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2016 Revisited

Bear: Don’t you look dapper Bull?

Bull: I can only but try Bear, and it is Valentine’s Day 
after all. I could hardly turn up to this posh restaurant 
looking dishevelled, could I? Just look around. It’s full of 
young couples, all struggling to find something to talk 
about. We on the other hand have so much to discuss!

Bear: We sure do Bull, but I was genuinely starting to think we 
wouldn’t be getting the call this year.

Bull: What call?

Bear: The call from St Bride’s to review our 2016 predictions 
and make some predictions for 2017. Sat here, in the middle of 
February, I’d just assumed that they were so disappointed with our 
performance last year that they had turned to someone new. 

Bull: Never. We may be a little long in the tooth, but there are very 
few property professionals with our level of experience. In these 
highly uncertain times, experience is going to be more crucial than 
ever.
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Bear: So why did it take them so long to make contact with us?

Bull: Well I’d just assumed that they wanted to give us a few weeks 
to digest what was going on in the world. Remember most starts to 
the year are pretty dull. And I am not just talking about the weather. 
But this year we’ve already seen the inauguration of The Donald 
and had the British Government outline their proposals for Brexit. 
We are far better prepared now to make our predictions than we 
would have been at the beginning of January.

Bear: Maybe. But I still don’t think anybody’s really got a clue what 
lies ahead. And I am still licking my wounds about our predictions 
last year. 

Bull: But at least we were prepared to say what we thought, even if 
we were proved to be wrong on the odd occasion. I’d always rather 
be a bull than a sheep. We didn’t get them all wrong anyway. If you 
look at the thirteen predictions we made, we got seven correct.

Bear: But we got the two ‘biggies’ badly wrong. Trump and Brexit.

Bull: But so did everyone else. The bookies have even said that 
Trump’s victory, Britain leaving the EU and Leicester City winning 
the Premier League were all deemed so unlikely that a £10 bet 
on all three would together have returned £30 million! It was a 
combination considered so unimaginable that no-one in the UK 
actually placed such a bet!

Bear: That’s comforting I suppose, but what excuse 
can we give for getting all but one of our sporting 
predictions wrong? Thank goodness we got the winner 
of the Ryder Cup correct! 

Bull: But no-one is complaining that Team GB bettered its London 
Olympics 2012 medal tally, are they? And remember, Team GB were 
the first nation to win more medals at the Games immediately after 
hosting. 2016 was equally as unpredictable for sport as it was for 
politics. For example, who would have predicted that Iceland would 
have beaten England at Euro 2016? 

Bear: Plenty of people, Bull! 

Source: St Bride’s Managers

Bull and Bear met up recently to discuss how accurate their predictions were for 2016 and to 
offer their insights into the year ahead. This publication records their discussion.

½

Bull and Bear’s 2016 Sporting Predictions

Competition Prediction Winner

Ryder Cup America America

World Twenty20 India West Indies

Six Nations Ireland England

The Premier League Manchester City Leicester

The Masters Rory McIlroy Danny Willett

Euro 2016 Germany Portugal

Source: St Bride’s ManagersSource: St Bride’s Managers

1
UK GDP growth and inflation will be lower than forecast 

by the OBR

2 Interest rates will not increase before Quarter 4 2016 ü
3 The UK will not vote to leave Europe 

4 Donald Trump will not be the 45th US President

5 Total Returns for 2016 will be 8.00% 

6 There will be no further yield compression in London  ü
7 2016 investment volumes will not match 2014 or 2015 ü

8
Investment volumes in the regions will exceed those in 

London

9
Rental growth will remain strong in London and patchy 

in the regions  ü

10
The alternatives sector will increase its share of all  

property investment in the UK ü

11
The Private Rented Sector will start to see significant 

institutional investment  ü

12
England will win Group B but lose on penalties in the 

semi-finals of Euro 2016

13 Team GB will not better its London 2012 medal tally

Bull and Bear’s January Predictions for 2016
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Bull: Fair enough. Let’s change topics, and quickly. We got our 
economic predictions right though, didn’t we? We said that UK GDP 
growth would be lower in 2016 than was forecast by the OBR at 
the start of the year. And it was. They forecast 2.3% and it ended up 
being 2%.

