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The Year of the Black Swan

2016 has been an almost unbelievable year. The speed with which breaking 
news was overtaken by more breaking news was quite extraordinary, and 
looks set to continue in to 2017.

For commercial property, the implications of the vote to leave the EU 
are likely to put pressure on Central London offices from an occupancy 
perspective in 2017, and rental growth and capital growth expectations 
have consequently been downgraded for these markets, particularly in the 
City. Most agents tell us that there has been little downward pressure on 
current pricing in spite of this, which reflects the attraction of London as a 
place where investors - overseas in particular - will want to continue to put 
their money.

Outside of London offices, sectors that are seeing structural change and 
where the fundamentals of supply and demand are most stretched, such 
as logistics, are likely to see good rental and capital value growth going 
forward.

For all markets, properties with lease lengths of over 15 years will continue 
to prove attractive given the relatively high yields that commercial property 
offers.

For us, we have made net acquisitions of £85 million this year, and we would 
like to thank all of our investors, partners, and suppliers for helping us to 
make this happen.

Next year, we continue to look for interesting opportunities, and we are 
looking forward to working with you all further.

Happy holidays.

Dominic Wright, Group Chief Executive
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Global Macro

Most major equity markets posted healthy gains in November. Rising 
by 5%, the Nikkei 225 led the way. Meanwhile, the Shanghai Composite 
recorded gains of 4.8%.

Recent data painted a healthy picture of the US economy. In November, 
187,000 non-farm payroll jobs were created. This was enough to help 
unemployment fall, from 4.9% in October to a nine-year low of 4.6%. 
And despite a 0.1%m/m fall in average hourly wages, the annual rate of 
growth was a respectable 2.5%. That said, even though the prospects of a 
post-election fiscal loosening have boosted the medium-term outlook for 
GDP growth, higher inflation expectations and a stronger dollar may also 
become headwinds for consumers and manufacturers alike.

Economic news from the euro-zone has been similarly positive.  The flash 
composite purchasing managers’ index (PMI) came in at 54.1, an eleven-
month high, whilst the European Commission’s consumer confidence 
indicator rose by 1.9 points to -6.1. Headline inflation ticked up, from 0.5% 
in October to 0.6% in November. Yet, this was largely down to food, alcohol, 
and tobacco inflation; underlying price pressures are still subdued.

With the exception of the Fed, most major central banks will probably 
keep their loose monetary stance on hold over coming months. Indeed, 
with underlying price pressures muted and significant political uncertainty 
on the horizon, the ECB is more likely to loosen than to tighten policy. 
Meanwhile, the Bank of Japan could cut rates deeper into negative territory 
by 10bps, to push them to minus 0.2% before the end of the year.

Chart 1: Selected Equity Market Indicies (% change November 2016)

Source: Thomson Datastream

With the exception of the 
Fed, most major central 
banks will probably keep 
their loose monetary 
stance on hold over the 
coming months.
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The move away from 
monetary easing 
towards fiscal stimulus 
has increased the 
prospect of future 
inflation.

UK Economy

The second estimate for Q3 GDP was unrevised at 0.5%q/q, giving further 
evidence of the resilience of the economy to the Brexit vote. Moreover, 
despite a slight weakening of the manufacturing index in November, the 
construction and service sector PMIs both improved. This means that the 
composite reading of the three sectors is consistent with fourth quarter 
GDP growth similar to the previous quarter’s. 

Job creation has begun to show some signs of a slowdown. However, 
Total employment is still hovering close to an all-time high and the 
unemployment rate is lower than before the financial crisis.

The UK Chancellor of the Exchequer Philip Hammond officially 
abandoned his predecessor’s pledge to run a balanced budget, setting 
out infrastructure spending plans of his own in the Autumn Statement, and 
leaving the option open to borrow and spend more, as required. This move 
away from monetary easing and towards fiscal stimulus has increased the 
prospect of future inflation.

In contrast to most major stock markets, the FTSE 100 has lost some 
ground in recent weeks. In fact, falling by 2.4%, the FTSE 100 was the 
second weakest performer in November. This has, in part, reflected a slight 
strengthening in the exchange rate, as the pound rose from $1.24 in late 
October to $1.27 by the end of November. Meanwhile, at 1.4%, 10-year gilt 
yields are 30bps higher than a month earlier.

In fact, falling by 2.4%, the FTSE 100 was the second weakest performer 
in November. This has, in part, reflected a slight strengthening in the 
exchange rate, as the pound rose from $1.24 in late October to $1.27 by 
the end of November. Meanwhile, at 1.4%, 10-year gilt yields are 30bps 
higher than a month earlier.

