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Economy

Since our last update, there has been 

improving news on the global economic 

slowdown.  Japan recently became the latest 

major economy to emerge from recession as 

its GDP grew at close to 1% for the second 

quarter.  Earlier this month both France and 

Germany surprised forecasters with their 

return to growth; indicating that the global 

slowdown is easing. 

Britain’s economy, however, has contracted 

by a record 5.6% over the past year and 

figures released in July showed that output 

was down 0.8% in the three months to June.  

There has also been a downward revision to 

the output in Q1 which now shows that it fell 

by 2.4% (instead of -1.9%).  Following recent 

signs of a pickup in the housing market and 

strong growth in high street spending the size 

of the drop surprised the City and dashed 

hopes that the UK had already pulled out of 

recession, although the pace of contraction 

has moderated.

Minutes from its most recent meeting show the 

Bank of England is still very concerned about 

weak growth prospects and money supply 

growth, although it noted that,

“there have been increasing signs that output 

in the UK’s main export markets is stabilising.  

Financial market strains have eased and 

banks’ funding conditions have improved a 

little, although financial conditions remain 

fragile.  Household and business confidence 

has picked up, albeit from the very low levels 

experienced in the wake of the financial crisis 

last autumn.” 

The Bank of England also surprised the City 

by announcing that it would pump an extra 

£50bn of new money into the economy.  

This increased the total programme to 

£175bn.  The Governor, Mervyn King, had 

been pushing for a bigger increase in the 

quantitative easing programme to an extra 

£75bn to stimulate lending and spending in 

the economy.

Following this news, expectations in the 

City were that interest rates would remain 

at historic low levels for some time to come.  

The Bank base rate remains at just 0.5%.

The Consumer Price Index (CPI) in July was 

unchanged from June, keeping the annual 

rate of inflation at 1.8%.  Inflation has been 

stickier than expected, but most analysts 

anticipate inflation will dip lower in the coming 

months.  The Retail Price Index (RPI) which 

includes volatile items, such as housing costs 

and oil prices, moved to -1.4% from -1.6%. 

The economic situation is putting 

considerable pressure on occupiers and rents 

have deteriorated further this quarter as a 

result, although this trend has eased.  The 

occupational market also continues to see 

incentives increasing on new lettings.

Retail 

According to the Office for National Statistics 

(ONS) retail sales volumes rose twice as fast 

as expected in July.  The official data showed 

that sales volumes rose 3.3% on a year-by-

year basis and 0.4% on the month.  The food 

store subsector increased by 1.4% in the 

three months to June and the non-food sector 

(which tends to sell more non-essential items) 

also saw an increase of 1.0%.  The data 

boosted economists hope that the recession 

was beginning to ease.

IPD

According to the IPD UK Monthly Index to the 

end of July, yield compression coupled with 

an easing in rental pressure has produced the 

shallowest negative capital growth decline for 

two years and a positive total return. (source: 

IPD).  The latest IPD monthly index figures are 

summarised below. 

IPD Monthly Index – July 2009

Capital Values (%) Total Return (%)

June July June July

-0.88 -0.13 -0.19 0.56

Source, IPD

Historical Performance

Source: IPD, data to 31/07/09

The IPD UK Monthly Property Index measures ungeared total returns to 

directly held standing property investments from one open market value 

to the next and in July 2009 returned 0.56%
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Although capital growth was negative when 

all sectors are included, there was fractional 

positive growth from the Retail sector 

(+0.05%).  Retail was the first sector to fall 

back in June 2007 and has become the first 

to reverse the trend.  The office and industrial 

sectors fell by about 0.25%.
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Vacancy rates have also been climbing 

steadily but this months’ data has reversed, 

indicating vacancies may have peaked.  The 

IPD all property void rate (void rental value 

as a percentage of total income) has fallen to 

11.8%, from June’s record high of 12.1%.

Malcolm Frodsham of IPD said “Yield 

compression and a deceleration in rental 

pressure is indeed a fillip for the commercial 

property market.  However, we should be 

careful in reading too much into one month’s 

numbers: we may have to wait a long time 

before rental growth actually turns positive 

and this will continue to put downward 

pressure on values.” 

 
General Property Market  
Update

Investors are returning to the market, while 

availability of stock is limited, leading to an 

improving outlook for prime commercial 

property yields, which are stabilising and 

increasingly even falling across all sectors.   

Demand for secondary property, with shorter 

leases or poorer covenants, remains weak 

and yields are anticipated to continue to rise 

in this area.  The rental outlook has continued 

to weaken. 

