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LCONOMY

By Samuel Duah, Head of Real Estate Economics

“Q1 GDP was stronger than expected, but the underlying picture is less reassuring, with momentum already showing signs of fading. We expect the

0.7%

Source: ONS, BNP Paribas, CME Group, forecasts as of 29.05.2026
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economy to expand only modestly in 2026.”

GDP: strong Q1, but momentum fading: The UK
economy entered Q2 with a more complicated message
than the headline data alone suggests. Q1 GDP was
stronger than expected, supported by domestic
demand and services, with all major sectors
contributing positively. On the surface, that points to a
degree of resilience. However, recent years have shown
a recurring pattern of apparent first-quarter strength
giving way to weaker momentum later in the year,
raising the possibility that post-pandemic seasonal
distortions are still flattering the data early in the year.
Going forward, higher energy prices, tighter financial
conditions and persistent political uncertainty are
likely to weigh on household finances and business
investment decisions over the coming quarters. Indeed,
recent retail sales and survey data suggest growth has
slowed significantly since Q1. We therefore continue to
expect the economy to record anaemic growth through
the remainder of the year, leaving the economy
expanding only modestly in 2026 (0.7% y/y).

Jobs growth continues to weaken: The labour market
is also beginning to look less supportive. April's sharp
payroll decline may yet be revised higher, but even the
revised March data showed the largest monthly
decline since late 2020. Unemployment has edged up
again, vacancies have fallen to a post-pandemic low,

and job-to-job flows remain structurally weak, pointing
to a labour market that is losing dynamism rather than
simply normalising from previously tight conditions.

The weakness is not evenly distributed. Retail and
leisure-related unemployment has risen materially,
while unemployment among workers previously
employed in predominantly office-based sectors has
fallen (figure 1). Indeed, jobs growth in the financial
sector has continued to pick up strongly this year,
suggesting the consumer-facing economy is weakening
faster than the higher-value office employment base.

Inflation: near-term relief, renewed pressure ahead:
April's inflation data provided some relief, with
headline CPI, core inflation and services inflation all
lower than expected. The fall was helped by lower
energy bills, softer food inflation and favourable effects
in volatile or annually set categories. However, this is
unlikely to mark the end of the inflation problem.
Energy bill pressures are expected to increase in July
when the price cap increases. Moreover, fertiliser
prices have risen sharply since the start of the year,
and large increases in producer price inflation point to
renewed cost pressure building through supply chains
(figure 2). The key issue now is how much of these
cost pressures will be passed through into final prices.

BNP Paribas forecast for UK GDP growth
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BNP Paribas forecast for UK annual
average inflation in 2026.

Year-to-date rise in Middle East
fertiliser prices (in GBP terms).
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FIGURE 1. UK unemployment rate by industry grouped into real estate sectors™
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Source:: ONS, Macrobond. “Office = Financial & Insurance, Professional Service, ICT, Admin & Support, Public Admin & Defense. Industrial = Transport & Storage,
Manufacturing, Construction. Retail = Accommodation & Food and Wholesale, Retail & Repair of Mator Vehicles. As at 27.05.2026.
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“The latest economic data weakens the case for rate hikes, but Bank of England policymakers are unlikely to take too much comfort when energy,
food and supply-chain pressures are building. The most likely path is therefore one of caution.”

The UK economy looks more fragile than it did ahead of the previous inflation shock, which should limit the peak
in inflation, but the risk of second-round effects, such as wage or services inflation increases, remains very real.

Monetary policy: near-term pause, but hawkish bias remains: This leaves the Bank of England facing an
uncomfortable trade-off. Markets have reduced expectations for rate hikes after the softer inflation and labour
market data, but they are still pricing in further tightening over the coming year (figure 3). The latest data
weakens the case for rate hikes, but policymakers are unlikely to take too much comfort when energy, food and

FIGURE 2. Fertiliser prices and UK wholesale food inflation
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Source: CME Group, ONS, Macrobond. As at 27.05.2026.

supply-chain pressures are building.

The most likely path is therefore one of caution: waiting for more evidence on the extent of inflation pass-
through before making a change. For real estate, the key point is that the direction of interest-rate expectations
remains finely balanced. If growth concerns begin to outweigh inflation worries , markets may ultimately price a
less severe path for Bank Rate, easing swap rates and debt costs. Until then, the interest-rate backdrop remains
a constraint on investor confidence and transaction activity.

FIGURE 3. UK market interest rate expectations
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Source; ONS, BNP Paribas. Inflation forecasts as of 31.03.2026.
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By Charlie Tattersall, Senior Associate Director, Capital Markets Research

_B 20/ Annual fall in UK commercial
. U construction output in Q1 2026.

