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SUMMARY
■  Rising fuel, food and domestic utility 
prices are all delaying the expected fall 
in inflation.  We expect inflation to fall 
below earnings growth by early 2013, 
and this will spur the beginning of a 
consumer recovery.

■  We expect Christmas 2012 to be 
a comparatively strong period for 
retailers.  However, the prevailing 
themes in the occupier market in 2013 
will be locational polarisation and lease 
expiries.

■  We believe that there are still 
interesting opportunities out there for 
investors who are looking at the retail 
sectoor.  However, forensic stock 
selection is vital.

Image:  Meadowhall.

“The prevailing themes in 2013 
will be locational polarisation 
and lease expiries.”                                 
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The consumer economy  
While the Olympics were undoubtedly 
a fabulous showcase for London and 
the UK, our downbeat forecasts for 
their impact on retail spending from 
earlier this year proved correct.  UK 
retail sales in August were only 0.2% 
up on the long term average, though 
the pre and post Olympic months 
have reportedly been better, with 
September's 0.6% rise more than 
making up for August's dip.

One interesting trend behind these 
numbers was the larger than expected 
fall in internet sales during the 
Olympics.  Internet sales have now 
fallen from their peak of over 10% of 
retail sales to around 8% in August 
2012 (Graph 3), and this could be the 
beginning of a slowing in the rapid 
growth of internet retailing that has 
been seen in recent years.  However, 
there will undoubtedly be a pick-
up in Q4 as people rush to do their 
Christmas shopping.

Elsewhere in the UK economy the 
summer has led us to downgrade our 
views for retailing.  Rising utility bills, 
oil prices and food costs will all delay 
the expected fall in inflation, and this in 
turn will delay the crucial return to real 
earnings growth in the UK.  However, 
we do still expect to see a return of 
rising real earnings in 2013, and this 
will be the spur for the beginnings of a 
selective consumer recovery.

The retail occupational 
market
The best that can be said about the 
occupational market over the last 
quarter was that it wasn't as bad as we 
expected.  While shoppers did stay at 
home during the Olympics, and fewer 
tourists came to London than normal, 
sales figures have generally been flat 
or even slightly up on 2011.
 
Many commentators were speculating 
that the September quarter day would 
be particularly painful, with rumours 
swirling that three retailers with a total 
of 1,000 retail units were likely to go 
into administration, which didn't occur.  
 
The reality was inevitably less bad, 
though our conversations with retailers 
indicate that the worst is by no means 
over.  The big challenge for retail 
landlords over the next few years will 
continue to be the fact that the majority 
of retailers have too many stores.  The 

positive news for landlords is that an 
increasing number or retailers have 
been telling us that they don't want to 
damage their brands by going down 
the CVA route, but in the medium term 
we will all have to deal with a steady 
downsizing of store portfolios, through 
lease expiries and break notices.
 
Bizarrely, quality retailers with strong 
brand allegiances who are expanding 
or at least looking to do so, are facing 
a shortage of suitable units in markets 
where they want to be located.  This 
polarisation of demand and supply 
between the strong and weak towns 
is another major theme for UK retailing 
over the next five years.  We do expect 
to a steady release of units onto the 
market as leases expire and over-
renting is corrected, but in many cases 
the new vacancies will be in the wrong 
locations.
 
Small units in strong towns continue 
to be hotly contested, with locations 
such as South Street, Dorchester 
receiving multiple bids.  The most 
expansionist retailers continue to be 
in the luxury, value, youth and food 
segments.  However in some of these 
segments we are beginning to notice a 
slackening in the pace of demand.  
 
The food segment remains active with 
M Local and Waitrose continuing to 
expand.  Sainsburys and Tesco are still 
acquiring in-town units, though not at 
the pace that we have seen in recent 
years.
 
Youth-orientated retailers, both at 
the luxury and value ends of the 
spectrum, have also  been steady 
net-acquirers of space over the last 
five years.  However, with rising youth 
unemployment and university fees we 
believe that the growth of this sector 
may be starting to slow.
 