Property yields in the UK have corrected more 

rapidly and are now higher than in many other 

markets on the continent.  Historically the 

UK property market, being more transparent, 

has been at lower yields.  The full spectrum 

of property companies, privates, funds and 

opportunity funds have re-entered the market 

to exploit the opportunity presented and in 

particular, UK institutions are targeting long 

let property.  Foreign investors also continue 

to support the market with cash purchases 

as the weakness of sterling has made the UK 

even more attractive to overseas purchasers.  

There are an increasing number of funds 

launching to exploit the opportunities in the 

market - The Association of Real Estate 

Funds (AREF) noted that there was a net 

inflow into property funds of £52m, which is 

the first net inflow since the second quarter 

of 2008.

Investment activity amongst private 

investors has also continued at a pace and 

the commercial auction houses have had 

some successful sales (for smaller lot sizes 

averaging £664,000 in Q2 2009, source 

ARAS). Initial yields have fallen as capital 

values have increased for prime properties 

with long leases (10-14 years) let to blue 

chip tenants.  Low interest rates and limited 

returns on cash deposits has led to private 

investors using cash to seek out good quality 

long term income. 

On the supply side, there is little evidence of 

the distressed selling that has been expected. 

Generally there is a lack of available stock 

coming to the market as many property 

owners are reluctant to sell assets; and it is 

this shortage of supply which is, once again, 

resulting in yield compression for the most 

prime property.

Transaction volumes remain subdued.  In 

the second quarter of 2009 the investment 

activity amounted to £4bn which was a 4% 

increase on the first quarter of 2009.  The 

level of activity over the 12 months totalled 

£16.9bn; this compares to about £17bn of 

transactions per quarter that were being 

completed at the peak of the market. (Source: 

property data). 

 

UK Investment Market Activity

Bank finance was key to the growth of 

property in the last cycle and until debt 

becomes available there will not be a 

significant increase in turnover volumes. 

Transactions now require a significant amount 

of equity.  Banks are more risk averse, require 

a greater level of due diligence and will only 

finance lower loan to value ratios of 50/60%.  

The latest Bank of England Credit Conditions 

Survey dating from June indicated that credit 

to property was unlikely to expand in Q3 

Savills Commercial Research Steven Lang, +44 (0)20 7409 8738 slang@savills.com

Savills plc 
Savills plc is a leading international property services company with a full listing on the London Stock Exchange. The company has undergone
dynamic growth in recent years establishing itself as a powerful player on the international stage with offices and associates throughout the UK,
Europe, Americas, Asia Pacific, Africa and Middle East. In addition, Savills is the trading name for the property service subsidiaries of Savills plc
which advise on commercial, rural, residential and leisure property. Other services include corporate finance advice, property and venture capital
funding and a range of property related financial services.
This report is for general informative purposes only. Whilst every effort has been made to ensure its accuracy, Savills accepts no liability for any
loss or damage, of whatsoever nature, arising from its use. The content is strictly copyright and reproduction of the whole or part of it in any form
is prohibited without written permission from Savills Research.

Market in Minutes

UK economy remains poised for recovery
� The decline in GDP growth, during the first quarter

in the UK, was the worst in fifty years.  However,
more positive signs are emerging.

� The latest consensus of economists for 2009 UK
GDP growth showed a slight improvement from
-3.8% to -3.7%.  More positively, the expectation for
2010 moved much higher from 0.3% last month to
0.7% currently.

� The Organisation for Economic Co-operation and
Development (OECD) says the world economy is
near the bottom of the worst recession in post-war
history.  The OECD adds that recovery is likely to
be "weak and fragile" for some time.  International
Monetary Fund (IMF) research suggests that
recessions associated with financial shocks last
longer than “normal” recessions.

� The Governor of the Bank of England has recently
acknowledged that the UK may be over the worst,
but stresses that challenges remain.

Recessions led by a financial shock last longer

Savills Commercial Chairman & Chief Executive Mark Ridley, +44 (0)20 7409 8030 mridley@savills.com

UK transactional levels remain low
� Based upon the preliminary mid-year data for the

UK, investment levels over the first half of 2009
were 13% lower than the second half of 2008.
Total transactions in the first six months of this year
were approximately half the amount seen during
the same period last year.

� This shows that the level of investment transactions
remain muted, but the buy signals in the market
suggest that Q3 will improve markedly if suitable
stock is brought to the market.

� The latest Credit Conditions Survey (for Q2 2009)
from the Bank of England reports that the
commercial property sector continues to experience
a reduction in credit availability.

Q3 is expected to show higher investment levels
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UK Transactional Levels

2009.  Net real estate lending in absolute 

terms contracted in Q2 for the first time since 

Q2 1999.  Banks are continuing to reduce 

their exposure to real estate.  This comes 

despite LIBOR falling to 0.77%, 27bps above 

the base rate which is indicating a degree of 

normality returning to the banking system.  

Over the last six months 5 year swap rates 

have been rising from 3.0% but have now 

stabilised and are at around 3.45%.  

