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The Current Position

Insert Slide 4

The demise of Northern 
Rock & Lehman Brothers

� 2 Major Turning Points

� Growing lack of trust between Banks 
has hit credit market liquidity hard

� Mainstream sales market turned first, 
following Northern Rock collapse

� Central London bucked the trend 
initially, but has played catch-up since 
Lehman Brothers

Source: Bank of England
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Mortgage lending & 
transactions have fallen 
sharply

� Mortgage lending at a record low and 
unlikely to return to peak levels for the 
foreseeable future

� Significant barrier to entry for potential 
purchasers

� Despite base rate cuts, Banks have 
remained reluctant to pass these onto 
borrowers

� Most competitive rates are still generally 
sub 75% LTV, which is stifling demand

Source: Oxford Economics
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The Current Position
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… and the UK has slipped 
into recession

� GDP has turned negative

� Increased unemployment and job 
insecurity

� The worsening economic outlook is 
such that purchasers have been 
‘unwilling’ to commit, which underpins 
the definition of Market Value

� Lack of confidence & those vendors 
benefiting from base rate cuts are 
choosing to withdraw from the market

Source:Oxford Economics
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…and the effect on values nationally?
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The Mainstream UK Market

� Nationwide Average National House 
Price Index stands at £147,746 
(Feb 2009)

� A correction of -20.6% from the peak in 
September 2007

� However, many different sectors of the 
market – each showing different levels 
of correctionSource: Nationwide House Price Index, FT House Price Index, CML
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How has central London compared with the 
national average?

Insert Slide 5

The Central London market

� Bucked the trend until mid 2008

� Values have historically been heavily 
underpinned by the City market, which 
has seen a significant loss of 
confidence 

� Also a correction of -20.6%, but from 
the peak in March 2008

Source: Cluttons
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Real Market Example 1 - Investment Portfolio, Kent Coast
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� Tired stock in historically low value 
areas

� Past price rises have been heavily 
underpinned by speculative investment

� Higher than average levels of local 
unemployment

� High proportion of ‘sub prime’ borrowers 
has lead to a high repossession rate

� Capital values down by an average of     
-31% across the portfolio

Real Market Example 1 - Investment Portfolio, Kent Coast
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The Positives:

� Rental value correction only -10%

� Portfolio now shows a gross yield of 
8.9%

� At corrected values, represents a 
comparatively attractive investment 
opportunity

Real Market Example 2 - Refurbished Apartments, Belgravia

Insert Slide 5

� Refurbished to a market leading 
standard

� Main target market - City professionals

� Lack of demand within this sector and 
heavily diminished bonus pools

� Secondary Belgravia position

� Correction in values -24.5% since 
September 2007

Real Market Example 3 – The Knightsbridge, London SW7
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� London’s premier private apartment 
block

� International demand

� 2 separate penthouse sales during late 
2008 at record prices

� Conversely, demand for smaller 1 
bedroom flats within the block is weak 
and values have corrected by 15 -20%

� Majority of interest is from overseas 
buyers taking advantage of the 
exchange rate



Cluttons Forecasts
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� Forecast fall of -11% during 2009 in 
central London (UK average forecast -
9%)

� Forecast peak-to-trough fall of -29% in 
central London (UK average -24%)

� As at 2013, central London capital 
values are still projected to be 7% down 
on peak levels. 

� Anecdotal evidence suggests it is likely 
to be at least 2014 / 2015 before we see 
capital values back to peak levels  

Central London house price grow th forecast
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The Future…?
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� Lack of stock acting to slow the rate of 
decline

� Strongest demand from overseas 
purchasers exploiting the depreciation 
of sterling

� There is a perception that market may 
be within 10% of the bottom

� Middle Eastern buyers showing interest 
– potential increase in activity during 
Summer?