BNPPRE average prime UK logistics
rental growth in the year to Q1 2026.
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Source: Macrobond, ONS, BNP Paribas Real Estate, “when adjusted for non-housing construction cost inflation. Data as at 29.05.2026.

“Unless energy prices fall materially and inflationary pressure reverses, new development activity is likely to remain constrained this year,
reinforcing the gap between resilient occupational markets and weaker investment liquidity.”

More evidence of slowing development: The real
estate implications of the current economic backdrop
are increasingly divided. The construction sector is in
the midst of a structural slowdown. New data from the
Q1 GDP release points to a further deterioration in
construction output across key commercial sectors and
housing. Once adjusted for construction cost inflation,
construction output is now at its weakest level for
more than a decade (excluding the pandemic
disruption of Q2 2020) (figure 4). Moreover, the latest
construction PMI data suggests this weakness carried
into Q2, with activity contracting as input costs rise. In
practical terms, development viability remains under
pressure from multiple directions: high interest rates,
higher build costs, and uncertain exit pricing. In short,
unless energy prices fall materially and inflationary
pressure reverses, new development activity is likely to
remain constrained through much of the year.

Leasing and investment: diverging sentiment: This is
reinforcing the gap between occupational markets and
investment liquidity. MSCI data show capital values
recorded only anaemic growth in Q1, while the more
timely monthly data points to a renewed negative yield
impact in April across much of the market, although
Central London offices were a notable exception. At the
same time, rental growth remains comparatively

resilient, particularly for better-quality assets, where
supply scarcity continues to support landlord pricing
power. The result is a market where leasing
fundamentals are doing much of the heavy lifting, but
the investment market is still struggling to convert
that occupational resilience into stronger liquidity.

REITs are sending the same message. Recent trading
updates suggest leasing momentum has held up well
despite the energy shock, with management teams
reporting little evidence so far of a material hit to
leasing. The narrative across the listed sector remains
one of constrained prime supply and robust occupier
demand driving prime office ERV to multi-decade
highs. This is in line with our own data, showing that
prime central London rents grew 6.1% and 8.8% y/y in
Q1 in the West End and City respectively. Despite this,
the equity market reaction has been muted, with share
prices continuing to reflect sensitivity to interest rates
and doubts over investment liquidity. In short, leasing
markets are still providing support, but capital
markets are where the macro shock is having the most
impact so far. Combined with indications that deal flow
softened early in Q2, we take this as another signal
that overall investment volume will remain relatively
subdued this year (figure 5).

FIGURE 4. UK private sector new construction output (Q1 2026 prices)
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Source: ONS, Macrobond. Commercial = offices, shops, industrial. Deflated using government construction material cost indices. Grey shaded areas = recessions..
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“Previous periods of supply-chain stress have encouraged occupiers to hold more inventory and bolster logistics networks, supporting demand for
strategically-located warehouses and increasing upward pressure on rents.”

Is industrial rental growth about to take off again? One FIGURE 5. UK REIT pricing and direct-market investment volume FIGURE B. Logistics prime rental growth and manufacturing capacity utlisation.
sector that may find renewed support from macro
disruption is industrial & logistics, although the demand 40 4 25
story is likely to be more nuanced than during the post- 79
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distinction is that demand may be less about rapid
expansion and more about resilience in a more volatile
trading environment. In a market where development
activity is already becoming more constrained, that could
help preserve rental growth even as wider economic
growth slows.

— UK CRE investment volume (rolling annual, Q1 26 prices), Lhs
— UK listed CRE price return, lhs
World Economic Sentiment Index, rhs

Average Prime UK Logistics rental growth, Lhs

— UK Manufacturing PMI - Capacity Utilisation* (lagged 1y), rhs

Source: BNP Paribas Real Estate, MSCI, FTSE, Macrobond, Economic Policy Uncertainty. Deflated using construction cost inflation. Dated 27.05.2026. Source: BNP Paribas Real Estate, S&P Global. “Signals how current productive capacity and supply chains are being employed relative to demand
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The current market mood is more constructive than the headlines might suggest. At
UKREIiF, the tone was realistic, but notably forward-looking. Investors, developers and /*\
=Y

occupiers recognise the challenges around politics, planning, financing and delivery, yet |
there is a clear desire to move ahead where the fundamentals are supportive. \\
/1 4

This month'’s briefing reflects that more balanced picture. The economy is slowing after

a stronger start to the year, and the interest-rate outlook remains challenging and Mark England
volatile. For real estate, the clearest divide is between occupational markets, where e

demand for prime and functional space remains robust amid constrained development

activity, and capital markets, where liquidity is still being held back by higher financing

costs and policy uncertainty.

The Chancellor's support for commercial development and regeneration at UKREIiF
shows a government keen to help reduce barriers to delivery, but the sector now needs
rhetoric to be matched by practical, effective measures that address the serious issues
currently restricting new supply across all sectors.