Lending Rates and Property Yield 
Gap

The property derivatives market is reflecting 

this improvement in sentiment for UK 

property.  At the start of the year derivatives 

were implying a total return of about -20%. 

This edged up to -15% by the end of June 

and is now pricing in a drop of less than 10%.

 
Commercial Research  www.knightfrank.com 
Claire Higgins Head of Commercial Research Knight Frank LLP is a limited liability partnership registered in England  

+44 (0)20 7861 1246 with registered number OC305934. Our registered office is 55 Baker Street, 
claire.higgins@knightfrank.com London, W1U 8AN, where you may look at a list of members’ names. 

Financial indicators 
Lending rates and property yield gap
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When you look at the above chart, two things 

might jump out at you.  

Firstly, 3 month LIBOR is looking a bit more like it 

did in the good old days.  Prior to the banking 

crisis, the average gap to the base rate had been 

c. 15bps but rose nearly tenfold by Oct 08.  At 5 

Aug it has fallen to 0.87%, 37bps above the base 

rate, indicating a degree of normality returning to 

banks’ perception and trust of each other. 

Secondly, 5 year swap rates have increased 

quite a bit over the course of this year, ending 

July at 3.7% from 3.0% 6 months ago.  Although 

average yields are still moving out, it’s by less 

each month, shrinking the gap to finance rates. 

Meanwhile, the BoE has kept the base rate at 

0.5% but wants to pump a further £50bn into 

the economy, demonstrating their view that 

further stimulus is still needed.  

Economic overview 
Perhaps the clearest reflection of how the UK 

economy is perceived is the Sterling exchange 

rate, which has leapt up 25% against the US$ 

from its low in Jan 09 to (just) above $1.70 (on 5 

Aug) and is holding its own against the Euro. 

This is partly in response to the appearance of 

further good news on the recovery front.   

Recent figures on production GDP and the CIPS 

service sector survey (trying saying that out loud) 

have indicated potential future economic growth.  

Both house price indices are still rising, and even 

retail sales continue to look surprisingly robust. 

Unemployment is going to keep rising for a long 

time yet, however, and GDP did still fall in Q2, by 

-0.8%.  There is also a possibility that average 

house prices may see a double dip.   

While far from being out of the woods, then, 

there is nonetheless an international perception 

that the UK will recover a lot faster than first 

thought – and the timely policy response to the 

crisis has played no small part in that. 

Key economic indicators 

 % Trend 
CPI * 1.8 
Retail sales * 2.9 
Unemployment ** 7.6 
Base Rate 0.5 
£ : $ 1.70 
£ : € 1.18 
House Prices: Halifax ^ -12.1 
House Prices: Nationwide ^ -6.2 

Source: NS, FT, Halifax, Nationwide, BoE.  All figures 
at 5 Aug except ** end May, * end Jun, ^ end Jul 

Property performance 

Key performance indicators 

Borrowing yield gap* 422 bps   
Risk yield gap** 520 bps   
Investment purchases (to Aug) £9.30bn 
- of which, from overseas  42%   
All Property void rate  12.1%  

 Initial yield 20yr average  
Retail 7.6% 6.2% 
Office 8.2% 7.0% 
Industrial 8.2% 7.9% 

Source:  IPD, FT, Property Data, Knight Frank Research 
*5 yr Swap rates to All Property initial yield 
**Gilt redemption yield to All Property equivalent yield  
IPD and matching data as at end June 2009 

IPD data for July is not yet available, so bear in 

mind these figures are a month behind. 

Thus both yield gaps were still rising at the end 

of June although, as mentioned, the finance 

gap is expected to have narrowed in July.  But 

the risk gap may well still grow as gilt yields 

remain on a downward trend. 

Investment volumes have been bobbing 

around at a fairly consistent but unimpressive 

level for the last four quarters.  The 2008 total 

was 60% below 2007 and, if things remain at a 

steady pace for the second half of this year, 

2009 will be 30% below 2008.   

What’s interesting now is net investment.  

Although still disinvesting themselves of 

property, the rate at which UK institutions and 

property companies are doing this has dropped 

substantially.  That mass of distressed sales 

anticipated at the start of the year seems 

increasingly unlikely to materialise. 

august 2009 
UK MARKET outlook 
Commercial property review 

 

RESEARCH 

Source: Knight Frank Research, FT & IPD

UK IPD All Property Index - 
implied capital values

Dec-07 Dec-08 Dec-09 Dec-10 Dec-11 Dec-12 Dec-13 Dec-14
100.00 75.88 56.71 49.46 49.74 50.31 50.02 -
100.00 76.36 58.06 51.60 51.43 51.79 51.85 -

- 100.00 86.58 86.79 88.26 91.11 93.69 96.77
- 100.00 86.58 86.17 88.25 90.20 92.96 92.95
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Source: Morgan Stanley indicative pricing. 
Assumption: Calculations for Dec 08 figures are based 
on assumed initial yield of 5.14%.  Calculation for Aug 
09 figures are based on assumed yield of 6.86%.
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In the last update we advised that five of the 

properties in the Fund were let to Woolworths 

and these have been actively marketed due to 

the retailer entering administration. As a result 

of this marketing we have received interest 

from a number of parties which has been 

pursued in order to ensure new lettings can 

be secured. 