All eyes are now on Christmas, with the 
final push to get stores trading in time 
for the hoped for rush.  We believe that 
this could be a stronger than expected 
Christmas, and a number of retailers 
are saying the same thing quietly.  This 
year we are seeing more demand for 
Christmas pop-ups than we have ever 
seen before, and while this is only a 
short term fix, it will help fill some gaps 
in shopping centres and high streets in 
this crucial trading period.
 
2013 will be another tough year for 

UK retailers and landlords, with the 
big themes for the year being location 
polarisation and lease expiries, but 
generally we expect there to be 
reasons for optimism for shoppers, 
retailers and landlords.

Shopping centre 
investment
Q3 2012 finally saw a pick up in the 
number and volume of shopping 
centres traded. 11 centres were 
transacted accounting for £634m 
bringing the total traded for the year to 
£1.5bn. 

The average capital value of assets 
traded also increased, to £57.68m (up 
from £46.9m in Q2 and £38.46m in 
Q1). The quality of the assets traded 
in Q3 is reflected in the average yield 
statistics down from 8.7% in Q2 
to 6.1% (skewed by Hammerson's 
acquisition of Royal London’s Whitgift 
Croydon stake). 

Notable transactions in Q3 included:

■  Acquisition of Festival Place, 
Basingstoke for £280m, reflecting 
6.3% initial yield, by TIAA-CREF.

■  Acquisition of Victoria Quarter, 
Leeds for £136m reflecting 5.25% 
initial yield, by Hammerson.

■  Acquisition of Royal London’s 25% 
stake in the Whitgift Centre, Croydon 
for £65m, reflecting circa 3.3% net 
initial yield, by Hammerson.

■  Acquisition of a 50% stake in Eden 
Walk, Kingston for £41.5m, reflecting a 
5.35% initial yield, by British Land.

At the time of writing:

■  17 Shopping Centres are currently 
under offer accounting for £585.93m 
(excluding Meadowhall).

■  23 Shopping Centres are in the 
market accounting for £1.12bn.

Q3 has demonstrated that there is 
a good depth of demand from a 
handful of key parties seeking to gain 
representation in the sector. This is 
typically at the mispriced prime / town 
centre dominant end of the market. 

A key test for this sub-sector of the 
market will be the disposal of the 
three shopping centres by Grosvenor 
to include Coopers Square in 
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Burton, Freshney Place in Grimsby 
and Eastgate Centre in Inverness. 
Grosvenor is seeking circa £260m for 
all three which reflects a net initial yield 
of 7.8%.

Outside of super prime, prime and 
town centre dominant assets investor 
demand remains thin. Whilst the 
market believes there is institutional 
demand for the sector in the £40-80m 
bracket, we are yet to be convinced at 
the present time.

Good demand for assets is also being 
seen at the “town centre dominant” 
end of the sector. This has been 
demonstrated by both the Lanes 
Carlisle and Lion Walk Colchester 
being placed under offer in short order. 

A further key benchmark for the market 
will be the disposal of Multi’s 50% 
stake in Southgate Bath for 5% initial 
yield reflecting c.£120m.

At the secondary end, the market will 
be tested by the disposal of Airedale 
Keighley which has come to the market 
seeking £26.65m, representing a 9% 
initial yield. We expect good demand 
for this asset given its geographical 
location, strong tenant line up and 
rebased rental position.

The banking market remains tough 
with few / if any lenders under £20m - 
this presents opportunity for the “cash 
purchasers” whilst for good town 
centre dominant schemes lending 
remains at circa 50% with margins of 
300 bps+.

We do not believe the final quarter 
will see a surge in activity, but we 
are seeing better quality assets drip 
fed to the market albeit in many of 
the examples cited these have been 
“special purchaser” situations.

High street investment

The High Street investment market 
can best be described as ‘higgledy 
piggledy!’   For an investment agent, 
determining shop values is as hard 
as it has ever been. However for the 
first time for a little while there seem 
to be one or two signals to suggest 
that we may have reached a degree of 
occupational stability in the UK’s better 
towns and cities. 

