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Drawing a Line Under 2009 

Welcome to the first edition of the BLME quarterly UK 

property review. ²Ŝ ƭŀǳƴŎƘ ŀǎ ǘƘŜ ¦YΩǎ ŎƻƳƳŜǊŎƛŀƭ ŀƴŘ 

residential property sectors show signs of revival. This is 

however, the fourth prƻǇŜǊǘȅ ŎȅŎƭŜ ŦƻǊ ǎƻƳŜ ƻŦ .[a9Ωǎ 

team, so ƛŦ ǿŜ ŘƻƴΩǘ get carried away, we can nonetheless 

reflect on a far more promising outlook than seemed likely 

earlier this year. 

Back in Q1 2009, valuations were in freefall and many 

companies forced into extreme decisions to head off 

collapse. Six months later the sector is out of intensive care, 

battered and bruised, but more confident. 

tŀǎǘ ŜǾƛŘŜƴŎŜ ǎǳƎƎŜǎǘǎ ǘƘŀǘ ƭŜǎǎƻƴǎ ǿƻƴΩǘ necessarily be 

learned, but a severe correction inevitably creates rare 

investment opportunities and substantial funds are lined up 

ŦƻǊ ƛƴǾŜǎǘƳŜƴǘ Ψŀǘ ǘƘŜ ōƻǘǘƻƳ ƻŦ ǘƘŜ ŎȅŎƭŜΩΦ  

As ever bear-traps lie in wait for the unwary. The UK 

residential market defies logic ς ōǳǘ ǘƘŀǘΩǎ nothing new. It 

rarely behaves rationally, yet has a compelling record of 

delivering capital growth over the longer term. 

We look at potential for an investor friendly recovery and 

where the smart money is going.  In future issues we plan to 

interview industry leaders for their views and consider some 

of the key issues for the sector.   

Both sectors perked up this summer, but the commercial 

sector has taken a much more severe hit and thus, we feel, 

better reflects the tough letting and trading environment. 

Those figures put house prices 1.7% ahead over the period 

and down just 1.2% since the start of the year. Overall, 

residential is down by a relatively modest 15.8%, just a blip 

in its inexorable long term growth. 

Compare that with average commercial yields at 7.86% for 

ŀƭƭ ǇǊƻǇŜǊǘȅΦ ¢ƘŀǘΩǎ ŀ ǎƛƎƴƛŦƛŎŀƴǘ ǇǊŜƳƛǳƳ ǘƻ ¦Y ōŀǎŜ ǊŀǘŜǎ 

at 0.5% and indeed, five-year swap rates at 3.1%. In part 

that reflects the potential for tenant default, extended 

voids and further downward pressure on market rents in 

what remains a weak letting market. All these factors are 

funnelling investment towards institutional quality 

properties and leases or bargains, a few of which we refer 

to on the back page of this report. 

The consensus put the commercial market close to its nadir. 

In the short term, recovery is likely to be investment rather 

than occupier led.  There is significant institutional money 

looking for a home and a recapitalised and increasingly 

confident quoted sector. To supplement this, a number of 

lenders recently reopened for business. Residential 

property looks more vulnerable to a double dip, for reasons 

we explore in the next section. 

We would be interested to receive reader feedback and 

invite comments to propertyviewpoint@blme.com  

 

After 25 monthly falls in 

capital value, August saw a 

0.2% rise, followed by a 

robust 1.1% in September. 

Commercial values are still 

43% below their peak and 

rents are still falling.  

In contrast, the FT house 

price index increased by 

0.6% in September and 

valuations down 5.6% year 

on year. That was the fifth 

consecutive monthly rise.  

According to IPD, 

UK commercial 

property values rose 

by 1.3% for August 

and September.  

After 25 months of 

decline ǘƘŜȅΩǊŜ ǎǘƛƭƭ    

down 43% 

 

mailto:propertyviewpoint@blme.com


 

 

Q3 2009 Prime indices results

Q3
2009

Year on 
Year

From 
Peak

Capital Values

Prime Central London 4.0% -4.9% -16.6%

Prime SW London 8.4% -2.5% -14.4%

Prime Regional Markets 1.9% -7.6% -17.7%

Rental Values

Prime Central London 1.0% -9.6% -10.8%

Prime SW London 1.3% -18.3% -21.7%

Yields Gross Net

Prime Central London 4.3% 2.8%

Source: Savills Research

 

Nationwide data reveals 132% (inflation adjusted) growth in average UK 
house prices in the ten years to their Q3 2007 peak. Even after recent 
ŦŀƭƭǎΣ ǘƘŜȅΩǊŜ ǎǘƛƭƭ ŀƘŜŀŘ фр҈Φ 

The typical economic rationale supplied for this kind of performance is the 
structural shortage of UK housing. But will that rate of growth be repeated 
without abundant cheap credit? 