At Worksop, we have now exchanged 

contracts to let the ground and second 

floors to B&M Stores Ltd, trading as Bargain 

Madness, on a new 15 year (full repairing and 

insuring) lease. Completion will follow shortly. 

The first floor of this property was sublet to a 

nightclub by Woolworths.  We have inherited 

them as a tenant and have been receiving rent 

directly from them since the Administration. 

We are also in the process of re-gearing this 

lease to improve the covenant and extend the 

unexpired term. On the remaining properties 

we are following up expressions of interest 

with the aim of securing new lettings on these 

properties too.

Issued by London and Capital Asset Management 
Ltd (LCAM) of 4 Triton Square, Regent’s Place, 
London NW1 3HG, (the Investment Manager) 
which is authorised and regulated by the Financial 
Services Authority, 25 The North Colonnade, 
Canary Wharf, London, E14 5HS. The Fund is 
a Segregated Portfolio Company formed under 
The Companies Law (2007 Revision) of the 

Cayman Islands. The Company also falls within 
the definition of a “mutual fund” for the purposes 
of the Mutual Funds Law (2007 Revision) of the 
Cayman Islands and, accordingly is regulated by 
such law. It is not an invitation to subscribe and 
is by way of information only.  An investor may 
not get back the amount invested.  The Fund 
does not qualify for any compensation under any 

compensation scheme. The Fund is not regulated 
under the Financial Services and Markets Act 
2000 and consequently no protection is provided 
by the UK regulatory system.  Unless stated 
otherwise, all graphs, pie charts and table data 
use valuations as at December 2008.

Fund Update

  High Street - 16%

  Food Stores - 14%

  Retail Warehousing - 29%

  Offices - 24%

  Distribution Warehousing - 17%

Sector Breakdown

Geographical Breakdown  

  South East - 26%

  South West - 18%

  Midlands - 4%

  Eastern - 13%

  North East - 12%

  Jersey - 15%

  North West - 9%

  Scotland- 3%

Fund Holdings  

Top 10 Holdings Holding

Mourant, Jersey 10.8%

Dixons Plc, Bristol 10.4%

Multi-let, Great Yarmouth 10.3%

Wolseley Plc, Ripon 5.2%

Multi-let, Bodmin 5.1%

Essex CC, Chelmsford 4.7%

Kingsgate House, Jersey 4.5%

West Wickham, M&S 3.8%

Teddington, M&S 3.6%

Southgate, M&S 3.5%

TOTAL 61.9%

Although recent data shows that initial yields 

have reduced for certain prime properties, 

indicating a recovery in the real estate market, 

this trend is being driven primarily by a lack 

of available prime product and we expect it 

could be short-lived.  There are encouraging 

signs that the market is bottoming, but the 

availability of debt finance and the strength of 

the occupational market will drive the outlook 

for the commercial real estate market over the 

longer term.  

The occupational market will continue to have 

an impact on investors and predicted falls 

in headline rent in 2009 and 2010 are likely 

to have a detrimental impact on investment 

values, especially where leases have 5 years 

or less remaining. The risk of tenant default 

and falling rental values could have a further 

impact on specific values.  Without economic 

recovery and increased bank lending there are 

still risks that this recovery will not take hold.

There are no other voids in the Fund, with 

the remaining properties being fully let and 

income producing. Whilst we have received 

requests from some retailers to pay rent 

monthly in advance rather than quarterly, this 

has not been accepted and we continue to 

ensure that rent is paid when contractually 

due.

The Fund continues to be actively managed 

and opportunities to add value are being 

pursued where available. Currently this 

is being implemented through strategies 

including:

➤➤ Widening of planning consents; 

➤➤ Disposal of land constituting ransom 

strips

➤➤ Improve cashflow through lease re-

gears

➤➤ Maintaining contact with tenants

➤➤ Keeping an open dialogue with lenders

➤➤ Ensuring rents are paid on time and 

arrears are kept to negligible levels

The Board continues to actively review all options 

available in the management of the Fund.  

However, in the current market environment 

we do not believe that property disposals are 

in the best interests of shareholders.  The Board 

therefore acknowledges that in the short-term it 

is still not a viable option for the Fund to re-open.


