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The MSCI /Acuitus cPad report reviews
activity in the commercial real estate
auction market. The report is underpinned
by analysis of the long running Commercial

Property Auction Data (cPad) series, which

provides transaction-based market prices.

COMMERCIAL PROPERTY AUCATION SALES SUMMARY

OVERVIEW

Sales in the commercial property auction market achieved slightly over £716m in
2018. Activity was 18% down on 2017, which is not surprising given the economic and
political backdrop, although the contrast is more marked as 2017 was a particularly
strong year.

The looming Brexit deadline during the latter months of the year has taken its toll
on the commercial property market as a whole. Auction activity is not immune to

this uncertainty, with activity in December down 20% on the equivalent point last

year with sales of £119m.

DEC 2018 0CT 2018 The lull in activity is not across the board however; long standing private
VOLUME (£ MILLION) 118.8 commercial property investors are continuing to place money in the market. This
PROPERTIES SOLD 202 is reflected in a sharp increase in the sale rate to almost 87%, helped also by
AVERGE LOT SIZE (£) 587,977 vendors adjusting their disposals to the current market appetite.
SALES RATE (%) 85.6

COMMERICAL PROPERTY AUCTION SALES (£ MILLION)

RETAIL IN DEMAND

Retail assets comprised their highest proportion of all sales since the start of the

SECTOR DEC 2018 0CT 2018 cPad series. 76% of sales were in the retail sector compared with 73% in 2017
RETAIL 86.8 133.2 and a long run average of 69%. By the end of 2018 the retail sale rate reached
OFFICE 20.9 12.2 its highest level since early 2015. This reflects both the quality of assets coming
INDUSTRIAL 1.8 0.9 forward for sale and the longer term opportunities for town centres seen by
LEISURE 5.8 5.5 professional private investors looking beyond press headlines.
OTHER 3.5 1.0

The value of industrial property sold during 2018 was sharply down on 2017
REGION DEC 2018 0CT 2018 reflecting the wider market shortage of stock. Investors remain reluctant to
LONDON 14.6 14.1 dispose of industrial assets despite strong buyer appetite.
REST OF UK 104.2 138.7

COMMERICAL PROPERTY AUCTION SALES (£ MILLION)

The volume of London assets sold has remained relatively stable over the last
12 months, averaging 17% of the total. This is slightly ahead of the 14% recorded
in 2017. The average lot size of London assets is virtually unchanged on 2017 at

SECTOR DEC 2018 0CcT 2018 slightly over £1m.
RETAIL 86.6 76.3 The average lot size across the market was £530,025 marginally down on the
OFFICE 85.7 64.0 previous year. However, over 12% of assets sold for over £1m in the auction
INDUSTRIAL 100.0 33.3 room in 2018, marginally down on the number in 2017, reflecting the more
LEISURE 72.7 85.7 cautious market overall.
OTHER 75.0 81.8

DEMAND FOR SECURE LONG TERM INCOME
REGION DEC 2018 oCcT 2018
LONDON 80.0 75.0 The cPad All Property Rolling Average Yield (RAY) stood at 8.28% at the end of
REST OF UK 86.1 75.8
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2018, up 17 bp over the last 12 months. The post summer period recorded the
turning point in prices although the last auction round of the year saw minimal
change. Average yields remain lower than prevalent before the Brexit vote.

Reflecting stock shortages, the industrial sector saw the greatest price
movement. Yields for the sector moved inwards by 71 bp over the year. Despite
the challenging backdrop for the retail sector, yields only saw an outward yield
movement of 22 bp, a reflection of the quality of stock coming forward for sale
and experience of investors in the market.

Pricing for assets outside the capital remained stable in 2018, but prices in
London slipped, reflecting the wider market. The London RAY rose by 39 bp
although the last auction round suggested a possible stabilisation.

Demand for short lease length assets waned during the second half of 2018,
driving an outward yield movement of 20 bp. Conversely, this period of
uncertainty has increased demand for long term income assets, the RAY moving
inward by 27 bp.




ROLLING AVERAGE YIELD (RAY) SUMMARY The gap between prime and secondary commercial property values has reduced
slightly since the start of 2018. The Lower Quartile RAY, which reflects the

DEC 2018 0CT 2018 . .
higher quality segment of the market, moved out by 26 bp over the last 12
AVERGE INITIAL YIELD 8.28 8.24 months to 6.26%, while the Upper Quartile segment of the market, rose by just
LOWER YIELD QUARTILE 6.26 6.23 10 bp to 9.68% stabilising having seen price weakness early in 2018.
UPPER YIELD QUARTILE 9.68 9.71
The dominance of experienced property investors in the current market has
RAY BY SECTOR DEC 2018 PP fiellvered a degree of_stablllty, with a focus on ass.ets providing longer_term
income and opportunity that can, as much as possible, transcend Brexit
RETAIL 8.32 8.26 . . . . . . .
OFFICE 8.09 9.08 uncertainty. We expect this position to be maintained until greater clarity.
INDUSTRIAL 753 8.18 Thﬁ currg;t robust de.rr.wan;j de_:mo.nst_rate:j_by experlenciq private investors
LEISURE 767 768 Wi pr9V| e oppF)rtunltles or |_nst|tut|ona |nvesto.rs seeking to restructure
OTHER 701 6.93 portfolios early in 2019 following year end valuations.
ROLLING AVERAGE YIELD (RAY)
RAY BY REGION DEC 2018 0CT 2018
LONDON 6.12 6.27 The cPad series provides a Rolling Average Yield (RAY) which is a moving
REST OF UK 8.48 8.41 average of the current and four preceding auction rounds in a 12-month period.
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For more than 40 years, MSCl's research-based indexes and analytics have helped the world’s leading investors build
and manage better portfolios. Clients rely on our offerings for deeper insights into the drivers of performance and

risk in their portfolios, broad asset class coverage and innovative research. Our line of products and services includes
indexes, analytical models, data, real estate benchmarks and ESG research. MSCI serves 99 of the top 100 largest money
managers, according to the most recent P&l ranking. For more information, visit us at www.msci.com.
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