Housing market bears have been confounded by the performance during 
the summer. Both UK Land Registry data and lenders such as Halifax and 
Nationwide report that the market has, in price terms at least (volumes of 
house sales remain depressed) recovered during the summer. 

At the start of 2009 some predicted at least two years of price declines up 
to 35%. This seemed plausible after recent strength.  

However SavillsΩ research confirms quite sharp price rises in Q2 2009 for 
prime Central London property i.e. areas such as Knightsbridge, Chelsea, 
aŀȅŦŀƛǊ ŀƴŘ YŜƴǎƛƴƎǘƻƴΣ ŀǎ ŦŀǊ ƴƻǊǘƘ ŀǎ {ǘΦ WƻƘƴΩǎ ǿƻƻŘΣ wŜƎŜƴǘǎ tŀǊƪ ŀƴŘ 
Hampstead and down to Putney, Richmond and Barnes in south-west 
London. Savills picked up a notable change in buyer sentiment in the 
second quarter, some of whom had waited 18 months to return to the 
market i.e. until prices reduced to a level that made acquisition attractive. 
¢Ƙƛǎ ȅŜŀǊΩǎ /ƛǘȅ ōƻƴǳǎŜǎ Ƴŀȅ ŀŘŘ ŦǳǊǘƘŜǊ ǾƛƎƻǳǊ ǘƻ ŘŜƳŀƴŘΦ 

Prices in some areas have been driven back up to close to their peak as 
pent-up buyer demand chases constrained stock levels. The market is 
highly influenced by cash and often foreign buyers, while mortgage-
dependent buyers thin on the ground. The revival is however expected to 
be tested in the Autumn, when more stock is expected to hit the market. 

Possible reasons why this may occur include the substantial number of 
two year fixed-rate and tracker mortgages arranged near the top of the 
market. These are due to expire shortly and could be difficult to refinance 
at affordable rates. A 10-15% fall in house prices may easily have pushed a 
90-100% mortgage into negative equity. Even where prices have fully 
recovered, borrowers may find it difficult to satisfy stricter i.e. 75-85% 
maximum loan to value targets. 

Cluttons, another specialist in prime Central London residential identifies a 
further possible source of weakness in Q4 2009 and beyond - the cheaper, 
interest-only mortgages popular during the boom are now quite hard to 
come by. Where they are still available, lenders demand minimum 25% 
deposits and good explanations as to how capital will be repaid. 

The agent expects to see large numbers of forced sellers of prime central 
London property. It believes that the surge in supply that results could 
knock around 5% off prices. 

 

Has UK Residential 
Turned the Corner? 
Investors are justified in 
retaining a strong interest in a 
market in which, according to 
{ŀǾƛƭƭǎΩ ǊŜǎŜŀǊŎƘΣ ŀǾŜǊŀƎŜ ŎŀǇƛǘŀƭ 
values have doubled every 9.3 
years during the last 30 years.  

¢ƘŀǘΩǎ ŘŜǎǇƛǘŜ ǘƘǊŜŜ ƘƻǳǎƛƴƎ 
downturns.  

 

Source: Cluttons
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Investment in UK residential has typically been the 
preserve of small scale private investors.  

During the current decade, the market has been 
dominated by an estimated one million buy-to-let 
landlords, while large scale institutional investment 
typically focused on the commercial sector.  

The main issue appears to be that residential 
investment does not conform to the commercial 
property investment model. What makes sense to an 
individual, buy-to-let investor may seem irrational to an 
institution, especially as it lacks the visible, long-term 
revenue stream provided by a 20-year lease. 

A counter-intuitive argument is made by Savills. In its 
recent Residential Investment Spotlight it suggests that 
total annual returns from residential property have 
actually been more competitive and less volatile than 
other asset classes. It also believes that it offers better 
diversification of risk relative to equities and gilts than 
commercial property. 

The report consequently makes an interesting case for 
residential investment in a post credit crunch 
environment. 

As borrowing continues to be rationed Savills expects 
to see increased demand for private rented 
accommodation, particularly as first time buyers 
struggle to raise suitable deposits.  

It also expects increased scarcity of the types of 
housing for which there is the greatest need, in the 
locations where they are most in demand. This 
situation is exacerbated by a lack of funding to provide 
accommodation within the social rented and 
intermediate housing sectors, either directly from 
public funds or by private developers. 

In the UK, investment in residential is 

mainly the preserve of the retail 

investor. Institutions focus upon 

commercial sectors for economies of 

scale and income visibility. 

Ironically, research shows that total 

returns from residential investment 

have actually been more competitive 

and less volatile than other asset 

classes. 

