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Investor optimism 
improving
■ Following December's stall in yields, 
January saw a return in activity with 
Prime City offi ces reporting a 50 
basis point downward shift to 4.75%.  
This is the only sector to report any 
movement for the month.

■ Our last note highlighted that some 
risk aversion was starting to creep in 
with upward pressure being placed 
on high street retail and regional offi ce 
yields.  This has now disappeared 
pointing to renewed confi dence in the 
sustainability of current pricing levels.   

■ Optimism across the wider 
European property market is also 
starting to become evident.  PwC and 
ULI's recent Emerging Trends survey 
found that sentiment among industry 
leaders is more positive than at any 
time since 2008, despite the uncertain 
macroeconomic outlook. 

■ However, the lack of prime product 
available, at attractive pricing, is 
leading some investors to look for 

value beyond the key 'prime' locations 
and as a result they are increasingly 
looking to regional markets.
 
■ UK funds are already looking for 
opportunities in the regions in order 
to realise greater returns.  Overseas 
investors are also becoming 
increasingly acquisitive with investment 
volumes up 21% last year despite 
gently declining total volumes in the 
regions since 2010 (Graph 1).  The 
recent 49% stake taken in the £142m 
sale and leaseback deal of Co-op's HQ 
in Manchester by the Chinese Ginkgo 
Tree Investments, the largest regional 
offi ce deal since 2010, highlights the 
increasing willingness of overseas 
investors to look beyond Central 
London.  Yet, the weight of this money 
is targeted at prime, well-let assets in 
key regional cities.

■ This quarter's GDP will play a 
key role in determining whether this 
optimism holds.  If it does, we may 
see an increasing number of investors 
move up the risk curve looking for 
enhanced returns.

Graph source: xxxxxxxxxxxxxxxxxxx

TABLE 1

Prime equivalent yields

Jan 12 Dec 12 Jan 13

West End Offi ces 3.75% 3.50% 3.50%

City Offi ces 5.25% 5.25% 4.75%

Offi ces M25 6.25% 6.25% 6.25%

Provincial Offi ces 6.00% 6.25% 6.25%

High Street Retail 4.75% 4.75% 4.75%

Shopping Centres 5.50% 5.25% 5.25%

Retail Warehouse 

(open A1)
5.25% 5.25% 5.25%

Retail Warehouse

(restricted)
5.75% 6.00% 6.00%

Foodstores 4.50% 4.50% 4.50%

Industrial 

Distribution
6.25% 6.25% 6.25%

Industrial 

Multi-lets
6.00% 6.00% 6.00%

Leisure Parks 6.25% 6.25% 6.25%

Regional Hotels 7.00% 7.00% 7.00%

Table source: Savills

Graph source: Property Data
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Commercial development activity 

3-month outlook

Developer confi dence at 
a 34-month high
■ The renewed confi dence in the 
investment market is also making an 
appearance in development activity.  

■ Savills commercial development 
activity 3-month outlook was up in 
January with a net balance of +9.2%, 
the strongest registered since April 
2010, pointing to improved levels of 
optimism amongst UK commercial 
developers.

■ In particular, it is improved 
confi dence in the industrial/warehouse 
and retail sectors, which is driving this.  
The 3-month outlook for industrial/
warehouse development was up 
+15.6% following a very strong 
+19.8% in December, its highest level 
since April 2010 and bringing it in line 
with the confi dence levels seen at 
the peak of the market in early 2007.  
Confi dence in retail development was 
up to +9.2% an improvement on the 
+4.4% seen the previous month.

■ Improving news fl ow surrounding 
the UK economy has no doubt helped 
to buoy developer optimism as has 
a pick up in current activity levels.  
However, it has been stronger tenant 
demand seen in a number of markets, 
combined with a non-existent pipeline, 
that is underpinning confi dence in 
starting new projects.

Corporate hiring 
intentions on the up 
■ What has been integral to improving 
investor and developer optimism has 
been the confi dence of corporates, 

or rather tenant demand.  In London 
this has already been seen in 
some sectors.  For example, fi erce 
competition for sites on London's 
key shopping streets by international 
retailers saw record retail rents 
achieved last year.  There are also a 
number of large London based offi ce 
requirements out in the market such as 
Amazon's long-term requirement for 
750,000 sq ft and Omnicom's 300,000 
sq ft.  However, there are signs that 
this improving occupier sentiment may 
be trickling out to the regions if hiring 
intentions are anything to go by.

■ BDO's monthly employment index 
measuring hiring intentions over the 
next two quarters rose in January to 
95.1 (95+ represents positive growth), 
the fi rst time it stood above 95 since 
early 2012.  

■ These hiring intentions are already 
apparent in some parts of the country.  
A recent study by the FT found that 
private sector employment has risen 
signifi cantly since last summer in the 
North East, Yorkshire & the Humber 
and the West Midlands with the stand 
out cities being York and Leeds.  

■ It is believed that the pay freeze/
squeeze has actually encouraged 
employers to hire, albeit much of this 
has fallen into part-time, temporary 
and self-employed categories, 
partly explaining why output has 
not increased over the same period.  
This, however, remains encouraging 
and could prove benefi cial in terms 
of driving occupier demand going 
forward. ■
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Corporate hiring intentions improving
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