Bear: True, but it feels wrong to celebrate lower economic growth. 
And you conveniently missed off that we predicted inflation would 
be lower than forecast too. The December 2016 CPI rate of 1.6% was 
the highest since July 2014. The OBR had forecast 1.0%, remember? 

Bull: You just don’t let anything slip, do you Bear? I 
can accept that we got that wrong, but inflation is still 
running below the Bank of England’s target of 2%.

Bear: Only just. It’s now within touching distance. It’s no wonder  
there is growing speculation that the Bank of England could raise 
interest rates later this year. 

Bull: Oh, I am glad you mentioned interest rates. That was another 
prediction we got right! As we predicted, interest rates did not 
increase before Quarter 4 2016. 

Bear: Talk about clutching at straws Bull! Whilst neither of us 
was convinced back in January last year that the UK’s economy 
was robust enough to sustain an interest rate rise in 2016, we 
certainly didn’t foresee a rate cut. August’s reduction to 0.25% took 
everybody by surprise. 

Bull: The St Bride’s record books won’t explain why though, will 
they? They will just show a big fat tick against our names for 
that prediction. Just like they will with our prediction that 2016 
commercial property investment volumes would not match those 
of 2014 or 2015. Did you know that only £46.5 billion was transacted 
in 2016, compared with £66.7 billion in 2015? That’s 30% down!

Bear: But we hardly went out on a limb, did we? 2015 was a record 
breaking year for investment volumes and net inflows into property 
funds had already started to ease by the time we made our 
prediction. We did get it wrong though that regional investment 
volumes would exceed those in London. London still dominates.

Bull: Only by £1.5 billion and what’s that between friends? 
However, if you combine portfolio transactions with single regional 
transaction volumes, they tally over 57% of all investment volumes. 
Activity in the regional markets in 2016 was also 8% up on the five 
year average. I am comfortable claiming that we got that prediction 
half right. 

Bear: Well I am not convinced.

Bull: Quelle surprise! Anyway, we definitely got our predictions 
right that there would be no further yield compression in London 
and that the alternatives sector would continue to grow. According 
to JLL, £12.3bn was invested in alternatives in 2016. This equates to 
approximately 29% of market share.

Bear: But we got our total return forecast badly wrong, didn’t we?

Bull: Yes and no. Yes our prediction was higher than the final 
number, but against that, we were noticeably more bearish than 
the consensus back in January last year.

Bear: The main reason why was because most of 
the property industry assumed that the UK would 
not vote to leave Europe, remember? The fall-out 
of Brexit saw average property values fall by about 
4% in Quarter 3, not to mention the gating of the 
large retail funds. Values did recover some ground in Quarter 4 but 
they were still about 2.8% down for the year. That’s what caused the 
lower than predicted total returns.

Bull: Well I just don’t see a repeat of 2016 in 2017. Shall we choose 
our food and then dive into the main course of St Bride’s mandate? 
That being...”What do we think is going to happen in 2017?”

Last Year’s Total Return Forecasts for 2016

%

IPF Consensus 9.30

St Bride’s Managers 8.00

Actual 3.50

Source:  IPF / IPD

London and Regional Investment Volumes 2016

Source:  LSH
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Bear: So Bull, where shall we start? 

Bull: How about politics? My first prediction is that the UK will serve 
the Article 50 notice to start the process of the UK leaving the 
European Union. And I am going to further predict that the Prime 
Minister will fulfil her promise by doing it ahead of 31st March.

Bear: Absolutely brilliant. Talk about going out on a limb. MPs have 
already overwhelmingly backed the Government’s Article 50 Bill 
and it is being reported that Mrs May might formally tell Donald 
Tusk as early as the 9th March.

Bull: Well it was you that said we needed to up our 
game on last year’s predictions performance. Surely 
we should get a few easy points on the board early 
on? And anyway, what’s the point of predicting what 
serving Article 50 is going to mean for the UK when 
the people serving it still don’t even know themselves!