Nonetheless, it has identified four barriers to entry for 
institutional investors: 

1. The relatively low return on investment due to 
relatively high management costs. 

2. Uncertainty of income stream due to short 
lease terms and a higher perceived exposure 
to voids. 

3. Small lot sizes and a fragmented market which 
makes it difficult to achieve economies of 
scale. 

4. The distortion caused by owner occupiers, 
rather than investors in setting prices. The 
former is driven by reference to short term 
affordability in a market characterised by an 
inherent lack of stock.  

These issues are unlikely to be solved in the short term. 
Investors attracted by yield may be disappointed by 
initial returns. While niche models, such as student 
housing and leased housing association stock have 
produced better yields, they may be difficult to acquire.  

Investors may however consider residential as a way to 
diversify their risk exposure. Valuations are not yield 
based and may provide a defensive model in a 
downturn, with an increasing scarcity of housing as 
new development falls behind the projected growth 
rate of new households. 

Industry initiatives to kick-ǎǘŀǊǘ ΨōǳƛƭŘ ǘƻ ƭŜǘΩ ƘƻǇŜ ǘƻ 
create the foundations for a professional rented sector, 
via development of bespoke, corporately managed 
stock of sufficient scale.  

These may evolve into institutional-sized portfolios 
that follow a model familiar to US investors. 
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Source: IPD UK Monthly Index
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Year of two halves 

2009 began badly, but the sector 
looks set to end the year in much 
better shape than might have been 
expected. 

The first quarter produced the 
heaviest ever recorded plunge in 
commercial property values and the 
quoted sector scrambled to raise 
billions of pounds to shore up balance 
sheets and head off expensive 
conversations with lenders.  Some 
£5bn of new equity later, a more 
confident commercial property 
industry has switched strategy to 
capitalising upon recovery. 

A 25 month long decline leaves values 
at pragmatic levels, but the market 
might not resume its poise for a while.  

Capital values should recover as 
institutional investors drive down 
yields, but rental values are still falling 
in all sectors and regions and voids, 
currently at 12.3% (IPD) continue to 
grow. Rental values may fall further as 
the recession takes hold in particular 
regions and industries. 

Lettings may not deliver much in the 
way of short term income. In early 
September, Nomura agreed an initial 
six-year rent-free period on its new 
City of London headquarters.  

A high-quality tenant, willing to 
commit to a long-term lease (20 years 
in this instance) could clearly dictate 
terms.  

Some see this as the nadir for new 
lettings. Optimists argue that Nomura 
absorbed such a big-chunk of the new 
office pipeline that other landlords 
may ironically benefit from the deal. 

 

 

Smart Money 

Earlier this year, one of the property 
ǎŜŎǘƻǊΩǎ Ƴƻǎǘ successful and reliable 
ƛƴǾŜǎǘƻǊǎ ǊŜŦŜǊǊŜŘ ǘƻ άƻƴŎŜ ƛƴ ŀ 
ǇǊƻǇŜǊǘȅ ŎŀǊŜŜǊέ ƻǇǇƻǊǘǳƴƛǘƛŜǎ ǘƻ 
acquire assets.  

The teams behind quoted groups such 
as Helical Bar, London & Stamford and 
Max Property have consistent records 
for timing investment and sales. What 
deals have they completed so far? 

Interestingly, London & Stamford 
recently made its first residential 
purchase; 146 units at the former 
Arsenal football stadium in Highbury at 
a 27% discount to individual market 
prices. Average rents are expected to 
generate a 7% return on investment.  

¢ƘŜ ƎǊƻǳǇΩǎ ǇǊŜǾƛƻǳǎ ŘŜŀƭǎ ƛƴŎƭǳŘŜ ǘƘŜ 
acquisition of One Fleet Place in the 
City of London and a 50% stake in 
.ǊƛǘƛǎƘ [ŀƴŘΩǎ £1.2bn Meadowhall 
Centre.  

Both were high yielding assets (13.8% 
net for Fleet Place) including the benefit 
of low-cost, long-term debt that was 
part of the deal.  

 

The commercial sector 

is finding its feet. 

Rental values and 

voids may remain an 

issue as recession 

lingers 

 

Lƴ !ǳƎǳǎǘΣ bƛŎƪ [ŜǎƭŀǳΩǎ aŀȄ 
Property spent £232m on the 
acquisition of a portfolio of 86 UK 
industrial estates at a 12.7% p.a. 
initial yield, or 10.3% p.a. after 
deducting all void and running costs.  

Although Helical Bar has 
considerable cash to spend, it has 
recently been disposing of assets 
regarded as ex-growth. 

These groups have considerable 
resources to invest, but donΩt appear 
to be in any particular hurry.  This 
market still has potential to produce 
special situations for at least another 
12-18 months. 

 

 

 

 

 


