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In normal circumstances one of the attractions of real 
estate for both investors and lenders is that the rental 
income is stable and predictable. Leases are legal 
contracts and landlords reserve the right to evict 
tenants who do not pay their rent. Moreover, 
professional investors generally avoid letting space  
to weak businesses and it is good practice to build 
portfolios where the income is well diversified across 
different tenants and where future lease expiries are 
spread out over several years. As a result, it has been 
unusual for the rental income on real estate portfolios 
to fall. Even in the global financial crisis, the total rental 
income on UK real estate portfolios only fell by 1% 
(source MSCI). 

Of course, current circumstances are not normal and 
this is the first time in Europe that a recession has been 
triggered by governments asking people to stay at 
home and closing places where people congregate. 
Except in Sweden, all restaurants, bars and leisure 
venues are shut and most stores are also closed, with 
the exception of banks, food stores and pharmacies.  
A number of major European manufacturers have 
temporarily shut their factories, including Airbus, 
Jaguar Land Rover and Volkswagen and most 
construction sites have also closed in order to  
protect workers.  

Inevitably, the collapse in revenues and the intense 
pressure on businesses to conserve cash during the 
lockdown has impacted the quarterly rent payments 
which owners of property in the UK & Europe were 
expecting to receive in late March and early April,  
with the percentage of rent due which was actually 
paid varying between 60%–90%. In the case of 
diversified funds, part of the variation was due to  
each fund‘s exposure to different sectors and perhaps 
not surprisingly, retailers were the most likely to defer 
rent and service charge payments, while most office 
occupiers continued to pay in full. Industrial tenants 
were somewhere in the middle. The other variable was 
geography and occupiers in continental Europe were 
less likely to defer than occupiers in the UK.  
This could reflect differences in business culture  
and the importance of paying bills on time, although  
it may be also be because in some countries (e.g. 
Germany) landlords can charge high rates of interest 
on delayed payments of rent. 

Property owners will seek to recover these rent arrears 
over the next 12–24 months, as European economies 
start to recover and cashflows return  
to normal. It will not be possible to re-coup 100%, 
because some businesses will fail and their space  
will have to be re-let. In addition, other tenants are 
likely to stay in financial intensive care for some time 
and their rent arrears may have to be written off. 
Landlords will have to deal with these on a case-by-case 
basis¹. A useful litmus test will be if a business can 
afford to pay a dividend. In some instances it may make 
sense for the property owner to write-off the rent 
arrears if in return, the tenant agrees to extend their 
lease, or not to exercise a future break clause. Another 
option may be to agree sale and leaseback deals with 
businesses which have owner-occupied real estate, 
although this will depend on the quality of the asset 
and the financial strength of the business. For example, 
the retailer Next plc has put up for sale its UK 
headquarters and distribution warehouses. 

Obviously, the current interruption of rental payments 
has implications for property owners, especially 
institutional funds, both in terms of servicing the 
interest on debt and paying dividends to the 
unitholders. With low interest rates and generally 
lower leverage than during the GFC we do not 
anticipate the former being a problem. Some funds 
also have cash reserves as well as revolving credit 
facilities which can be drawn. It is then a relationship 
exercise with the lender to agree an interest cover 
covenant waiver because while a fund or other 
property owner may be able to physically pay the 
interest, it can’t do anything if the tenant can’t 
physically pay its rent. Most banks seem to be 
accommodating at this stage in the crisis especially 
with existing clients. Nevertheless, the issue for funds 
is whether they will continue to pay distributions, or 
whether they will be postponed or deferred. They,  
and their stakeholders will have to decide if it is more 
important to pay a dividend now or to have capital to 
invest later when prices could be very attractive.  

 
Notes 
1. In Germany and the UK, the government has temporarily 

banned the eviction of commercial tenants for non 
payment of rent due to the coronavirus. 
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Important information  

This material is for professional investors or 
advisers only. It is not to be provided to retail 
clients.         
                      
Investment involves risks. Past performance is not a 
guide to future performance and may not be 
repeated.  The value of investments and the income 
from them may go down as well as up and investors 
may not get back the amount originally 
invested.  Exchange rate changes may cause the value 
of any overseas investments to rise or fall. 

Schroders has expressed its own views in this material 
and these may change without notice. While the 
information contained in this material has been 
sourced by Schroders and is believed by Schroders to 
be accurate and complete, such information should be 
independently verified by the recipient before use. This 
material is intended to be for information purposes 
only and is not intended as promotional material in any 
respect.   
 