For investors, the market is evidently not easy, and transacting requires selectivity,
patience, and an ability to provide greater certainty and speed when opportunities
arise. But with repriced assets, resilient occupier demand and a deep structural need
for modern space, the UK remains a compelling real estate market for capital today.

Picture © credentials

BNP PARIBAS REAL ESTATE | UNITED KINGDOM 6



ECONOMIC & REAL ESTATE BRIEFING

CONTACTS

-

~

\ /7 4

Mark ENGLAND

CEO, UK

Tel.: +44 (0)20 7338 4330
mark.england@realestate.bnpparibas

Samuel DUAH, PhD CRE
Senior Director

Charlie TATTERSALL

Senior Associate Director

Head of Real Estate Economics Capital Markets Research

Tel.: +44 (0)7968 906225 Tel.: +44 (0)7818 539188
samuel.duah@realestate.bnpparibas charlie.tattersall@realestate.bn

aribas

EUROPE

FRANCE

Headquarters

50, cours de Ulle Seguin
CS 50280

92650 Boulogne-Billancourt cedex

Tel:+33155652004

BELGIUM

Avenue Louise 235
1000 Brussels

Tel.: +32 2 290 59 59

GERMANY
Goetheplatz 4

60311 Frankfurt

Tel: +496929899 0

IRELAND

57 Adelaide Road,
Dublin 2

Tel.: + 353 1 66 11 233

ITALY

Piazza Lina Bo Bardi, 3
20124 Milan

Tel.: +39 02 58 33 141

LUXEMBOURG

Kronos building

10, rue Edward-Steichen
2540 Luxembourg

Tel.: +352 34 94 84
Investment Management
Tel.: +352 26 06 06

NETHERLANDS
Antonio Vivaldistraat 54
1083 HP Amsterdam
Tel.: +31 20 305 97 20

POLAND

Prime Corporate Center
Grzybowska 78

00-844 Warsaw

Tel.: +48 22 653 44 00

PORTUGAL

Avenida da Republica, 90
Piso 1, Fracgao 1
1600-206 Lisboa

Tel.: +351 939 911 125

SPAIN

C/ Emilio Vargas, 4
28043 Madrid

Tel.: +34 91 454 96 00

UNITED KINGDOM

10 Harewood Avenue
London NW1 6AA

Tel.: ++44 (0) 2039 933 562

MIDDLE EAST / ASIA

DUBAI

Emaar Square

Building n° 1, 7th Floor
P.0. Box 7233, Dubai
Tel.: +971 44 248 277

HONG KONG

63rd /F, Two International
Finance Centre,

8 Finance Street, Central,
Hong Kong

Tel.: +852 2909 8888

SINGAPORE

Pte Ltd 20 Collyer Quay,
#17-04

Singapore 049319

Tel.: +65 8189 2762

.-/ BNP PARIBAS
v REAL ESTATE

BNP Paribas Real Estate UK
10 Harewood Avenue
London NW1 6AA
Tel.: +44 (0) 2039 933 562

KEEP UP-T0-DATE WITH
BNP PARIBAS REAL ESTATE'S NEWS,
WHEREVER YOU ARE

DO®E

www.realestate.bnpparibas.co.uk
#BEYONDBUILDINGS

© BNP PARIBAS REAL ESTATE ADVISORY & PROPERTY MANAGEMENT UK LIMITED. ALL RIGHTS RESERVED. No part of this publication
may be reproduced or transmitted in any form without prior written consent by BNP Paribas Real Estate UK. The information
contained herein is general in nature and is not intended, and should not be construed, as professional advice or opinion provided to
the user, nor as a recommendation of any particular approach. It is based on material that we believe to be reliable. While every
effort has been made to ensure its accuracy, we cannot offer any warranty that it contains no factual errors. The information
contained herein should therefore not be relied upon for any purpose unless otherwise agreed with BNP Paribas Real Estate UK and
BNP Paribas Real Estate UK shall have no liability in respect of the same.

BNP PARIBAS REAL ESTATE | UNITED KINGDOM


mailto:charlie.tattersall@realestate.bnpparibas
mailto:samuel.duah@realestate.bnpparibas

o< BNP PARIBAS
v REAL ESTATE

KEEP IN TOUCH WITH US, WHEREVER YOU ARE

#BEYONDBUILDINGS
X @ ©

www.realestate.bnpparibas.com

N° ADEME : FR200182_01XHWE
FR
[ [-—]
S



	Slide 1: ECONOMIC & REAL ESTATE BRIEFING  
	Slide 2
	Slide 3
	Slide 4
	Slide 5
	Slide 6
	Slide 7
	Slide 8

