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• Immediately following the vote to leave the EU, the UK and the 
European Union has entered into a period of unprecedented and 
unchartered territory. The UK has witnessed political instability, with 
major political reformation ahead. The political turmoil over how 
and when the government will invoke Article 50 of the Treaty and 
who will lead the UK’s negotiations to leave the EU are all factors 
contributing to the instability and uncertainty that has engulfed the 
UK post the Referendum result. The economic uncertainty will be 
further compounded by the complex and prolonged negotiations 
that will follow, with the possibility of a technical recession as 
business investment is curtailed.

• The UK commercial property sector, including Hotels, has already 
felt the effect of the referendum. A secondary impact, with the 
subsequent fallout from the vote to leave the EU will follow. 

• The London hotel market will bear the brunt of the effects of Brexit  
and as a consequence of the political and economic turmoil, this will 
most likely result in weakening hotel trading performance and a fall 
in hotel values.

• The two year transition period for the UK to negotiate an EU exit will 
be the most difficult and challenging, with the level of uncertainty 
and risk unknown and unquantifiable until new trade terms to access 
these international markets are negotiated and access to the single 
market secured. Historically as a major force in political and trading 
power, the UK’s significance has been judged as proportionate to 
its role in the EU. Following the separation from the EU, the UK will 
no longer form part of the largest economy in the world, as such the 
extent of the separation, will impact significantly upon an investor’s 
appetite to continue trading within the UK.

• Historically, the UK is one of the highest recipients of global foreign 
investment. Investor confidence is likely to remain subdued, 
resulting in reduced investment in the UK property market, affecting 
both the price of properties and the volume of transactions during 
the transition period, until such a time that business confidence and 
viability of investment in the UK is restored. Nevertheless, a certain 
level of investment decisions will continue, either opportunistic or 
through divestment of UK property. 

• A number of positive influences and opportunities will however 
prevail. The fall in the value of sterling, if it continues beyond the 
shortterm, will make UK property more attractive to foreign investors, 
as such hotel real estate will continue to be a beneficiary from US, 
Middle Eastern and Asian investors, attracting strong interest from 
overseas property funds, private equity and sovereign wealth funds.

• A weaker currency will attract greater demand for hotel 
accommodation from overseas visitors, with London in particular 
benefitting, due to its rich heritage, architecture and diverse culture 
and lifestyle. Furthermore, a strengthening in the trend for UK 
households to “staycation” is also anticipated, with visitor arrivals to 
popular UK tourist destinations such as Devon & Cornwall, Dorset, 
Pembrokeshire, Sussex and Somerset expected to increase. This 
potential for an increased level of tourism to the UK, both domestic 
and overseas, will result in greater demand for hotel accommodation 
coupled with the lower price sensitivity of international guests, this is 
likely to have a positive impact on hotel trading performance.

• An interest rate cut by the Bank of England is a strong possibility, 
as is more quantitative easing.  A low interest rate environment will 
provide support for consumer spending and will have a positive 
impact on hotel demand, revenue generation and the price of debt. 

• Nevertheless, whilst a lower pound will seek to attract greater 
demand for international leisure demand, a decline in GDP growth 
is likely to impact upon corporate demand as decision making 
and investment stagnates. Hotel trading performance is therefore 
likely to be negatively impacted if the surplus in leisure demand is 
insufficient to counterbalance the fall in corporate demand.

• Industry-led campaigns to make the UK a more competitive 
destination include the current drive by the British Hospitality 
Association to reduce the VAT rate on accommodation and tourist 
attractions to 5%. Following a Brexit, the drive to implement this 
initiative would bring the UK in line with the rest of Europe and in 
doing so have a substantial impact on enhancing foreign exchange 
earnings from overseas visitors as well as having a positive influence 
on UK domestic tourism.     

• Significant challenges lie ahead as a result of a Brexit. For example, 
the potential exodus of non-UK skilled workers and barriers to 
recruiting staff from overseas will become a significant challenge for 
the hotel sector which has a high dependence on recruiting non-UK, 
EU born citizens. Not only will this result in a shortage of skilled 
workers, payroll costs will rise thus impacting upon hotel profitability 
and investor returns. Equally, new hotel developments will be 
hampered by increased costs due to the UK construction market’s 
heavy reliance on skilled workers from overseas. However, some or 
all of such increases in the cost of labour may be offset by lower 
costs of materials, which will positively impact upon hotel trading 
performance and investor returns.

• The UK hotel market and London in particular, has traditionally been 
regarded as a safe haven by overseas investors. In the short-term 
investor sentiment may be diverted away from the UK. Overseas 
investors may turn to Ireland, which provides direct access to the 
EU and deemed to have transparent and strong property ownership 
laws similar to the UK. Nevertheless, with different investment and 
risk profiles, as well as trends in exchange rate movements likely 
to enhance the price competitiveness, many overseas property 
investors look well beyond short-term volatility. As such, high-net-
worth individuals and sovereign wealth funds will seek out inherent 
advantages in their investments and will continue to invest regardless 
of the structural changes brought about by Brexit. 

• Post Brexit, if the right measures are taken, opportunity exists for the 
UK to have a healthy, long-term economic outlook. The UK and in 
particular the hotel real-estate sector, is likely to continue to attract 
significant capital flows from across the globe, as one of the most 
liquid and transparent markets in Europe. 
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