The material is not intended as an offer or solicitation 
for the purchase or sale of any financial -product. The 
material is not intended to provide, and should not be 
relied on as, accounting, legal or tax advice, or 
investment recommendations.  Information contained 
in this material is believed to be reliable but neither 
Schroders nor any entities within the Schroders group 
nor any of their officers or employees warrants its 
completeness or accuracy (each a Schroder Entity). 
Insofar as liability under relevant laws cannot be 
excluded, no Schroder Entity accepts any liability for 
any error or omission in this material or for any 
resulting loss or damage (whether direct, indirect, 
consequential or otherwise).  Reliance should not be 
placed on this material when making individual 
investment and/or strategic decisions.  

The forecasts included should not be relied upon, are 
not guaranteed and are provided only as at the date of 
issue. Forecasts are based on Schroders’ own 
assumptions which may change. Schroders accepts no 
responsibility for any errors of fact or opinion and 
assume no obligation to notify you of any changes. 
Forecasts and assumptions may be affected by 
external economic or other factors. 

This material has not been reviewed by the regulators. 

Not all strategies are available in all jurisdictions. 

This document may contain “forward-looking” 
information, such as forecasts or projections. Please 
note that any such information is not a guarantee of 
any future performance and there is no assurance that 
any forecast or projection will be realised. Schroders 
may record and monitor telephone calls for security, 
training and compliance purposes. 

For readers/viewers in Argentina: Schroder 
Investment Management S.A., Ing. Enrique Butty 220, 
Piso 12, C1001AFB - Buenos Aires, Argentina. 
Registered/Company Number 15. Registered as 
Distributor of Investment Funds with the CNV 
(Comisión Nacional de Valores). Nota para los lectores 
en Argentina: Schroder Investment Management S.A., 
Ing. Enrique Butty 220, Piso 12, C1001AFB - Buenos 
Aires, Argentina. Inscripto en el Registro de Agentes de 
Colocación y Distribución de PIC de FCI de la Comisión 
Nacional de Valores con el número 15. 

Note to readers/viewers in Australia: Issued by 
Schroder Investment Management Australia Limited, 
Level 20, Angel Place, 123 Pitt Street, Sydney NSW 2000 
Australia ABN 22 000 443 274, AFSL 226473 

For readers/viewers in Brazil: Schroder Investment 
Management Brasil Ltda., Rua Joaquim Floriano, 100 – 
cj. 142 Itaim Bibi, São Paulo, 04534-000 Brasil. 
Registered/Company Number 92.886.662/0001-29. 
Authorised as an asset manager by the Securities and 
Exchange Commission of Brazil/Comissão de Valores 
Mobiliários (“CVM”) according to the Declaratory Act 
number 6816. 

For readers/viewers in the European 
Union/European Economic Area: Schroders will be a 
data controller in respect of your personal data. For 
information on how Schroders might process your 
personal data, please view our Privacy Policy available 
at www.schroders.com/en/privacy-policy or on request 
should you not have access to this webpage. Issued by 
Schroder Investment Management (Europe) S.A., 5, rue 
Höhenhof, L-1736 Senningerberg, Luxembourg. 
Registered No. B 37.799 

Note to readers/viewers in Hong Kong S.A.R.: Issued 
by Schroder Investment Management (Hong Kong) 
Limited. Level 33, Two Pacific Place, 88 Queensway, 
Hong Kong. This material has not been reviewed by the 
Securities and Futures Commission 

Note to readers/viewers in Indonesia: Issued by PT 
Schroder Investment Management Indonesia 
Indonesia Stock Exchange Building Tower 1, 30th Floor, 
Jalan Jend. Sudirman Kav 52-53 Jakarta 12190 
Indonesia PT Schroder Investment Management 
Indonesia is licensed as an Investment Manager and 
regulated by the Indonesian Financial Services 
Authority (OJK).This material has not been reviewed by 
the OJK 

Note to readers/viewers in Japan: Issued by Schroder 
Investment Management (Japan) Limited 21st Floor, 
Marunouchi Trust Tower Main, 1-8-3 Marunouchi, 
Chiyoda-Ku, Tokyo 100-0005, Japan Registered as a 
Financial Instruments Business Operator regulated by 
the Financial Services Agency of Japan (“FSA”). Kanto 
Local Finance Bureau (FIBO) No. 90  This material has 
not been reviewed by the FSA 
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Note to readers/viewers in Singapore: For 
Accredited and or Institutional Clients only, where 
appropriate. Issued by Schroder Investment 
Management (Singapore) Ltd (Co. Reg. No. 
199201080H) 138 Market Street #23-01 
CapitaGreen, Singapore 048946. This advertisement or 
publication has not been reviewed by the Monetary 
Authority of Singapore 