Bear: That’s true, I suppose. Plus no-one is talking about how the 
EU is going to deal with it either. Given that the UK has long been 
a constant and substantial net contributor, who is going to fill the 
gaping hole in their budget? All the Europeans seem to be saying 
is that the UK can leave whenever it wishes and that the rules are 
the rules.

Bull: But they have absolutely no choice but to adopt that stance. 
And the reality is that for many European countries, their approach 
to Brexit will be dictated by the outcome of their General Elections 
that are taking place this year. In March the Netherlands are going 
to the polls, followed by the French in May and Germany in October.

Bear: But really what are the chances of Marine Le Pen, Geert Wilders 
or Frauke Petry actually winning? 

4

Bull: Well, according to Paddy Power, the odds are 2/1 for Le Pen to 
be the next French President, 18/1 for Petry to be the next German 
Chancellor and it’s 3/10 for Wilders to win the most seats in the 
Dutch Election. However, it’s still unlikely that he will be able to 
form the coalition he needs to push forward his ‘Nexit’ plans.

Bear: Well I wouldn’t bet against anything, especially with President 
Trump now in office. His doctrine of unpredictability has the world 
on edge, doesn’t it? His thinking appears to be based on the notion 
that friends and enemies alike should have absolutely no idea what 
the United States would do in any given situation. It really is an 
unsettling prospect.

Bull: But I still find myself agreeing with Christine Lagarde and the 
St Bride’s US office. Trump may end up being good for the U.S. 
economy, especially in the short-term. Apparently his plan for 
additional investment in infrastructure and tax reforms is going to 
underpin domestic economic growth.

Bear: That may well be true, but rising interest rates and the 
strengthening of the dollar is going to challenge the rest of the 
global economy. And you also have to remember that the US 
economy slowed last year to register its worst performance since 
2011. Even the Euro area outgrew the US!

Bull: But thankfully the UK economy has started this year with some 
momentum, hasn’t it? Britain also had the fastest growing economy 
in the G7 in 2016, remember? 

Bear: I do, but according to the European 
Commission, the UK economy is going to slow 
down sharply over the next couple of years. And I 
actually agree with them. Their latest forecast says 
the UK economy will grow by just 1.50% this year 
and by 1.20% in 2018.

Economics, Politics and Sport

Bull and Bear discuss Brexit, the prospects for the UK economy and 2017’s sporting calendar.

Prediction 1- The UK will serve Article 50  
by the end of March 2017

Next French 
President

Next German 
Chancellor

Most Seats in Dutch 
Election

Macron - 13/8 Merkel - Evens Wilders - 3/10

Le Pen - 2/1 Schulz - 5/4 Rutte - 9/4

Fillon - 9/4
Schaeuble/

Guttenberg - 14/1
Buma - 33/1

Hamon - 16/1 Petry - 18/1 Samsom - 66/1

Source: Paddy Power, 20 February 2017

Prediction 2 - No European Nationalist Party  
will win control in 2017

Latest European Election Odds



Bear: Well curiously I don’t think so. Not this year anyway. In fact, 
with the economic outlook remaining uncertain, I reckon an 
interest rate cut is just as likely as a hike. For example, in 2012 CPI 
moved beyond 5%, yet the Bank of England was unmoved on the 
interest rate. And if interest rates don’t rise, then gilt yields won’t 
rise either.

Bull: Surely uncertainty is no valid reason to keep 
interest rates at a record low? But that said, I am happy 
to go with your prediction of no change this year. 
In return, will you agree with my prediction that the 
British and Irish Lions are going to suffer a ‘Blackwash’ 
at the hands of the New Zealanders in June/July?

Bear: Regrettably I do agree. I reckon The Lions will give them a 
scare in the first Test but it will all be to no avail. The Lions have only 
ever won once in New Zealand in 11 attempts, and that was back in 
1971. On their last tour, in 2005, they were thumped 3-0 by the All 
Blacks. I fear the same this time around.

Bull: As much as I hate to say it, it’s going to be really hard for 
2017 to live up to 2016 in terms of British sport, isn’t it? There’s no 
Olympics or Ryder Cup, but then again thankfully there’s no major 
international men’s football tournament either! 

