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Welcome to the Spring 2010 Editioƴ ƻŦ .[a9Ωǎ UK 

property bulletin. Two months into 2010 the commercial 

property market recovery moves on. If 2009 was largely an 

investor driven revival, there are emerging signs of a pick-

up in occupier demand in central London. The results 

season has seen some better than expected falls in voids, 

although this may reflect an accommodating attitude on 

the part of landlords as they seek to avoid paying empty 

building rates.  

As expected, the banks are building teams to work through 

underperforming property loan portfolios. Apparently they 

ƘŀǾŜ ƭƻǎǘ ǇŀǘƛŜƴŎŜ ǿƛǘƘ ǘƘŜ άŜȄǘŜƴŘ ŀƴŘ ǇǊŜǘŜƴŘέ ǎǘǊŀǘŜƎȅ. 

Their assets may still require a decade long workout.  

One unidentified institution, referred to anecdotally at 

IŀƳƳŜǊǎƻƴΩǎ ǊŜǎǳƭǘǎ ƳŜŜǘƛƴƎ apparently plans to increase 

the size of its recovery team from just ten staff currently to 

over a thousand. 

That may be an urban myth, but Lloyds Banking Group has 

created a vehicle to restructure its £90bn property loan 

book. It will focus on assets where it sees potential for 

future uplifts in value, but which are not saleable at an 

acceptable value in the current market. Positively for 

market stability, this is intended to reduce pressure for 

forced sales. RBS has set up a similar vehicle. 

Although better borrowers have secured new facilities, the 

overall shortage of debt is expected to affect secondary 

property in particular. Aǎ [ƻƴŘƻƴΩǎ ŎƻƳƳŜǊŎƛŀƭ ŀƴŘ 

residential property markets heat up, there may still be 

better value elsewhere.  

As risk-averse investors chased up prices of prime 

properties last year, quality secondary assets and regional 

UK locations were largely overlooked. Reports of 25-30 

bidders for a prime London property are not uncommon; a 

provincial commercial property may attract just one. 

Those willing to take a more hands on approach to asset 

management might consider higher yields available outside 

of central London. The key to identifying value may lie in an 

ability to differentiate between unfashionable/undervalued 

ŀƴŘ ǎŜŎƻƴŘŀǊȅκƘƛƎƘ ǊƛǎƪΦ ¢ƘŜ ƭŀǘǘŜǊΩǎ ƘƛƎƘ ƛƴƛǘƛŀƭ ȅƛelds may 

prove illusory and capital values in long term decline.  

Residential values ς regional differences increasing 

CǊƻƳ ŀ ǊŜǎƛŘŜƴǘƛŀƭ ƛƴǾŜǎǘƻǊΩǎ ǇŜǊǎǇŜŎǘƛǾŜΣ WƻƴŜǎ [ŀƴƎ [ŀ{ŀƭƭŜ 

figures illustrate a similar regional divergence of house price 

growth. The last three months of 2009 was the best quarter 

for prime central London residential since mid-2007. Prices 

rose by 4%, with sustained international, plus UK buyers on 

the back of a brighter outlook for the City and its jobs 

market. This leaves prime central London up by around 10% 

since their Q109 low point, 13.2% for Greater London and 

6.7% in the midlands & northern England. 

CŜōǊǳŀǊȅΩǎ ŦƛƎǳǊŜǎ ǇǊƻǾƛŘŜ ŀ ƴƻǘŜ ƻŦ ŎŀǳǘƛƻƴΦ bŀǘƛƻƴǿƛŘŜ 

reported a 1% fall in average UK house prices for the month 

and January saw the lowest level of mortgage approvals for 

19 years. This may reflect the reintroduction at the end of 

2009 of Stamp Duty on house purchases up to £175,000, 

plus the coldest UK winter for over 30 years. Arguably, the 

prior ten months of price rises was perhaps more surprising, 

considering the economic backdrop.  

 

 



 

нллф ǊŜǎǳƭǘǎ ŦǊƻƳ ǘƘŜ ¦YΩǎ ƭŜŀŘƛƴƎ ǇǊƻǇŜǊǘȅ ŎƻƳǇŀƴƛŜǎ ǊŜǾŜŀƭ ŘƛŦŦŜǊŜƴǘ ǎǘǊŀǘŜƎƛŜǎ ǘo capitalise upon market recovery. 

Inevitably, the strongest rebounds in valuations have been in the south east, where investor interest in higher quality 

investments has driven up prices. 

 

Retail warehouses and West End offices have particularly benefits and in some views, are now too expensive. Investors seeking 

better value elsewhere may regard provincial property as more exposed to declines in rent and capital values. Secondary assets 

in particular are expected to suffer over the next few years as access to bank debt remains tight. 

