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SUMMARY
■  Consumer confidence appears to 
have stabillised.  We are now looking 
for a way out of the vicious circle of 
confidence being affected by the weak 
economy, while the economy is held 
back by weak confidence.

■  Trading remains tough for retailers 
in the UK, and this quarter date is the 
most worrying of the year for landlords.

■  Shopping centre investment 
volumes rebounded in the first quarter 
of 2012 (194% up on the same quarter 
of last year).  Investors remain more 
cautious in the high street market.

Image:  Lion Walk, Colchester.

“The shopping centre 
investment sector saw an 
extremely busy start to 2013.”                                 
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Those retailers that have been 
acquiring either through the 
administrators (convenience stores, 
A1 food and niche fashion) or through 
targeted acquisitions in market towns 
(i.e. the slow release of former Shoe 
Zones into the market through asset 
management initiatives) are starting 
to slow down whilst they digest the 
impact of their new stores on the rest 
of their portfolio.

Sports Directs’ recent acquisition of 
Republic will also see a further drip 
feeding of stores to the market, as 
landlords either accept a new flexible 
lease on turnover only terms or have 
another medium sized void in their 
portfolio. This re-basing of rental values 
to retain key retailers follows in the 
footsteps of AG Retail’s recent exercise 
on Clintons, who now trade from a 
profitable 390 stores across the UK. 
The knock on effect of these re-basing 
exercises has not yet filtered through 
to the market in terms of the evidence 
that these show on shopping centre 
and high street investments.

There are still pockets of growth with 
the A3 market flourishing and highly 
competitive for the right site where 
planning and licensing are possible. 
The A1 food market is also driving 
values in Central London on busy 
thoroughfares where premiums are 
paid for certainty of lease length on 
prime pitches.

The convenience market in London 
continues to drive key suburban 
locations and these retailers are taking 
up a limited number of the plethora of 
properties that have been released in 
recent administrations.  However, the 
frenetic pace of acquisitions across the 
board is starting to slow.

Irrespective of all of the above, the 
biggest factor effecting retailers at the 
moment is the unseasonably cold and 
wet weather we’ve endured over the 
past 4 weeks.

At the beginning of February, most 
retailers had recovered from the 
hangover of Christmas / prolonged 
January sales and were seeing 
increased like-for-like sales only to 
have a combination of their Spring 
collections colliding with the poor 
weather to bring the high street to a 
stand still as consumers flocked to 
shopping centres and regional malls. 

This quarter date is probably the 
most worrying of all the quarterly rent 
payment dates for this year for retailers 
as ongoing low sales densities rock 
confidence, spring collections conflict 
with winter weather and continued 
uncertainty over the economy both 
home and in Europe make this year 
a very hard year to call for increased 
confidence in the market and the start 
of more green shoots of recovery in 
retail!

Shopping centre 
investment
The shopping centre investment sector 
saw an extremely busy start to 2013 
with 20 investment transactions in 
Q1 alone totalling £1.43bn (194% up 
on the £488m in the same period last 
year).

The average initial yield sharpened to 
7.46 (from 9.06% in Q4 2012) 84bps 
lower than Q1 2012.

Notable deals in Q1 2013 include;
 
■  Disposal of a 25% stake in the 
Whitgift Centre Croydon for £57.5m 
reflecting 3.3% initial. This was 
followed by a second purchase of a 
further 25% of the centre in March 
2013 by both Hammerson and 
Westfield in a joint venture.

■  Grosvenor Shopping Centre 
Portfolio. Acquired by F&C REIT for 
£247m reflecting a net initial yield of 
8%. The centres include Freshney 
Place Grimsby, Eastgate Centre 
Inverness and Coopers Square Burton 
on Trent.

■  Midsummer Place Milton Keynes 
which was acquired by Intu for 5.1% 
in competitive bidding from Legal & 
General for £250.5m.

■  Lion Walk Colchester. Acquired 
by Sovereign Land/Area for £56.1m 
reflecting 7.33% initial yield.

■  Saddlers Centre Walsall acquired 
by Topland from SWIP for £12.3m 
reflecting 17.3% initial yield.

There are currently 18 shopping 
centres under offer totalling £539m 
and 29 shopping centres in the market 
accounting for £1.88bn.

The market has seen several larger 
deals take place in Q1 2013 compared 

The consumer economy  
While the bulk of the economics 
stories in the UK press seem to be 
hoping for a triple-dip recession, 
the UK consumer for once seems 
to have remained sanguine about 
worst-case scenarios.  The latest 
consumer confidence figures from GfK 
NOP showed that overall confidence 
remained stable in March, at a 
marginally less pessimistic level than 
12 months ago.

Consumer credit levels ticked upwards 
in February, though mortgage 
approvals fell, indicating a marginally 
more optimistic short-term view at 
least.  We remain of the view that a 
triple-dip is unlikely, but if it happens 
it would be damaging to consumer 
confidence and hence spending.

The medium term prospects for the 
UK economy depend heavily on a 
recovery in consumer spending, 
however spending is being held back 
by the weak recovery.  Something will 
have to budge to break this stalemate, 
and by the end of this year we expect 
rising service sector employment and 
slowing inflation should provide that 
boost.

The retail occupational 
market  
The start of 2013 has been a turbulent 
market place for retailers following 
the high profile administrations of 
Jessops, Blockbusters, HMV, Dreams 
and Republic. Combined, these 
administrations have brought over 760 
new stores to the market and usually in 
towns that have not yet recovered from 
the hammering they received last year 
through further business failures and 
retailers leaving towns at expiry.

One major impact of this glut of supply 
is that solvent retailers who are trying 
to rationalise their high street portfolios 
are only able to achieve this through 
lease expiries now, rather than through 
marketing due to the level of incentive 
required by acquiring retailers. 