Bear: True, but the Women’s Rugby World Cup in Ireland will be 
great, as will the Test cricket series versus South Africa. And of or 
course there is World Championships Athletics in London in August. 
It’s Usain Bolt’s final meet before he retires and I certainly wouldn’t 
bet against him going out with three more gold medals. 

Bull: Nor would I. I just hope the World Championships herald a 
fresh start for athletics. Boy does that sport need it.

Bear: Right then. Enough about sport. Let’s consider the year ahead 
for the UK property market.
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Bull: They would say that, wouldn’t they? On the other hand 
according to PwC, Britain will be the fastest growing major economy 
in the developed world between now and 2050. They reckon 1.9% 
per year for the next three decades. Plus don’t forget that Sterling’s 
recent devaluation is expected to boost the competitiveness of UK 
exports and drive growth in the near term.

Bear: It’s hard to know who to believe though, isn’t it? 
But I have to say the OBR forecast of 1.40% does seem 
a tad harsh, even for someone like me.

Bull: That’s the spirit, Bear. Of course no-one really knows, but in my 
book, it’s always better to be an optimist than a pessimist.

Bear: Inflation is the one thing that I am most concerned about. 
Higher petrol and food prices plus the devaluation of Sterling 
lifted CPI inflation to 1.80% in January. Oxford Economics are now 
projecting it will rise to 2.7% by the end of 2017. With wage inflation 
currently only at around 2.6%, that’s really worrying. It looks as if we 
will all have rather less disposable income going forward. 

Bull: So that means an interest rate hike must be imminent, doesn’t 
it? You surely can’t have inflation running at 2.7% and interest rates 
held at 0.25%. 

GDP Growth and CPI Forecasts 2017-2021

Source:  OBR, November 2016

Prediction 3 - UK GDP growth will be higher
than forecast by the OBR

GDP CPI

2017 1.4% 2.3%

2018 1.7% 2.5%

2019 2.1% 2.1%

2020 2.1% 2.0%

2021 2.0% 2.0%

Prediction 4 - Interest rates will not increase by the end 
of 2017

UK Interest Rates and Bond Yield Forecasts

Source:  ING

Prediction 5 - The British and Irish Lions will  
lose the series 3-0 to The All Blacks

Bull and Bear’s Sporting Predictions

Competition Prediction

Six Nations England

The Premier League Chelsea

The Lions vs New Zealand New Zealand (3-0)

Cricket Test Series vs South Africa England

Usain Bolt Gold Medals Three

Wimbledon Sir Andy

Source: St Bride’s Managers

Interest Rate 10 Year Bond Yield

2017 (End of Year) 0.50% 1.60%

2018 (End of Year) 0.50% 1.90%

2019 (End of Year) 0.75% 2.20%

2020 (End of Year) 1.25% 3.00%
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Bull: So then Bear. Where shall we start?

Bear: The only place can be our predicted total returns and by my 
reckoning, property is going to deliver a pretty low result this year. 
In fact, I think it’s touch and go as to whether property will end up 
even delivering a positive number.

Bull: So you must be predicting another fall in capital values then? 

Bear: Yes I am, although not right across the board. But certainly 
for secondary assets where there is an element of vacancy or 
occupational risk. And before you say it, it’s not just me saying it. The 
latest IPF Consensus forecast is for a 3.6% capital value fall this year.

Bull: But remember how bad their predictions were last year? 
According to LSH, the All Property transaction yield is currently 
stable at 5.65%. And it has been at this level for the last five months 
or so too. I am really struggling to see what is going to happen to 
change this.

Bear: But rather conveniently, you are ignoring the diverging 
movements in the prime yields and transaction yields for the 
various sectors. Investors are only really focusing on lower risk 
assets at present. 

Bull: I know that investors have become more risk-
averse, but with the combination of limited stock in the 
market and a wall of money still looking for a home, I can 
genuinely see property values holding up okay in 2017.