However, experienced provincial investors continue to acquire industrial and business space. They can rely on a strong 

understanding of local market dynamics and equally important, are ready to actively manage assets and tenant relationships. 

The importance of local knowledge is reflected in a recent Colliers CRE report on .ƛǊƳƛƴƎƘŀƳΣ ǘƘŜ ¦YΩǎ ǎŜŎƻƴŘ ƭŀǊƎŜǎǘ Ŏƛǘȅ. The 

city is experiencing sluggish demand for office space, has seen a 10% fall in prime rents and substantial rise in availability of 

Grade A space. Yet submarkets, such as Brindleyplace, a mixed business and leisure development in the heart of the city centre, 

saw transaction levels double year-on-year in the first half of 2009.  

Outside of prime provincial markets, the challenge is to identify genuine value. Investors with experience of provincial locations, 

such as the Midlands seek unfashionable, rather than secondary locations. One example is A&J Mucklow, a highly experienced 

Midlands industrial and business park investor. Its view is that while the provincial occupier market remains difficult, an investor 

needs to distinguish between three market segments.  

The first is top quality, well located, modern, flexible space. These properties will require minimal capital expenditure over the 

next 20 years, are prominently located, should be relatively easy to relet as they are not bespoke. The second category covers 

older property in good locations. Relative to top quality property, it may have inferior utilities, parking, site density and ceiling 

heights. The third (which it believes covers the majority of UK industrial) is back street, historic industrial locations, probably in 

long term, irreversible decline. 

It sees attractions in the second category. Whereas current valuation yields on prime, well-let and modern industrial properties 

are 7.75-8.0%, on better quality secondary property - particularly on shorter leases ς that rises to 10-12%. That reflects a lack of 

transactional evidence, plus a discount for concerns that it may be difficult to replace tenants if necessary, or suffer a 20-30% fall 

in rents in a tough letting market. 

Yet Mucklow has examples of properties which it believes it can readily relet, or where established tenants are near certain to 

renew their leases, which it expects to experience value uplifts of between 30-60% as soon as it has removed the risk of 

extended voids. 

Lǘ ǎǘǊŜǎǎŜǎ ǘƘŜ ƴŜŜŘ ǘƻ ǘŀƪŜ ŀ ΨƘŀƴŘǎ ƻƴΩ ŀǇǇǊƻŀŎƘ ǘƻ ƳŀƴŀƎŜƳŜƴǘ ƻŦ ŀǎǎŜǘǎ ŀƴŘ ǘŜƴŀƴǘ ǊŜƭŀǘƛƻƴǎƘƛǇǎΦ wŜŎŜƴǘ ǇǳǊŎƘŀǎŜǎ ƻŦ 

provincial business space by institutional investors, such as pension funds, betray a reliance on local advisors that it believes may 

result in poor returns over the medium term. 

 

Yields are hardening for better 

quality provincial property, but 

pricing distortions are resulting from 

a lack of transactional evidence and 

a shortage of debt 
 

A focus upon unfashionable, not secondary 

locations may be one key to interesting 

returns 

 

Provincial  Outlook 

 

We would be interested to receive any reader feedback and invite comments to propertyviewpoint@blme.com or via 

our website www.blme.com  
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¢ƘŜ ƭŀǳƴŎƘ ƛƴ hŎǘƻōŜǊ нллф ƻŦ Lt5Ωǎ IŜŀƭǘƘŎŀǊŜ LƴŘŜȄ 

recognised the growing maturity of an outperforming 

UK commercial property niche, whose characteristics 

should to appeal to any traditional, long term 

property investor.  

In the last month quoted primary care investors such as 

Primary Health Properties and MedicX Fund have 

acquired properties at initial 6.25-6.5% p.a. yields, let 

to quasi UK government (NHS) tenants on long term, 20 

year plus leases. In the last two years rents have risen 

by 3-4% p.a. on review, with an increase of around 

2% p.a. expected this year in line with a less inflationary 

environment.  

The recent decision by Assura to sell a majority share in 

its operating assets to Virgin, in order to focus on its 

property portfolio, was a further endorsement for the 

potential of the asset class. 

Lt5Ωǎ ƴŜǿ ƛƴŘŜȄ ŎƻǾŜǊǎ ǇǊƛƳŀǊȅ ŀƴŘ ǎŜŎƻƴŘŀǊȅ 

healthcare properties. The former was the ƛƴŘŜȄΩǎ 

largest component at inception, with around 45% of 

total assets.  

It comprises Primary Care Trust properties and GP 

surgeries, let mainly to NHS backed entities. Secondary 

care covers nursing homes, care homes, specialist 

treatment centres, hospitals, physical and learning 

disability homes, and ambulance stations.  

The former category represents a discrete, institutional 

quality asset class. Strong revenue visibility is secured 

by long term leases and UK government backed 

tenants.  

