
Classification : Internal

R E S E A R C H  &  I N S I G H T S

OUTLOOK 2024 |OUTLOOK 2024 |

FUTUREFUTURE

COUNTRY NAMECOUNTRY NAME

ECONOMIC & REAL ESTATE BRIEFING ECONOMIC & REAL ESTATE BRIEFING 
AUGUST 2026 | UNITED KINGDOMAUGUST 2026 | UNITED KINGDOM

FUTUREFUTURE

Adobe Stock © dbrnjhrj



Classification : Internal
BNP PARIBAS REAL ESTATE UNITED KINGDOM 2

ECONOMY
By Samuel Duah, Head of Real Estate Economics

GDP Growth - remains resilient: Economic activity has 
been surprisingly resilient this year, despite increased 
global uncertainty and a weak labour market. The 
economy entered 2026 with a strong growth base, with 
GDP growth of 1.3% in 2025. Growth remained 
surprisingly strong in Q1 2026, and since then the 
monthly estimates point to resilient growth in the 
second quarter, with the three-month-on-three-month 
growth figure for May estimated at 0.7%. 

These developments are good for an economy where 
the labour market has been softening amidst a general 
increase in the price levels. While upcoming data is 
likely to show GDP growth has slowed since May, we 
expect overall GDP growth for 2026 to come in only 
slightly below that of 2025 (+1.0%), with the balance of 
risks weighted towards the downside.

Labour Market - still fragile, still stable: Although the 
number of payroll employees has fallen, the 
unemployment rate remained stable in June at 4.9%. 
Private sector wage growth (excluding bonuses) came 
in at 2.9% year-on-year (vs 3.0% in the previous month, 
but strong bonus pay growth means the total private 
sector wage growth is at 4%, higher than the end of 
last year and still slightly above levels consistent with 
inflation remaining at 2%. Taken together, strong wage 
growth counterbalanced the weak hiring figures, 
supporting a stable if weak labour market. 

For monetary policy, the growth in private sector 
wages is one of the most closely watched data points 
by Bank of England (BoE) rate-setters. While 2.9% 
private sector wage growth suggests a potential wage-
price spiral is unlikely, it is still too early to say for 
sure how workers and businesses will react to energy 
price pressures. As stressed by the BoE at the latest 
MPC meeting, there remains scope for the outlook to 
change materially as events in the Middle East unfold.

Inflation - downside surprise: For the third 
consecutive month, UK inflation, surprised to the 
downside in June. The headline annual rate came in at 
2.6% (down from 2.8% reported in May) against a 
consensus view of 2.7%. This reflects a period where 
fuel and food prices had fallen significantly, as the 
conflict in the Middle East subsided. Additionally, the 
core and services components of inflation continued 
their downward trend, albeit slightly slower than 
markets predicted. 

Our expectation is that the increase in the energy cap 
will inject some impulse into the inflation dynamics 
during H2 2026. Moreover, businesses continue to 
report rising input costs, and construction cost inflation 
continues to rise. Like the BoE, we see a relatively 
limited increase in headline inflation in the second half 
of the year, with the underlying disinflation process 
due to weak jobs market dynamics offset by higher

U N I T E D  K I N G D O M  E C O N O M I C  &  R E A L  E S T A T E  B R I E F I N G

“UK GDP growth has been stronger than expected this year so far. While upcoming data is likely to show GDP growth slowing, we expect overall 

GDP growth for 2026 to come in only slightly below that of 2025, with the balance of risks weighted towards the downside.”

FIGURE 1. Three-month on three-month* UK GDP growth

Source: ONS, Macrobond. *Rolling three-month growth of the three-month moving average of GDP.

1.0% Latest BNP Paribas forecast for UK GDP 
growth in 2026 (previous forecast: 0.7%). 4.0% BNP Paribas forecast for peak UK CPI 

inflation (in January 2027) 3.5% BNP Paribas forecast for Bank Rate at 
end of 2027.

Source: BNP Paribas, forecasts as of 31.07.2026.
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“Falling private sector wage growth suggests a wage-price spiral is unlikely, but it is still too early to say for sure how workers and businesses will 

react to energy price pressures. As geopolitical events unfold, there remains scope for the outlook to change materially.”

U N I T E D  K I N G D O M  E C O N O M I C  &  R E A L  E S T A T E  B R I E F I N G

ECONOMY

energy prices. However, inflation risks remain tilted to the upside amidst an uncertain geopolitical backdrop.

Monetary Policy: hawkish bias remains: The inflation data this year has shown little evidence to support an 
increase in Bank Rate. Although the situation in the Middle East has injected significant volatility into oil and 
energy prices, there has so far been little discernible impact on domestic services inflation. This is why the BoE 
resisted raising Bank Rate at its latest MPC meeting, although they note that the volatility in energy prices 
remains a concern going forward.  

Our expectation is that the BoE will remain cautious, but ready to raise Bank Rate if the dynamics deteriorate 
significantly in the second half of the year. Indeed, the vote split of 6 -3 for a hold represents a more hawkish 
posture compared to their last meeting. Looking ahead, we expect the BoE to be mindful of appearing complacent 
as inflation begins rising, and deliver a single hike in September, before keeping rates on hold until clear 
evidence that global inflationary pressures have dissipated enough to resume the cutting cycle. 
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FIGURE 3. UK market Bank Rate expectations

Source: ICE, Bank of England, BNP Paribas, Macrobond, as at EOD 31.07.2026.