Bear: Come on! It’s way too early to talk about a lack of available 
stock. January is always a quiet month, with owners and investment 
agents taking an eternity to shrug off their post-Christmas 
hangovers. It won’t be long before the agents are back on the 
phones and emails, introducing stock left, right and centre. Trust 
me. 

Bull: I see you’ve got the agency lingo sorted then! But I really hope 
you are right. And I expect St Bride’s do too. I know they have funds 
to invest. But according to Capital Economics, commercial property 
transactions were really weak in January. In fact it was the weakest 
January in five years. 

Bear: That maybe so but overall investment activity has improved 
over the last six months. All the figures show it. Plus there’s absolutely 
no evidence to support the idea of an overseas buyers’ strike 
because of Brexit. In January for example, foreign investors invested 
a net £250million - the seventh consecutive month in which they 
increased their direct exposure to UK commercial property. Chinese 
investors accounted for 96% of West End investment in January.

Bull: Stop! Stop it, Bear. This is all wrong. You should be the one 
saying that we are set for a quiet time of things. Not me. I know we 
live in very unpredictable times, but the readers will just give up if 
they think we have swapped roles.

Bear: Fair enough. I’ll dive straight into my rental 
growth prediction then. That game is well and truly 
over. 

Bull: Now that’s more like the Bear we’ve come to know and love. 
But what makes you say that? Nationally the occupational markets 
are pretty robust. That said, I do accept that confusion still remains 
about what Brexit is going to mean for the financial markets, 
especially in London. 

Bear: Confusion? UBS and HSBC aren’t confused. They have already 
reiterated their plans to relocate an element of their workforce into 
Europe following the Brexit vote. Both companies have put the 
figure at around 20% of their existing staff. You can’t tell me this 
won’t have an impact on the UK occupational markets?

Bull: Of course it will. I am not that stupid. But you have to put 
these figures into context. For instance, whilst HSBC is reportedly 
proposing to relocate 1,000 staff, last year they shed 840 jobs due to 
digital banking alone. 

The UK Property Market

Bull and Bear discuss their predictions for the UK commercial property market.

Prediction 6 - Total Returns for 2017 will be 2.5%

Prediction 7 - Prime yields will see  
little change over 2017

Source: CBRE, February 2017

Source: IPF Forecast. November 2016 / St Bride’s Managers

Total Return Forecasts for 2017

Prime UK Property Investment Yields

Capital Value 
Growth (%)

Total Return 
(%)

IPF Consensus -3.6 1.3

IPF Maximum 0.0 4.8

IPF Minimum -10.4 -5.7

St Bride’s Managers -2.3 2.5

%

Prime High Street Shops 4.00

Prime Shopping Centres 4.65

Prime Retail Warehouse 4.75

Prime West End Offices 3.75

Prime City Offices 4.25

Prime Regional Cities Offices 5.25

Prime Distribution 5.00

Prime Industrial Estate (Greater London ex Heathrow) 4.85

Prime Industrial Estate (ex Greater London) 5.15
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Bear: But did you not read Carter Jonas’ recent research report? They 
reported that landlords have been offering longer rent-free periods 
and more frequent break options since the Referendum result. And 
they are predicting rents will fall by between 4.8% and 12.4% over 
the next 18 to 24 months, depending on the sub-market. Throw into 
the mix the growing attraction of remote working and the imminent 
significant increase in business rates, and it’s not hard to see why 
London’s office market looks set for a challenging few years.

Bull: Yes but any downturn is likely to be largely offset 
by a big reduction in development activity that will 
limit new supply coming to the market and support 
rental levels.

Bear: I really think you are under-estimating the impact of Brexit on 
the Financial Services Sector. It makes up roughly 16% of total office 
employment in London. If the financial firms lose their passporting 
rights to Europe, office vacancy rates could easily increase by 5%.

Bull: Fair enough but office take-up in Central London has been 55% 
higher for TMT firms than Financial Services companies over the last 
five years. Plus, who wants to work in Paris or Frankfurt anyway? 
One is full of French people and the other is just dull.

Bear: Alright Nigel Farage. Calm down.