� Improvements in economic outlook, 
unemployment & availability of finance 
will be key to values recoveringSource: Cluttons

Central London new residentia l sales demand
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OUTLOOK FOR RESIDENTIAL PROPERTY

Simon Harding – Partner, Residential Valuation

1) Residential Lettings Market

2) Residential Development; Site Values & Trends

3) Long Term View of Residential Market 

London rental demand

Source: Cluttons

Central London new residential lettings demand
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Source: RICS Lettings Survey

UK Rent and Supply Levels
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New Instructions Rents

Current Rental Trends

� Steady demand + increase in supply = falling rental values

� Low sales volumes yet no significant increase in rental demand 

� Due to unemployment restricting household growth

� Existing tenants renegotiating aggressively contributing to falling rental values

The Residential Lettings Market



The Residential Lettings Market

Current Rental Trends - Central London

� Greater fall in rental prices than UK market

� 14% fall from peak, and 20% in prime areas

� High end properties worst affected

� Still a reasonable level of activity

Source: Findaproperty.com - Rental Index

UK Rental Index & Yields
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The Residential Lettings Market

Residential Lettings Market Forecasts

� Average peak to trough falls: 
- Central London 20%, 
- Prime Central London 25%
- UK 16%

� Approximately 75% of these falls have already occurred, with rental values stabilising in 
the latter half of 2009

� Yields rising for the remainder of 2009 and into 2010, before stabilising and beginning 
to fall in line with average levels as house prices start to rise

Residential Development Market

Calculation of Site Value

� Site values have seen far greater falls in percentage terms than the general 
fall in house prices

� Typically, on private residential schemes, if GDV is down 20-25%, site value 
will have dropped by 40-50%

� Main Reasons:

- Increase in developers profit margins ( typically up from 15% to 25%)
- Extended marketing periods increasing finance costs

Residential Development Market

� Site in Kensington, west London with planning for 13 flats

� Finance costs increased due to marketing period rising from 
3 months post completion to 12 months post completion

� Profit increased from 15% to 25% to reflect developers risk 
in building a scheme in a falling market

Sept 
2007

March 
2009

% Difference

GDV £17.2m £13.75m -20%

Build Cost £4.4m £4.4m 0%

Finance Costs £1.05m £1.59m +34%

Profit £2.25m £3.44m +35%

Land Value £8.1m £4.4m -46%

Residential Development Market

Residential Development Site Values

� Sites with planning permission for flats have faired worse than those for 
houses

� North & East of England worst affected regions
- East due to regeneration schemes
- North speculative buy-to-let market

� Increase in supply and GDV’s will lead to further negative growth 

� Land values likely to bottom out end 2009/beginning 2010



Residential Development Market

Current & Future Trends in the Residential Developm ent Market

� Renegotiation of Section 106 agreements

� Fewer housebuilders/Smaller lower density schemes

� More international house builders

� Registered Social Landlords (RSLs)

� Build-to-Let

Residential Development Market

Current & Future Trends in the Residential Developm ent Market

� Shortage of new build homes

� Record Low of 60,000 this year. Government target 240,000.

� Wrong type of property: High density Brownfield flat schemes

� PPG3 only a guidance; often ignored due to housing targets and profit

� Greenbelt development only a long term solution

� Use of Empty Homes is not the whole answer 

Residential Development Market

Sustainability of House Prices over the Long Term  

� Household Formation

� Population/Immigration

� Home Ownership

� Prime Central London Drivers

� Further above average house price growth in the near future

OUTLOOK FOR RESIDENTIAL PROPERTY

Simon Harding – Partner, Residential Valuation

1) Residential Lettings Market

2) Residential Development; Site Values & Trends

3) Long Term View of Residential Market 

London rental demand

Source: Cluttons

Central London new residential lettings demand
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Current Rental Trends

� Steady demand + increase in supply = falling rental values

� Low sales volumes yet no significant increase in rental demand 

� Due to unemployment restricting household growth

� Existing tenants renegotiating aggressively contributing to falling rental values