FIGURE 2. UK private sector wage growth

Source: ONS, Macrobond. Chart shows the 3-month moving average of annual pay growth.
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REAL ESTATE
By Charlie Tattersall, Senior Associate Director, Capital Markets Research

Q2 data confirms hit to liquidity: With reliable Q2 data 
now available, we can now see how recent 
macroeconomic volatility has interrupted the 
investment market recovery. Persistent geopolitical 
instability, higher energy prices and domestic political 
uncertainty pushed inflation and interest-rate 
expectations higher from March. Real estate investors 
responded by becoming more cautious around both 
entry and exit pricing, particularly where transactions 
relied on leverage or bond-like long-income streams.

UK investment volume fell 28% year-on-year in Q2 to 
approximately £9.3 billion, 34% below the ten-year 
quarterly average. This left H1 turnover down 14% on 
last year and 27% below the decade average. 
International investment also dropped 23% to 
approximately £8.3 billion, reducing overseas buyers’ 
share of the market to 40%, its lowest first-half level 
since 2011. Yet the weakness was not universal. Office 
investment increased 4% year-on-year in H1.. In 
Central London, H1 turnover was flat on last year, but 
half-year transaction numbers were 16% above the 
five-year average. The flow of sub-£20 million over the 
first two quarters deals rose 34% to the highest 
number of deals since 2019, whereas the number of 
transactions above the £100m threshold were c. 42% 
below the long-run average. Investors therefore 
continue to favour smaller lot sizes that rely less on 
costly finance to transact. 

Prime pricing resilient, for now: Prime yields have 
remained broadly stable at end-2025 levels, supported 
by limited forced selling and continued competition for 
high-quality assets offering secure income or credible 
rental growth. This is despite acute pressure from high 
interest rates; the 10-year gilt yield averaged 4.95% in 
Q2 and has moved back up to 5% after falling to 4.7% 
in late June. These elevated levels have compressed 
risk premiums and reopened bid-ask spreads, while 
the heightened volatility has made pricing risk difficult. 
Government bond yields have also risen across Europe, 
with prime office yields in several core continental 
markets moving 10 to 40 basis points higher, 
narrowing the pricing advantage the UK has offered 
over European core markets. If risk-free rates remain 
around current levels, some upward adjustment in 
property yields may be difficult to avoid. 

CRE lending markets point to tough H2: The lending 
market reinforces this more cautious outlook. Bank of 
England data indicates that lending to commercial 
property, including acquisitions and refinancing, 
slowed sharply in Q2 to its lowest level in two years, 
with some lenders pulling back from development 
finance. In a reversal from late 2025’s optimistic mood, 
surveyed lenders also expect credit availability to 
decline over the coming months.

Granted, competition does remains strong for prime, 
best-in-class assets, helping to preserve lending terms

U N I T E D  K I N G D O M  E C O N O M I C  &  R E A L  E S T A T E  B R I E F I N G

“Increased investor caution on account of volatile energy markets and higher interest rates has resulted in suppressed investment volumes, but 

there were notable pockets of strength, particularly in the office market, where pricing has remained resilient.”

FIGURE 4. UK commercial real estate investment volume by year and quarter

Source: BNP Paribas Real Estate, MSCI, data as at 29.07.2026.

£9.3bn UK CRE investment volume in Q2 
2026, down 28% on Q2 2025. 29%

Media & Tech sector’s share of total office 
take-up across Central London and the Big 
6 in H1 2026., a 13-year high. 5.0% 10y Gilt yield at the end of July 2026 – up  

c.25 bps from June.

Source: Macrobond,, BNP Paribas Real Estate, Data as at 31.07.2026.
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for the lowest-risk opportunities. However, recent 
increases in swap rates more than offset that resilience. 
Higher all-in debt costs, reduced development appetite 
and tighter availability for larger loans are likely to 
constrain financing and suppress liquidity through H2. 

Leasing markets continue to strengthen: The occupier 
market remains a key support. Office net absorption 
remains positive as above-average take-up combines 
with limited development to reduce supply. Demand from 
the media and tech sectors is on track to reach post-
pandemic highs this year, driven by companies at the 
forefront of AI development like Anthropic, OpenAI and 
Microsoft, all of which have substantially increased their 
London footprint this year. Meanwhile, prime office rents 
continue to grow comfortably above the rate of inflation. 
This is enhancing the reversionary potential of the wider 
market and is a key reason why we continue to see strong 
pricing achieved on assets where inherent income growth 
is visible and executable. 

More broadly, bank lending to the private sector grew 
7.5% year-on-year in June, the highest annual growth 
recorded since the GFC. This points to continued business 
investment, positive GDP growth, and a healthy leasing 
outlook. Strong income fundamentals should therefore 
continue to support values and create opportunities for 
investors able to look beyond near-term financing 
volatility.

“The occupier market remains a key support, with supply levels declining and rental growth remaining strong. We therefore continue to see strong 

pricing achieved on assets where inherent reversionary potential is visible and executable.”

REAL ESTATE

FIGURE 5. Prime office* yields across core European markets and government bond yields

Source: BNP Paribas Real Estate. Macrobond. *Weighted by rolling annual investment volume across the main CBD office markets.
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FIGURE 6. Central London and Big 6 cities office take-up by the Media & Tech sector

Source: BNP Paribas Real Estate, MSCI.
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