Note to readers/viewers in South Korea:  
Issued by Schroders Korea Limited, 26th Floor, 136, 
Sejong-daero, (Taepyeongno 1-ga, Seoul Finance 
Center), Jung-gu, Seoul 100-768, South Korea . 
Registered and regulated by Financial Supervisory 
Service of Korea (“FSS”)This material has not been 
reviewed by the FSS 

For readers/viewers in Switzerland: Issued by 
Schroder Investment Management (Switzerland) AG, 
Central 2, CH-8001 Zürich, Postfach 1820, CH-8021 
Zürich, Switzerland. Enterprise identification number 
(UID) CHE-101.447.114. Authorised and regulated by 
the Swiss Financial Market Supervisory Authority 
(FINMA) 

Note to readers/viewers in Taiwan: Issued by 
Schroder Investment Management (Taiwan) Limited 
9F., No. 108, Sec. 5, Xinyi Road, Xinyi District, Taipei 
11047, Taiwan. Tel +886 2 2722-1868  Schroder 
Investment Management (Taiwan) Limited is 
independently operated.  This material has not been 
reviewed by the regulators. 

Note to readers/viewers in Thailand: This 
presentation has not been approved by the Securities 
and Exchange Commission which takes no 
responsibility for its contents. No offer to the public to 
purchase any fund will be made in Thailand and this 
presentation is intended to be read for information 
only and must not be passed to, issued to, or shown to 
the public generally. Schroder Investment 
Management (Singapore) Ltd does not have any 
intention to solicit you for any investment or 
subscription in any fund and any such solicitation or 
marketing will be made by an entity permitted by 
applicable laws and regulations. 

Note to readers/viewers in Malaysia: This 
presentation has not been approved by the Securities 
Commission Malaysia which takes no responsibility for 
its contents. No offer to the public to purchase any fund 
will be made in Malaysia and this presentation is 
intended to be read for information only and must not 
be passed to, issued to, or shown to the public 
generally. Schroder Investment Management 
(Singapore) Ltd does not have any intention to solicit 
you for any investment or subscription in any fund and 
any such solicitation or marketing will be made by an 
entity permitted by applicable laws and regulations. 

 

For readers/viewers in the People’s Republic of 
China: Issued by Schroder Investment Management 
(Shanghai) Co., Ltd. Unit 33T52A, 33F Shanghai World 
Financial Center, 100 Century Avenue, Pudong New 
Area, Shanghai, China, AMAC registration NO. 
P1066560.  Regulated by Asset Management 
Association of China (“AMAC”) This material has not 
been reviewed by the AMAC 

For readers/viewers in the United Arab Emirates: 
Schroder Investment Management Limited, located on 
1st Floor, Gate Village Six, Dubai International Financial 
Centre, PO Box 506612 Dubai, United Arab Emirates. 
Regulated by the Dubai Financial Services 
Authority.This document is not subject to any form of 
regulation or approval by the DFSA. The DFSA has no 
responsibility for reviewing or verifying any Prospectus 
or other documents in connection with this Fund. 
Accordingly, the DFSA has not approved any associated 
documents nor taken any steps to verify the 
information set out in the Prospectus for the fund, and 
has no responsibility for it. This document is intended 
to be for information purposes only and it is not 
intended as promotional material in any respect. This 
document is intended for professional investors only as 
defined by the DFSA rules which can be accessed from 
their website www.dfsa.ae  

For readers/viewers in the United Kingdom: 
Schroders will be a data controller in respect of your 
personal data. For information on how Schroders 
might process your personal data, please view our 
Privacy Policy available at 
www.schroders.com/en/privacy-policy or on request 
should you not have access to this webpage. Issued by 
Schroder Investment Management Limited, 1 London 
Wall Place, London EC2Y 5AU. Registered Number 
1893220 England. Authorised and regulated by the 
Financial Conduct Authority. 

For readers/viewers in Canada: Schroder Investment 
Management North America Inc., 7 Bryant Park, New 
York, NY 10018-3706. NRD Number 12130. Registered 
as a Portfolio Manager with the Ontario Securities 
Commission, Alberta Securities Commission, the 
British Columbia Securities Commission, the Manitoba 
Securities Commission, the Nova Scotia Securities 
Commission, the Saskatchewan Securities Commission 
and the (Quebec) Autorité des marchés financiers. 

For readers/viewers in the United States: Schroder 
Investment Management North America Inc., 7 Bryant 
Park, New York NY 10018-3706. CRD Number 105820. 
Registered as an investment adviser with the US 
Securities and Exchange Commission.  UK000638 

 