The Residential Lettings Market The Residential Lettings Market

Current Rental Trends - Central London

� Greater fall in rental prices than UK market

� 14% fall from peak, and 20% in prime areas

� High end properties worst affected

� Still a reasonable level of activity

Source: Findaproperty.com - Rental Index

UK Rental Index & Yields
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The Residential Lettings Market

Residential Lettings Market Forecasts

� Average peak to trough falls: 
- Central London 20%, 
- Prime Central London 25%
- UK 16%

� Approximately 75% of these falls have already occurred, with rental values stabilising in 
the latter half of 2009

� Yields rising for the remainder of 2009 and into 2010, before stabilising and beginning 
to fall in line with average levels as house prices start to rise

Residential Development Market

Calculation of Site Value

� Site values have seen far greater falls in percentage terms than the general 
fall in house prices

� Typically, on private residential schemes, if GDV is down 20-25%, site value 
will have dropped by 40-50%

� Main Reasons:

- Increase in developers profit margins ( typically up from 15% to 25%)
- Extended marketing periods increasing finance costs

Residential Development Market

� Site in Kensington, west London with planning for 13 flats

� Finance costs increased due to marketing period rising from 
3 months post completion to 12 months post completion

� Profit increased from 15% to 25% to reflect developers risk 
in building a scheme in a falling market

£4.4m

£3.44m

£1.59m

£4.4m

£13.75m

March 
2009

-46%£8.1mLand Value

+35%£2.25mProfit

+34%£1.05mFinance Costs

0%£4.4mBuild Cost

-20%£17.2mGDV

% DifferenceSept 
2007



Residential Development Market

Residential Development Site Values

� Sites with planning permission for flats have faired worse than those for 
houses

� North & East of England worst affected regions
- East due to regeneration schemes
- North speculative buy-to-let market

� Increase in supply and GDV’s will lead to further negative growth 

� Land values likely to bottom out end 2009/beginning 2010

Residential Development Market

Current & Future Trends in the Residential Developm ent Market

� Renegotiation of Section 106 agreements

� Fewer housebuilders/Smaller lower density schemes

� More international house builders

� Registered Social Landlords (RSLs)

� Build-to-Let

Residential Development Market

Current & Future Trends in the Residential Developm ent Market

� Shortage of new build homes

� Record Low of 60,000 this year. Government target 240,000.

� Wrong type of property: High density Brownfield flat schemes

� PPG3 only a guidance; often ignored due to housing targets and profit

� Greenbelt development only a long term solution

� Use of Empty Homes is not the whole answer 

Residential Development Market

Sustainability of House Prices over the Long Term  

� Household Formation

� Population/Immigration

� Home Ownership

� Prime Central London Drivers

� Further above average house price growth in the near future

THE UK COMMERCIAL 
PROPERTY INVESTMENT MARKET

John Barrett

31st March 2009

The last decade…

� We all had a good time at the party. However, what we now 
realise is that the banks were not only sponsoring the party, 
but also spiking the drinks. 



The last decade  cont’d …

� The consequences are now all too obvious. The more indulgent revellers 
are six feet under and others are either in intensive care or on the recovery 
wards after extensive and expensive surgery. 

� The sponsors’ cheques have bounced, leaving the taxpayer with the cost of 
the party and a very messy clean-up.

Sectors – Annual Capital Value growth
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Current Yields

� Prime yields across all sectors have moved out

� Currently, we believe yields on prime properties (rack rented, 10-15 year leases, 
5A1 covenants) are in the region of:-

July ’07 Mar ‘09

� Retail: 4.00% 6.15% (-35.0%)
� Offices (West End): 3.75% 6.00% (-37.5%)
� Offices (City): 4.25% 7.50% (-41.2%)

� Offices (Provinc./SE): 4.50% 7.50% (-40.0%)
� Industrial (Prime): 5.00% 8.25% (-39.4%)

� Retail Warehouse: 3.85% 7.00% (-45.0%)
(Open A1)

� Secondary yields have risen to between 8.50% - 10%+

Financial Comparisons

� Property Initial Yields: 7.43%
� Property Equivalent Yields: 8.92%

� 20 Year Gilts: 4.00%
� 10 Year Gilts: 3.50% 

� 20 Year Swap Rate: 4.00%
� 10 Year Swap Rate: 3.70%
� 5 Year Swap Rate: 3.20%

� LIBOR (3 month): 1.70%

*  Data as at 27th March 2009

0.00% 5.00% 10.00%



Property -v- Gilt Yield Gap
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Northampton, Swan Valley (Junction 15A, M1)

� Joint venture purchase

� Freehold, 350,000 sq ft

� Let to Morrison’s at £5.60 psf

� Lease expires June 2023.

