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Could average capital  values be about to rise?
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Still the time for prime?
■ Despite this publication's best 
efforts over the last two years to extoll 
the joys of secondary assets, the 
most comon word on purchaser's lips 
remains "prime".

■ Our investment agency teams 
across all sectors of the market 
reported an increased demand for 
prime investments last month, against 
a continuing lack of willing vendors of 
such assets.

■ This is being reflected in pricing, with 
both prime M25 and prime regional 
city office yields being revised down a 
quarter of a point this month.

■ Certainly there is increasing noise 
about Grade B, core plus and value 
add, but this is yet to translate to a 
marked pick up in deal activity or 
pricing. 

IPD capital value growth 
stops falling - is this the 
the beginning of the real 
recovery?
■ While we are always wary of calling 
a turning point based on one month's 
data, the fact that the IPD all property 
monthly capital value index for April 
was not negative is an important 
moment.

■ As Graph 1 shows, the last time 
that this happened there was by no 
means an immediate recovery, but 
we do believe that it is important for 
confidence amongst the IPD tracking 
REITs and institutions.

■ If this is really an inflexion point, and 
growth remains out of negative territory 
for the next six months, then we would 
expect to see a rise in institutional 
buying of "average" assets in 2014, 
and the beginnings of a turn away from 
the total domination of prime.

Graph source: xxxxxxxxxxxxxxxxxxx

TABLE 1

Prime equivalent yields

May 12 Apr 13 May 13

West End Offices 3.75% 3.50% 3.50%

City Offices 5.25% 4.75% 4.75%

Offices M25 6.25% 6.25% 6.00%

Provincial Offices 6.00% 6.25% 6.00%

High Street Retail 4.75% 4.75% 4.75%

Shopping Centres 5.50% 5.00% 5.00%

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% 6.00% 6.00%

Industrial  
Multi-lets

6.00% 6.00% 6.00%

Leisure Parks 6.50% 6.25% 6.25%

Regional Hotels 7.00% 7.00% 7.00% 

Table source: Savills

Graph source: IPD, Savills
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TABLE 2

The strongest regional economies

Development activity 
continues to rise (albeit 
with a heavy London 
bias)
■ The recently released data from 
the HSE on tower cranes shows that 
construction activity has picked up 
over the last four years.  However, 
more than 3,000 of the 5,500 cranes 
that have been erected across the UK 
in that period have been in London.

■ Our own monthly survey of the 
activity and intentions of over 200 
commercial property developers has 
been showing rising activity for some 
time.  Indeed, May 2013's survey 
showed that development activity had 
risen for the eight consecutive months.

■ While our survey does not measure 
the actual volume of development 
activity, it does allow us to compare 
the rate of growth of activity in certain 
areas.  In common with the HSE data 
development in London has been 
growing at a more rubust rate than 
elsewhere (Graph 2).  However, as the 
chart shows, the regional markets have 
been experiencing a sustained month-
on-month growth in development 
activity since July 2012.

■ While this regional development 
is less likely to be speculative than 
in London, the mere fact that it is 
underway is a vote of confidence in the 
prospects for the commercial markets 
outside London.

The economic recovery 
has not all been about 
London and the South
■ Oxford Economics published an 
interesting new analysis this month, 
looking at a composite regional 
economic health indicator for the UK 
regions (Table 2).

■ This indicator, based on a blend 
of unemployment, house prices, 
and employment data, shows the 
unsurprising fact that London has been 
the strongest region over the last year.  
However, its it is the rest of the ranking 
that throws up some surprises, with 
the North West coming second (ahead 
of the southern regions), and the West 
Midlands coming equal fourth with the 
South East.

■ Clearly its not all grim up north, and 
this analysis supports our continuing 
stance that the best investment 
opportunties at the moment might 
well be outside London and the 
South.  These opportunities will start 
to diminish as an acceptance of the 
arrival of the recovery becomes more 
prevalent outside London.  However, 
for the next 12 months pricing will 
often reflect an overly pessimistic 
view of regional recovery prospects, 
and therein lies the opportunity for the 
canny investor.   ■
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GRAPH 2

Development activity has been 
growing for nine months outside the 
SE

Graph source: Savills, Markit Economics
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London SE Rest of UK

Rank Region

1 London

2 North West

3 South West

4= South East

4= West Midlands

6 Scotland

7 Yorkshire & Humber

8 North East

9 East Midlands

10 Wales

11 East

12 Northern Ireland