Chart 2:  Composite PMI

Source: Thomson Datastream
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Regional Residential

November’s RICS survey generally pointed to an improvement in 
demand. Indeed, with the exception of the East Midlands and the North, 
the regional new buyers enquiries net balances were all in positive territory. 
The fact that surveyors are now reporting a higher number of enquiries than 
in the months after the Brexit vote suggests that the hit to sentiment was 
short-lived. 

That said, transaction activity trends were more mixed. For example, the 
newly agreed sales balance fell in four of the ten regions, with the more 
notable declines recorded in the North West and Scotland. Data on actual 
sales per surveyor also illustrate that activity levels are well below past 
norms. Sales in Wales are now in line with a 20-year average, while in the 
South West and East Midlands they are only 5% below that benchmark. 
But elsewhere sales are still running at between 75% and 60% of previous 
norms.

That picture of subdued demand has led to a moderation in house price 
inflation. The slowdown in house price growth has been most notable in the 
South East and the North East, where the annual rate fell from 11.5% and 
4% in July to 10% and 1.8% in September respectively. By contrast, house 
price growth picked up over the same period in the East Midlands, West 
Midlands and Scotland.

Next year rising inflation will keep real earnings growth subdued, and 
with little scope for lenders to relax lending criteria, transaction activity 
is likely to be subdued. Nevertheless, with the number of active buyers 
high in relation to the number of active sellers in every region, house 
prices are more likely to slow than drop. 

Chart 3: Official House Price Index growth by Region (% y/y)

Source: ONS/Land Registry

Rising inflation will keep 
real earnings growth 
and  transaction activity 
subduded.
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Regional Commercial

The RICS commercial survey showed a solid improvement in occupier 
demand in all regions. The net balance of surveyors reporting rising 
demand from occupiers improved across the board on a quarterly basis, 
suggesting that the referendum has not had a lasting impact. That said, the 
rise in the average figure was mainly driven by improvements in the retail 
segment. It is encouraging, however, that the upgrade in the regions has 
been more palpable than in London.

Chart 4: Net Balance of Surveyors Reporting Rising Occupier 
Demand (%)

Source: RICS

Yet, highlighting the relative weakness of the sector, office take-up 
data has also shown signs of a slowdown. Data from CBRE highlighted 
that during the first three quarters of the year 23% less office space was 
leased in the South East than during the same period last year. Similarly, 
figures from GVA showed that take-up in Scotland, Birmingham and Bristol 
have weakened during the third quarter. Nevertheless, on a year to date 
basis, take-up in the nine key city centres outside the South East is down by 
8%y/y.

The RICS commercial 
survey showed a 
solid improvement in 
occupier demand in all 
regions, suggesting the 
referendum has not had 
a lasting impact.
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There are still signs 
that rental values are 
falling so the outlook for 
occupier and investor 
demand should be 
positive.

Prime capital values in the key regional office, retail and industrial 
markets fell slightly in the third quarter. In fact, the unweighted average 
of non-London centres saw capital values fall by about 1%q/q.  At 5% each, 
the largest falls were recorded in Manchester offices and Birmingham 
retail. And in both cases, those falls were driven by 20bps-25bps rises in 
yields. Meanwhile, although the M25 market bucked the trend, there were 
similar upward yield movements in prime office markets in Liverpool and 
Southampton. 

Encouragingly, however, there are still few signs that rental values are 
falling. So provided that the economy continues to hold up well, the 
outlook for occupier and investor demand should be fairly positive.

Chart 5: Quarterly Change in Prime Yields (bps)

Source: CBRE
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Investment Transactions

At £3.97bn in, the total value of deals signed across the UK was £500m 
higher then October. Whilst  the value of deals agreed outside of London 
were lower at £1.25bn, this is still considerably higher than the £800m 
worth of deals recorded in July. 

Despite the uncertainty around the prospects for the economy, there 
has been no palpable shift in investors’ interest in regional property 
markets. The regional share of investment activity has varied closely 
around the long term average (54%) over recent months, suggesting that 
investors have not shunned the regional markets.

While a comprehensive breakdown of sectoral transaction activity by 
location is not available, there are good reasons to think that good quality 
retail assets have dominated. For instance, in October, the sale of a 75% 
stake in St. James Quarter shopping centre was sold for a reported £750m, 
this was the largest deal reported nationally. Similarly, at £240m, the sale of 
Intu Shopping Bromley topped August’s list of deals. 

Admittedly, another bout of financial market turbulence could push 
investors back into wait-and-see mode. Yet, the fact that, as in the 
capital, investment activity in the rest of the country has recovered from 
its mid-year low is testament to the resilience of the sector to the Brexit 
vote. 

Chart 6:  Value of Commercial Property Deals  Ex. London (£bn)

Source: Property Archive
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