Bull: You know I am right though, Bear. And if occupiers were so 
worried about Brexit, why would the likes of Apple, Facebook and 
Google all have committed to take huge swathes of space? And 
investors don’t appear to be overly bothered either, do they? 

Bear: I will concede that the UK, and London in particular, is still 
viewed as a safe-haven, in what is an increasingly troubled world.

Bull: Yes and that’s why we will continue to see strong demand for 
core, secure income stream assets. Especially those properties with 
RPI-linked rent clauses.

Bear: So I suppose you are going to tell me that there 
will continue to be strong interest in specialist and 
alternative properties in 2017, such as hotels, primary 
healthcare, data centres, PRS and car showrooms.

Bull: Absolutely. 

Bear: But if property is going to deliver a very low total return, what’s 
not to stop investors turning to the other asset classes? Look what 
the FTSE All Share Index did in 2016. And take Government bonds 
too. They delivered a total return of 7.3% in 2016. 

Bull: That’s always possible of course, but the yield spread between 
property and gilts is still in excess of 400 bps. This gives plenty of 
headroom for gilts to climb further before directly compromising 
property values. 

Bear: So do you think 2017 investment volumes will be more or less 
than 2016 levels? 

Bull: More. And overseas buyers will continue to play a very 
significant role. Did you know that they invested a net £8.8bn in 
2016? 

Bear: But what about our own buyers? Are they going to just sit on 
their hands until the political noise has settled down?

Bull: I don’t think so, Bear. Local Authorities were big buyers in 2016, 
investing £1.3bn in the second half of 2016 alone. In the past year or 
so, they have increased the amount they have invested in property 
exponentially, from 0.2% to 2.76% of the total market. There is 
nothing to suggest this trend won’t continue through 2017 and 
beyond. 

Bear: So where are you recommending investors deploy their capital 
this year? Is there value to be had anywhere? Everything feels pretty 
expensive if you ask me.

Prediction 8 - The Alternatives Sector will continue to 
increase its share of all property investment in the UK

Source: JLL

Prediction 9  - 2017 Investment Volumes  
will better those of 2016

Alternatives Investment Volume

UK Investment Volumes 2007 - 2016

Source: LSH
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Bull: It all depends on the investor’s risk appetite. If they are risk-
averse then there remains a compelling argument to pursue those 
sectors that are insulated from structural change, like healthcare, 
retirement living and Build to Rent. 

Bear: But these assets won’t come cheap, will they?

Bull: No they won’t but PRS aside, they do offer security of income 
and yield.

Bear: I am surprised you didn’t say industrials. That’s what everyone 
seems to be talking about.

Bull: Yes I do think industrials still look a decent bet. The UK 
distribution sector will continue to benefit from the shift to online 
retailing. And for the more adventurous investor, I like the idea of 
value-add and development opportunities linked to infrastructure 
improvements. 

Bear: Like where?

Bull: Well the obvious targets are cities such as Birmingham, 
Manchester and Leeds on the back of the HS2 proposals. The 
potential uplift in property values there could be very significant, 
just as we’ve already seen with Crossrail in London.

Bear: Yes, but...

Bull: No buts, Bear. The core UK regional cities are proving to 
be pretty resilient, especially for offices. Occupier activity is still 
reportedly strong, availability is generally pretty low (especially for 
Grade A buildings), and demand is likely to be supported by north-
shoring from London and major planned Government-led moves. 
You have to remember that all the major cities around the UK have 
substantial requirements for office space from the Government 
Property Unit. 

Bear: Yes, but...

Bull: I said no buts, Bear. It’s why St Bride’s Managers Key Cities 
strategy for each main sector resonates so well with me.

Bear: I knew you couldn’t resist a bit of marketing. You are nothing 
if not predictable.

Bull: On that note let’s call it a day. We are the only couple in the 
restaurant still talking and I am sure the poor waiters and waitresses 
think we are having a full-on domestic. After all that debating, I am 
beginning to feel a little self-conscious. 

Prediction 10 - Industrials to be the best performing 
commercial asset class

Source: MSCI

Total Returns By Property Type in 2016
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