� £22.4 million

� 8.25% NIY

� At peak 2007:  £35 million 5.25% NIY

Industrial - Avonmouth, Cabot Park

� Charity Purchaser

� Freehold, 32,245 sq ft

� Let to DX Network Services at 
£6.50 psf

� Lease expires June 2019.

� £2.25 million

� 9% NIY
� At peak 2007:  £3.60 million 5.5% NIY

Mixed Use - London W1, Dean Street

� Freehold, 17,600 sq ft

� Let to office & bar tenants

� Lease expires 2017 & 2021.

� Sold Feb 2009 for £9.1 million

� 7.75% NIY

� Bought early 2007:                               
£15.34 million     4.2% NIY

High Street Retail

� Freehold, 17,000sq ft

� Let to Wilkinson’s

� 20 years unexpired

� £130 Zone A.

� Under offer c. £4.7 million

� 6% NIY

� Bought early 2004 with 7 years unexpired                        
£3.4 million     5.65% NIY

Retail Warehouse – Fleets Lane, Poole, 

� Freehold, 36,000 sq ft

� Let to Comet & Staples

� 12 years unexpired

� £18.50-19.00 psf.

� Bought Feb 09                           
for £7.15 million

� 9% NIY including 3 year rent 
guarantee from vendor

� Marketed at £10million     6.4% NIY



So where does this leave us?

� The party poopers are the new masters of the (property) universe. 

� Those who didn’t  get drunk at the party have the cash without the 
hangovers. The question is: what do they do with it? 

� Private investors with cash in the bank are getting little return on 
their money and perhaps have nagging doubts over its security?

� Property is a tangible asset.

Is it the right time to invest in         
commercial property?

� “Property Savvy” investors are now returning attracted by the high yields

� Property values now fallen circa 40% since peak in 2007

� Most commentators expect further falls of 10-15% 

� Prime property is now approaching fair value

� Secondary property values have further to fall.  Risk lies in short term 
income, voids, empty rates etc

� Yield returns are attractive relative to other asset classes e.g. cash, bonds 
etc

Investment going forward

� Yields are likely to bottom out later this year at c.8%, compared to a 5.6% 
average at the start of 2008.

� From 2011 total returns should recover rapidly and help property to regain 
some of the ground lost since 2007.

� A plentiful supply of debt will not be available when the best buying 
opportunities are on offer.

� Cash buyers are likely be selective and only buy properties which have been 
thoroughly researched or are known already.

� Good quality assets which would otherwise be held are currently being sold by 
owners under pressure to realise cash (especially institutions meeting 
redemptions)

Investment going forward – key issues

� Availability of finance

� The Economy / Rental growth prospects

� Realism – Yield compression a feature of the past

� Reassessment of property risk premium 
� Return to ‘Professional Market’

� Property fundamentals / Asset management

� A normal market will resume when funding and property returns are 
re-balanced

� Cash rich Investors are in good position to negotiate strongly for 
discounts. 

� Income + capital growth over next 3-5 years

� Cheaper for overseas investors due to weakness of Sterling

What can Cluttons offer

� Investment searches and acquisitions

(Minimum lot size £5m)

� Investment in indirect pooled vehicles
(Minimum lot size £1m)

� Valuations  (We advise most Banks)

� Structured finance

� Property management

Is there any Bite left in the Credit 
Crunch?

Agenda

•Review of what happened

•Why is the Credit Crunch continuing?