Stability is being driven by those 
retailers, who are set for survival, 
taking the opportunity of repositioning 
themselves for the future. 
Occupational polarisation will lead to 
investor polarisation. Retailers are now 
far more selective about where they 
will take space both in terms of the 
town and the location and the type 
of store. More and more retailers are 
redefining how they trade by adjusting 
to how their customers will shop in 
the future. The 500-600 store portfolio 
seems to be a thing of the past and 
as such it is the UK’s top 100-200 
towns that will inevitably fall under the 
spotlight.

We are strong believers that most 
towns will not reach their ‘rental floor’ 
until we have seen the last tranche 
of 1989/90 granted 25 year leases 
fully run their course. In short by 2015 
most towns will have seen their prime 
retailing thoroughfares go through a 
full occupational cycle. This should 
provide investors with a long awaited 
rental platform from which to see 
rental growth as the UK emerges out 
of recession. 

We are already seeing examples of 
this. Savills recently sold a prime shop 
in Canterbury let to Cheltenham and 
Gloucester on a 10 year lease with 
9 years unexpired. The rent was re-
based off £120 Zone A (Canterbury’s 
prime rents hit approximately £210 per 
sq ft Zone A at the top of the market) 
with us quoting 6%. At a lot size of just 
over £1m interest was strong with a 
raft of private investors keen to secure 
the asset with a genuine expectation 
of rental growth by the next rent 
review. The city suffered following the 
opening of the Whitefriars shopping 
centre in 2005 and rents collapsed on 
the prime pedestrianised thoroughfare 
of St Georges Street / High Street. 
Take up of these prime shops where 
retailers such as Next and Boots 
relocated to the scheme took some 

TABLE 1 

Shopping centre yields

Q2 2012 Q3 2012

Super-Prime 5.00% 5.00%

Prime 5.50% 5.50%

Town Centre Dominant 6.75% 7.00%+

Secondary 9.00% 9.00%+

Tertiary 14.00%+ 14.00%+

Source: Savills

time and rents inevitably fell back. The 
shops have now been reoccupied and 
with little prime space now available 
rents are starting to peg upwards. 
We achieved 5.25% after competitive 
bidding.

The institutional market remains 
shallow. Funds are ‘picky’, buying 
selectively rather than wholesale with 
rack rented recalibrated rents carrying 
favour.

For this reason we are of the view that 
private investors have an excellent 
chance of picking up institutional grade 
assets whilst institutional demand 
remains fragile. The funds are being 
controlled more by their valuers than 
they ever have been, nervous that 
current pricing could bring with it 
complete portfolio overestimation. 
Caution is preventing some clear 
opportunity buys leaving the private 
investor space to secure some top 
calibre product. 

The market is driven by occupational 
supply and demand characteristics 
and in many towns and cities take up 
of the last vacant shop does not reflect 
where the rental picture should then 
lie. Cambridge is such an example 
where in the last 18 months there 
have been voids both in Petty Cury 
and Sidney Street. These shops have 
now been let at rents that related to 
the level a landlord had to 'stoop to' 
to secure lettings. With hardly any 
space available now demand once 
again outstrips supply.  Rents should 
therefore grow. 

Once rents across the UK have 
re-based there will be opportunities 
to buy some prime rack-rented 
investments but the skill is to spot the 
towns and cities where occupational 
stability has returned, prime vacant 
units have been filled and the 
prospects for future rental growth look 
good.  No-one can be too ‘gung ho’ 
yet, and selection certainly carries risk. 
This coupled with a continued lack of 
debt being available means that only 
equity rich investors can seize on what 
the current market is offering.

We predict that 2013 will continue to 
see a metamorphis in the way retailers 
evolve their trading formats but what 
seems certain is that the British 
shopper will continue to wish to visit 
the good high streets and as such the 
investor need should follow their lead.
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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

Internet sales as a proportion of total

Source: ONS, Savills
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