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Capital value growth is still falling outside London
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Prime yields in all 
sectors were stable in 
March
■ It is becoming increasingly difficult to 
find anything interesting to say about 
prime yields, as they have now been 
broadly stable across all sectors for 
most of the last 12 months.

■ Investor demand for prime remains 
robust and heavily driven by the desire 
for income security and/or a safe-
haven.  However, with all the leading 
macro-economic indicators now 
pointing to a recovery this year, we do 
believe that this all-consuming focus 
on safety should start to diminish.

Secondary assets 
looking cheap?
■ With the majority of active investors 
focusing solely on prime, and viewing 
everything else as tertiary, has the 
traditional multi-tier stratification of the 
market been forgotten?

■ Assets that would have been viewed 
as secondary prior to this boom and 
bust are increasingly changing hands 
for yields that historically would have 
been the preserve of tertiary assets.

■ If we revisit our analysis of the 
average spread between prime and 
secondary yields it shows that at 
365bps the gap is now wider than it 
was in 1994 when the UK property 
markets were facing much worse 
supply/demand imbalances than they 
are now.

■ Clearly secondary property is not a 
ubiquitous buy at present.  As the chart 
below shows, capital values are still 
falling on all IPD subsectors outside 
London.  But the same is not true for 
rental values, with signs of rising rents 
beginning to emerge outside London 
across office, retail and industrial 
sectors.
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TABLE 1

Prime equivalent yields

Address March 11 Feb 12 March 12

West End Offices 3.75% 3.75% 3.75%

City Offices 5.25% 5.25% 5.25%

Offices M25 6.50% 6.25% 6.25%

Provincial Offices 6.00% 6.00% 6.00%

High Street Retail 4.75% 4.75% 4.75%

Shopping Centres 5.75% 5.50% 5.50%

Retail Warehouse 
(open A1)

5.00% 5.25% 5.25%

Retail Warehouse 
(restricted)

6.00% 5.75% 5.75%

Foodstores 4.25% 4.50% 4.50%

Industrial  
Distribution

6.25% 6.25% 6.25%

Industrial  
Multi-lets

6.25% 6.00% 6.00%

Leisure Parks 6.50% 6.25% 6.25%

Regional Hotels 6.75% 6.75% 6.75%

Source: Savills

Source: Investment Property Databank
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Recovery will be 
staggered
■ Savills have recently worked 
with Legal & General and Oxford 
Economics to examine the recovery 
prospects of every single one of the 
406 local authority districts (LAD) in 
the UK.

■ Some of the results were very 
predictable, with 19 out the 20 best 
recovery prospects being in London 
or the South East.  However, as the 
graphic on this page shows, the 
recovery will not just be South-East 
focused.

■ Clearly some areas are more 
exposed to public sector cuts than 
others, but some of the most exposed 
LADs to public sector austerity are in 
the South.

■ It is the big regional cities that 
come out as well-placed to recover 
strongly, in many cases well-ahead 
of the regions that they sit in.  Strong 
local private sectors and high rates 
of business formation will be just 
as important to economic and 
property market recoveries, as a 
limited dependance on public sector 
employment.

■ Investors who are seeking to 
capitalise on the under-pricing of 
secondary assets and locations will 
need a detailed understanding of 
local economic and property market 
fundamentals as the spread of 

performance over the next five years 
will be wider than ever

Rental growth will 
depend on undersupply 
not a boom in demand
■ With speculation about a UK double-
dip in Q1 2012 back again (a view we 
still dont agree with), it would seem 
illogical to be expecting any return to 
rental growth in the UK's commercial 
property markets.

■ However, little has changed on the 
demand and supply-side story over the 
last two years.  Indeed, it has arguably 
got more difficult to raise speculative 
development finance (particularly for 
projects outside London).

■ This leaves the majority of the big 
regional cities with no speculative 
office or retail schemes likely to be 
delivered over the next five years.  
Against that background we will not 
need much more than a return to 
normal levels of take-up to stimulate 
falling Grade A vacancy rates, and 
rising Grade A rents.

■ With the national office vacancy 
rate now below 10%, and less new 
retail space due to be delivered over 
the next three years than is normally 
delivered in one year, rental growth will 
return.  These recoveries will be very 
localised, and staggered in line with 
local economic trends.  However, we 
believe that 2012 will be the year that 
rental growth begins to return outside 
London. ■
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