Other parts of facilities are let to private sector 

occupiers. Typically up to 10% of lettable space, may be 

occupied by entities such as pharmacies co-located 

within the facility. These are also strong covenants, as 

they benefit from steady positive cashflows from a near 

captive customer base i.e. prescriptions issued by 

doctors within the building, a high proportion of which 

are free for the patient. 

 

 

This property class was, at least operationally, broadly 

unaffected by one of the worst periods on record for 

UK commercial property.  

Lt5Ωǎ figures reveal that healthcare assets overall 

outperformed the wider UK commercial property 

market during 2007-08. Despite the turmoil elsewhere, 

these assets produced growth in rental values and 

maintained near zero voids. 

There is no excess supply, due to planning controls and 

growing demand for modern, efficient premises that 

shift NHS patient services away from hospitals and 

older GP practices, to modern integrated primary care.  

Despite real concerns that the NHS budget will come 

under pressure over the next few years, modern 

primary care facilities represent one of the most 

persuasive ways to make efficient use of finite 

resources.   

On balance, the outlook remains positive. The NHS 

budget is currently around £110bn p.a., some 8.7% of 

UK GDP, with another 10% spent on private healthcare. 

¢ƘŜ ¦YΩǎ ŜƭŘŜǊƭȅ ǇƻǇǳƭŀǘƛƻƴ ƛǎ ŜȄǇŜŎǘŜŘ ǘƻ ƎǊƻǿ ōȅ мм҈ 

over the next three years and by 2020 20% of the 

population is projected to be over 65 years old. Primary 

care assets fulfil a need identified by the UK 

government for high quality, modern primary care 

necessary to meet the healthcare needs of an ageing 

and growing population. 

 

 

 

Healthcare Property 

 
A sample of healthcare properties 

produced a 13-year average return 

(1995-2008) of 12.8% p.a.  

Lt5Ωǎ ¦Y !ƭƭ tǊƻǇŜǊǘȅ ƛƴŘŜȄ 

returned 8.7% p.a. for the          

same period 



 

It is perhaps inevitable that grand building schemes get 

commissioned during the high confidence at the end of 

a cycle. It seems equally certain that they must then 

approach completion in a far less receptive market. 

Yet while three skyscrapers under construction in the City 

of London will set new standards for tall UK buildings, 

they may ironically, and conveniently, reach completion 

as the market experiences a shortage of Grade A space. 

There are 13 buildings under construction in central 

London with completed heights above 100 metres. Three 

however really stand out.  

The largest by far is the 310-metre Shard located in 

London Bridge, due for completion in 2012.This building 

will include 54,500 sqm of offices, 13 floors of 

apartments and a 17 floor Shangri La hotel. 

The next biggest, is the 288-metre Pinnacle located in 

Bishopsgate, in the heart of the City. This 80,400 sqm 

office tower is due for completion in 2011.   

 

 

The last of the super-tall trio, which is also due to hit the 

market in 2011 is the Heron Tower. Again located in 

Bishopsgate and a mere 246-metres high, it will include 

40,800 sqm of offices. All projects were delayed by planning 

and funding issues but each is now well underway.  

A year ago it seemed quite likely that the malaise in financial 

services might have a long lasting effect on the Central 

London office market and the City in particular. In the event, 

the City of London market surprised on the upside in the 

second half of 2009, with two very strong quarters of take-

up.  

!ŎŎƻǊŘƛƴƎ ǘƻ {ŀǾƛƭƭǎΩ /ŜƴǘǊŀƭ [ƻƴŘƻƴ ƻŦŦƛŎŜ ǊŜǾƛŜǿΣ ǘƘŜ 

monthly average take-up level more than doubled in the 

second half from 225,000 sq ft per month in H109, to 

532,000 sq ft in H209. Total take up for the year was 4.5m 

sq ft, marginally above the long term average for the City 

market. 

That still left a hefty City vacancy rate at the end of 2009. 

Savills puts the figure at 14.2%, down from its peak of 15.3% 

but still considerable. Yet although there some 11.5m sq ft 

of office space being marketed in the City, a number of 

businesses show some urgency to secure space. The 

explanation is the rapidly diminishing development pipeline. 

Between 2010 and 2013 there is on average, under 1m sq ft 

p.a. of speculative development completions due to hit the 

City office market. Compare this with a 3m sq ft p.a. long 

term average level of completions or 4.25m sq ft p.a. 

average take up and it is easy to conclude that shortages of 

Grade A City office space may emerge fairly quickly. 

 

 

 

Shortages of Grade A office 

space could pave the way for 

ǘƘŜ /ƛǘȅΩǎ ƴŜǿ ǎƪȅǎŎǊŀǇŜǊǎ 

 


