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U.K. Occupiers Sought Greater Flexibility in Shorter 
Leases and Break Clauses in Face of Brexit and 
Economic Uncertainties 
 

London – November 8, 2018 – U.K. occupiers negotiated shorter leases or more flexible long-term tenancy 
commitments in face of Brexit uncertainties and sluggish economic growth, according to the annual UK Lease 
Events Review compiled by MSCI Inc. (NYSE: MSCI), a leading provider of research-based indexes and analytics. 

MSCI’s research, sponsored by BNP Paribas Real Estate and the British Property Federation, showed that new 
leases with a duration of less than five years accounted for 42.1% of new tenancy agreements signed to the end 
of December 2017. That compared with a 39.4% share for the same period a year earlier.  

The shift to shorter new leases reversed the trend since 2011, in which occupiers increasingly signed medium-
term leases. MSCI’s latest findings highlighted that the proportion of new signed leases with a duration of five 
to nine years declined to 36.9% from 39.1% a year earlier. This came as exports and business investment 
slowed against a backdrop of uncertainty over the outcome of the U.K.’s negotiations to leave the European 
Union. The average lease term was unchanged by the shift at 7.1 years, the study showed. 

Will Robson, Executive Director, MSCI, said: “Many businesses seemed to be looking for flexibility when they 
leased space, so they are best placed to adapt to the fast-moving environment. For instance, risks such as rising 
inflation and prospects of higher interest rates as the Bank of England ‘normalized’ monetary policy meant that 
some occupiers may have wanted room to maneuver and adapt to business conditions.” 

When MSCI reviewed the new leases data by weighting it according to the size of contracted rent, this revealed 
that large tenants were increasingly signing short or very long leases. This was particularly the case in the retail 
and office sectors, where average lease lengths declined by 12 and 15 months respectively. Occupiers with 
large estates of rented space typically favor longer leases because it allows them to capitalize the cost of 
installing themselves in new premises. 

The weighted data show that leases of one to four years accounted for 22.2% of new tenancies in the first half, 
up from 16.9% a year earlier. Meanwhile, leases of 20 years or more represented a 17.9% share, or a 3.9 
percentage point increase from a year earlier. The proportions for all other new lease term brackets declined.  

MSCI’s analysis of 2017 data found that 28.1% of leases of more than 21 years had “break” clauses in their 
rental agreements that allow the tenant to vacate the property they are occupying. There has been a steady 
rise from a 15.5% proportion for these long-term leases in 2009, highlighting how occupiers increasingly built in 
flexibility when they signed very long-term rental commitments.   

Break clauses were included in 38.5% of leases as of the end of the first half, MSCI observed, noting the 
increase from a 22.7% proportion in 2007, or shortly before the escalation of the Global Financial Crisis. While 
these clauses were exercised in about one in five leases in 2017, there were significantly higher levels of break 
clause exercise in London’s West End and the City of London office markets as well as in the industrial sector. 
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Andy Martin, UK Chief Executive, BNP Paribas Real Estate, said: “In a world that it is ever more difficult to 
predict, the ability to align property horizons to operational horizons becomes paramount, and macro drivers 
including demographics, technology, and globalisation have resulted in many companies seeking flexibility. It is 
therefore not surprising to see the proportion of leases shorter than five years increase, a reversal on 2017, 
while leases between five and nine years have declined. For larger tenants, stability is increasingly important 
and the longest leases again increased in 2018, highlighting that the leasing market is becoming ever more 
polarised.” 

At lease expiry, just 32% of tenants chose to renew their leases and in 61% of these cases their rents rose. MSCI 
also found that for 65% of new leases rents were either the same or higher than before. The levels of rent free 
incentives granted to tenants by landlords remained stable from the previous year, MSCI found. Higher rents 
were most prevalent in the industrial sector and the Central London office markets, while only 28% of new 
leases in the retail sector registered higher rents, its study showed. 

The steady decline in tenant default rates seen since 2012 continued and fell to 2.3% of all tenancies in 2017, or 
the lowest level since 2007. 

Ian Fletcher, Director of Real Estate Policy, British Property Federation, said: “"The commercial lettings 
market is proving resilient in the face of domestic and Brexit turbulence. A lot of short lets negotiated in the 
aftermath of the recession are coming up for renewal and providing rental growth for the time-being. 
Occupiers, however, remain cautious and this is reflected in use of short leases and high incidence of break 
clauses. This survey is relatively positive on tenant defaults, but doesn't pick up the spate of retail CVAs in the 
retail sector this year. The breakdown of the various parts of the retail sector provides glimpses of the 
significant structural changes affecting retail, and landlords adapting to those." 

MSCI compiled the study from a sample of 89,000 existing leases in the IPD UK Annual and Quarterly Property 
Universe as well as more than 9,300 new leases.  

-Ends- 

About MSCI  

For more than 40 years, MSCI’s research-based indexes and analytics have helped the world’s leading investors build and 
manage better portfolios.  Clients rely on our offerings for deeper insights into the drivers of performance and risk in their 
portfolios, broad asset class coverage and innovative research.  

Our line of products and services includes indexes, analytical models, data, real estate benchmarks and ESG research.   

MSCI serves 99 of the top 100 largest money managers, according to the most recent P&I ranking.  

For more information, visit us at www.msci.com. 
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This document and all of the information contained in it, including without limitation all text, data, graphs, charts (collectively, the “Information”) is the property of MSCI Inc. or its 
subsidiaries (collectively, “MSCI”), or MSCI’s licensors, direct or indirect suppliers or any third party involved in making or compiling any Information (collectively, with MSCI, the 
“Information Providers”) and is provided for informational purposes only.  The Information may not be modified, reverse-engineered, reproduced or redisseminated in whole or in part 
without prior written permission from MSCI.  