•What do the Credit Markets look like?

•Typical terms today



Review of what happened
In the beginning there was a Simple Bank Model…

Capital

•Assets funded by a 
mix of capital and 
liabilities

•The ratio of assets 
funded by capital = 
capital adequacy

•Growth of assets 
funded by increase 
in capital or deposits   

Then along came securitisation…

Mortgages

Personal
Loans

Corporate
Loans

Institutional
Loans

Investors

Investors

Investors

Investors

Investors

Investors

Investors

Investors

…and the simple model 
changed…

Capital

•Assets still funded 
by a mix of capital 
and liabilities

•Now a reliance on 
the securitisation 
market

•But still a workable 
model  

Then along came the 
Investment Bankers…

Then along came the Rating 
Agencies…

…and the CDO was born

“AAA”

Corporate Loans (prime & sub)
Mortgages (prime & sub)
Consumer Credit (prime & sub) etc….

InvestorsCollateralised
Debt
Obligation



…and then “sub-prime”
defaulted…

…and then securitisation 
collapsed…

…and the changed simple 
model fell apart…

Capital

•Half the funding 
world closed 
overnight 

• capital under stress

• then depositors 
take fright

•Banks unwilling to 
lend to each other

• assets can no 
longer be funded  

…and the Credit Crunch was born
•With no new liabilities and no new capital banks 
could lend no more

•Regulatory capital requirements are inflexible –
banks have to maintain capital adequacy ratios

•As capital decays the banks start to call in loans for 
any reason they can find

•A desperate round of capital raising and 
Government guarantees kicks in

•Seemingly the world goes mad…

So, where are we now?

Government ownership widespread in the global 
sector

Capital raising undertaken by the remainder (eg
HSBC, Barclays, Santander etc..

All CDOs written off / written down

Interbank market starting to function

Bank’s loan books contracting

…and the model is reforming

Capital

•Loan books 
contracting

• capital stabilising & 
being supplemented

• depositors 
confidence returning

•Banks lending to 
each other

• shrunken balance 
sheets

Recent events supporting “the 
Reformation”

•FSA “clean bill of health” for Barclays

•Syndicated loan facility Barclays / RBS

•£14bn new money pledge from RBS

•HSBC profits $9.3bn, Barclays profits £6bn

•Standard Chartered increases profits 20%



Recent events supporting “the 
Reformation” (cont’d)

•Interbank rates declining

Recent events supporting “the 
Reformation” (cont’d)

Capital

Re-opening of the Pfandbrief

Recent events supporting “the 
Reformation” (cont’d)

BUT

Dunfermline
Building Society????

Is there anybody lending?

Secondary lenders are back

German banks are returning

Private enterprise is bridging the gap

“Big 4” making noises but nothing yet…

Zero appetite for speculative development

Comparison of Terms

Then…
• LTV ratios up to 

85%
• Margins <1%
• Fees <0.75%
• Interest only
• No PGs

And now….
• Max 75% LTV 

(“best”)
• Margins start at 2%
• Fees 1% min
• No  interest only
• PG’s demanded

Where do we go from here?

Profit motive for Banks

Securitisation – new market and regulated

New regulatory regime  - Basle 3 & Basle 4

Re-pricing will be eroded over time



Where can we help?

Structuring deals to ensure that they attract 
whatever funding is available

Ensuring that deals are presented in the 
most effective way

Negotiating with banks at renewal / review

Advice on interest rate hedging

Where can we help?

Investment advice

Trust investment review

Pensions

Protection (partnership / shareholder / 
individual)

Blythe Financial is a registered trading name of Blythe 
Financial Limited

Blythe Financial is licensed by the Isle of Man Financial 
Supervision Commission to carry on Investment 
Business

Registered office 11Myrtle Street, Douglas, Isle of 
Man, IM1 1ED

Registered under company number 103941C

Blythe Financial holds a Consumer Credit Licence 
issued by the United Kingdom Office of Fair Trading

Q&A?