Recent press announcements by 
Thomas Cook indicating that they will 
be closing 195 stores is realistically 
only going to happen through key 
trigger dates in their leases rather 
than through a rush of demand from 
retailers that can’t be satisfied through 
existing stock.
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with Q1 2012 and as a consequence 
a greater volume in capital value terms 
has been transacted.

There are in the order of 60 currently 
active buyers in the market from 
the REITS to the UK institutions, UK 
property companies, opportunity 
funds, private individuals and sovereign 
wealth funds. This is a c.30% increase 
on the same time in 2012.

There has also been a significant 
movement since the start of 2013 
with a true ‘flight to prime’. The UK 
REITS in particular have lowered 
their return criteria and we have seen 
strong bidding on prime shopping 
centres when these have become 
available. The disposals at Midsummer 
Place Milton Keynes and Guildford 
demonstrate the appetite from the 
REITS and UK Institutions together 
with the levels at which they are 
prepared to pay to secure a prime and 
rarely available asset. Prime yields 
in the order of 5% are here for the 
foreseeable future.

Looking forward we can foresee an 
inward yield shift on the strong town 
centre dominant schemes which are 
currently in the order of 7.5-8.0% initial 
yield. These assets will begin to once 
again look good value at the top end 
of the sector eg The Lanes Shopping 
Centre Carlisle acquired by F&C REIT 
for 7.8% initial and the Grosvenor 
Shopping Centre Portfolio acquired for 
8% initial.

From a debt perspective following a 
number of turbulent years there finally 
appears to be an improving debt 
market for the commercial property 
sector. Albeit with a more cautious 
approach,  some of the traditional UK 
high street banks have declared an 
appetite to lend more widely. Where 

appropriate qualification has been 
made, the government endorsed 
‘funding for lending scheme’ has 
provided cheaper charging margins/
rates than we have seen for a 
considerable time. 

In addition just in the last six months 
smaller niche banks and equity 
backed ‘debt funds’ have also entered 
the commercial lending market, 
providing higher leverage, senior 
debt and mezzanine options enabling 
overall leverage to increase by 20-25% 
in certain cases. 

For further information on active 
lenders in the debt market please 
contact David Yeadon in SPF Private 
Clients on 020 7409 9991.

High street investment
There was definitely a feeling in early 
January of a little more excitement in 
the High Street  investment market 
and certainly a hope that the worst 
was behind us. Retailer Christmas 
results seemed to be better than 
expected and like for likes in a number 
of cases were up on the previous 
year. Then came a thud. First HMV, 
although not really unexpected, and 
then Jessops and Blockbuster. These 
retailers as trading concepts had 
probably had their day but it certainly 
created a judder in the market. 
Republic was a bit more of a surprise 
but as we saw with Peacocks and Bon 
Marche fashion is still a tough area in 
which to see success.

These tenant failures started to wick 
away market enthusiasm and as we 
reach the end of the first quarter the 
outlook looks as bland and as difficult 
as it did through 2012.

A number of institutions remain neutral 
towards the High Street and whilst 
there is opportunity buying of assets 
in the £10-25m range these are still 
tending to be one off transactions for 
specific funds rather than a wholesale 
focus on high street weightings.

The interesting thing is that with 
the retail failures the take up in the 
vacant space has been pretty good 
and fairly swift driven in particular 
by the food retailers in their quest 
for dominance in the convenience 
food market. Whilst the market is still 
slow excellent prospects exist for the 
private investor to pick up some high 
quality prime assets in major towns 

TABLE 1 

Shopping centre yields

Q4 2012 Q1 2013

Super-Prime 5.00% 5.00%

Prime 5.50% 5.10%

Town Centre Dominant 7.25%+ 7.50%+

Secondary 9.00%+ 9.00%+

Tertiary 14.00%+ 16.00%+

Source: Savills

and cities. Where investors can afford 
institutional calibre stock there is an 
excellent chance to be in the running 
rather than crowded out by institutional 
money. Any yield discount benefit due 
to this lack of demand will certainly be 
made up in the short to medium term 
as the economy improves, spending 
increases but where retail polarisation 
continues.

The challenge remains the pricing of 
what historically would have been 
seen as solid and sensible high street 
assets. Lack of good stock is denying 
buyers opportunities and arguably 
ensuring that yields remain firm when 
the reality is that prime yields should 
perhaps move out.

The winter weather has been hard not 
only on retailers performance in the 
quarter but also on the resolve of the 
shopper. When spring finally arrives we 
would certainly hope that sentiment 
at all levels will improve and that the 
markets may lift. What however is 
clear is that prime, rentally rebased 
shops will come to the fore again in 
the UK’s top 200 towns and that there 
has arguably not been a time in recent 
years when the market has been so 
uncrowded.
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GRAPH 1

Shopping centre investment volume 

Source: Savills
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GRAPH 2

Shopping centre yields 

Source: Savills
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GRAPH 3

UK consumer confidence

Source: GfK 

-45

-40

-35

-30

-25

-20

-15

-10

-5

0

5

10

Ja
n-

00

O
ct

-0
0

Ju
l-0

1

Ap
r-0

2

Ja
n-

03

O
ct

-0
3

Ju
l-0

4

Ap
r-0

5

Ja
n-

06

O
ct

-0
6

Ju
l-0

7

Ap
r-0

8

Ja
n-

09

O
ct

-0
9

Ju
l-1

0

Ap
r-1

1

Ja
n-

12

O
ct

-1
2

U
K

 C
on

su
m

er
 C

on
fid

en
ce

 In
de

x

Peter Barker
Agency
0161 244 7704
pbarker@savills.com