The Information may not be used to create derivative works or to verify or correct other data or information.   For example (but without limitation), the Information may not be used to 
create indexes, databases, risk models, analytics, software, or in connection with the issuing, offering, sponsoring, managing or marketing of any securities, portfolios, financial products or 
other investment vehicles utilizing or based on, linked to, tracking or otherwise derived from the Information or any other MSCI data, information, products or services.   

The user of the Information assumes the entire risk of any use it may make or permit to be made of the Information.  NONE OF THE INFORMATION PROVIDERS MAKES ANY EXPRESS OR 
IMPLIED WARRANTIES OR REPRESENTATIONS WITH RESPECT TO THE INFORMATION (OR THE RESULTS TO BE OBTAINED BY THE USE THEREOF), AND TO THE MAXIMUM EXTENT PERMITTED 
BY APPLICABLE LAW, EACH INFORMATION PROVIDER EXPRESSLY DISCLAIMS ALL IMPLIED WARRANTIES (INCLUDING, WITHOUT LIMITATION, ANY IMPLIED WARRANTIES OF ORIGINALITY, 
ACCURACY, TIMELINESS, NON-INFRINGEMENT, COMPLETENESS, MERCHANTABILITY AND FITNESS FOR A PARTICULAR PURPOSE) WITH RESPECT TO ANY OF THE INFORMATION. 

Without limiting any of the foregoing and to the maximum extent permitted by applicable law, in no event shall any Information Provider have any liability regarding any of the Information 
for any direct, indirect, special, punitive, consequential (including lost profits) or any other damages even if notified of the possibility of such damages. The foregoing shall not exclude or 
limit any liability that may not by applicable law be excluded or limited, including without limitation (as applicable), any liability for death or personal injury to the extent that such injury 
results from the negligence or willful default of itself, its servants, agents or sub-contractors.   

Information containing any historical information, data or analysis should not be taken as an indication or guarantee of any future performance, analysis, forecast or prediction.  Past 
performance does not guarantee future results.   

The Information should not be relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients when making 
investment and other business decisions.  All Information is impersonal and not tailored to the needs of any person, entity or group of persons. 

None of the Information constitutes an offer to sell (or a solicitation of an offer to buy), any security, financial product or other investment vehicle or any trading strategy.  

It is not possible to invest directly in an index.  Exposure to an asset class or trading strategy or other category represented by an index is only available through third party investable 
instruments (if any) based on that index.   MSCI does not issue, sponsor, endorse, market, offer, review or otherwise express any opinion regarding any fund, ETF, derivative or other 
security, investment, financial product or trading strategy that is based on, linked to or seeks to provide an investment return related to the performance of any MSCI index (collectively, 
“Index Linked Investments”). MSCI makes no assurance that any Index Linked Investments will accurately track index performance or provide positive investment returns.  MSCI Inc. is not 
an investment adviser or fiduciary and MSCI makes no representation regarding the advisability of investing in any Index Linked Investments. 

Index returns do not represent the results of actual trading of investible assets/securities. MSCI maintains and calculates indexes, but does not manage actual assets. Index returns do not 
reflect payment of any sales charges or fees an investor may pay to purchase the securities underlying the index or Index Linked Investments. The imposition of these fees and charges 
would cause the performance of an Index Linked Investment to be different than the MSCI index performance. 

The Information may contain back tested data.  Back-tested performance is not actual performance, but is hypothetical.  There are frequently material differences between back tested 
performance results and actual results subsequently achieved by any investment strategy.   

Constituents of MSCI equity indexes are listed companies, which are included in or excluded from the indexes according to the application of the relevant index methodologies. Accordingly, 
constituents in MSCI equity indexes may include MSCI Inc., clients of MSCI or suppliers to MSCI.  Inclusion of a security within an MSCI index is not a recommendation by MSCI to buy, sell, 
or hold such security, nor is it considered to be investment advice. 

Data and information produced by various affiliates of MSCI Inc., including MSCI ESG Research LLC and Barra LLC, may be used in calculating certain MSCI indexes.  More information can be 
found in the relevant index methodologies on www.msci.com.  

MSCI receives compensation in connection with licensing its indexes to third parties.  MSCI Inc.’s revenue includes fees based on assets in Index Linked Investments. Information can be 
found in MSCI Inc.’s company filings on the Investor Relations section of www.msci.com. 

MSCI ESG Research LLC is a Registered Investment Adviser under the Investment Advisers Act of 1940 and a subsidiary of MSCI Inc.  Except with respect to any applicable products or 
services from MSCI ESG Research, neither MSCI nor any of its products or services recommends, endorses, approves or otherwise expresses any opinion regarding any issuer, securities, 
financial products or instruments or trading strategies and MSCI’s products or services are not intended to constitute investment advice or a recommendation to make (or refrain from 
making) any kind of investment decision and may not be relied on as such. Issuers mentioned or included in any MSCI ESG Research materials may include MSCI Inc., clients of MSCI or 
suppliers to MSCI, and may also purchase research or other products or services from MSCI ESG Research.  MSCI ESG Research materials, including materials utilized in any MSCI ESG 
Indexes or other products, have not been submitted to, nor received approval from, the United States Securities and Exchange Commission or any other regulatory body. 

Any use of or access to products, services or information of MSCI requires a license from MSCI.  MSCI, Barra, RiskMetrics, IPD, , and other MSCI brands and product names are the 
trademarks, service marks, or registered trademarks of MSCI or its subsidiaries in the United States and other jurisdictions.  The Global Industry Classification Standard (GICS) was developed 
by and is the exclusive property of MSCI and Standard & Poor’s.  “Global Industry Classification Standard (GICS)” is a service mark of MSCI and Standard & Poor’s. 

 


