-annual reports for more detailed accounts of the city markets http://www.knightfrank.co.uk/research/ROMP/

http://www.knightfrank.co.uk/research/ROMP/

