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As predicted, the supply of properties coming into the auction
room increased during the autumn sales. The total volume

of properties that sold increased by 15% with retail — the
dominant auction asset type - accounting for 77% of all sales.

Accurately predicting the prices of assets is proving more
problematic post-summer as a result of the extreme difficulties
in the financial markets and the volatility in equity prices.
Overall, sale rates have slipped from 73% to 66% as investor
demand has been more difficult to forecast especially for the
riskier secondary assets that are let on short leases, have voids
or are located outside London.

Both the number of properties offered outside London and
those let on short leases increased as vendors increased
supply in order to tap into the pool of private equity. However,
correctly pricing this type of asset is critical - and also is
sensitive to short-term changes in investor appetite. It is
anticipated that post-auction sales will push the proportion
selling to 75%-80% as a small adjustment in offer price is all
that is needed in many cases to strike a deal.

Whilst there is an ongoing adjustment in the market and it

is subject to external macro issues, it is still clear there are
opportunities for investors with the requisite asset management
skills and capital to lock into opportunities which will produce
excellent medium- to long-term returns.
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Yields continued to weaken in the autumn with the cPad
average all-property yield rising 40 basis points to 8.4%

since the summer round of auctions. The retail yield rose 30bp
to 8.2%, the office yield rose 90bp to 10.6% while the industrial
yield showed the greatest increase as it rose by 260bp to
10.6%.

The prime (lower quartile) and secondary (upper quartile) yields
are at 6.7% and 9.6% respectively.

The demand for London investments has produced a two-tier
market between the capital and the rest of the UK with a
180-point yield gap.

We expect average yields to weaken further as more secondary
assets come to market and investors progress up the risk
curve to obtain high initial returns to compensate for uncertain
medium-term capital growth.

With increasing evidence of over-rentedness and a rising
probability of tenants not renewing leases, investors are taking
a very cautious approach to pricing and are seeking to factor in
all possible negatives. Short leases, falling rents and occupier
financial weakness naturally weigh heavily on the minds of
those who invest their own cash but this current “Doomsday”
approach may mean that an over-correction in pricing may
become apparent when the debt market normalises.

Commentary: Acuitus
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Capital values for standard shops in London ended the third
quarter 0.9% up on Q2 2011, according to the IPD Monthly
Universe. However, the majority of that rise occurred in
September following minimal changes in July and August.
Outside London, shop values fell by 0.6% g/qg. The decline in
values has gained momentum since the relapse began in June
2011 and has partially eroded prior gains, leaving values back
where they were in April 2010.

In Q3 2011, the UK economy grew by 0.5% q/q according to the
preliminary estimate, up from 0.1% g/q in Q2 2011. The boost

is viewed as partly anomalistic, due to distortions caused by the
royal wedding in the second quarter, which depressed output.
However, the strong performance of the service sector was the
main driver of growth, allowing the UK to maintain economic
expansion.

Political posturing has exacerbated investors’ doubts over a
timely and adequate resolution to the current European debt
crisis. Uncertainty surrounding the political phase of the crisis has
manifested itself as declining economic indicators; whether this
will translate into a future decline in output has yet to be seen.

At the present point in this property cycle prime properties and
properties in prime locations have remained resilient to wider
economic problems, whereas secondary properties have suffered.
However, the EIG auction data shows yields for properties in
London were 30bp higher in October than observed in July. The
lower quartile yield, our proxy for a typical prime property yield,
rose by 40bp.

Looking over the last five years, low-yielding assets (the bottom
quartile of the sample by equivalent yield and a proxy for prime)
saw values fall by 35% in the crash and have recovered 25%

to date, according to the IPD Quarterly Universe as at Q2 2011.
High-yielding assets (the top quartile) fell by 40% and only
recovered 6% by Q2 2010, which is back down to 4% in Q2
2011, following the return of value losses.

Pressure will be on investors to assess if the defensive
characteristics of prime property and property in London are
enough to justify further price increases. The EIG auction data
already shows that both buyers and sellers in this forum have
been prompt at re-pricing additional risk and weaker growth
prospects, even for prime property.

Conversely, the wider institutional investment market, as tracked
by IPD, is by nature, slower to adjust to economic changes and
doubts are emerging over whether the mild yield movements
observed in the open market over 2011 reflect the true strength of
the assets or such movements have yet to incorporate the decline
in economic sentiment.
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The economic score card average fell to 2.0 in Q3 2011,

representing a fall of 2.5 on Q2 2011. This is similar to the Negative GDP
fall observed in Q2 2008; the onset of the recession. Turmoil growth o/q
in Europe caused a rapid sell-off in UK equity markets,

depressing business confidence. However, much of the

damage done to consumers and retailers was due to CPI

inflation increasing to 5.2%, and further eroding consumers’

disposable income. Consumers are acting accordingly by

reducing their borrowing and spending. Retailers have felt

the change with immediate effect. The economic score card

demonstrates how the current economic environment has a

number of similarities with that of the onset of the recession

and given the gravitas of the problems discussed, the

outlook for next quarter is for conditions to remain as they

are at present.

Source: IPD, ONS, EcoWin, Nationwide
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*Scoring is based upon deviation (either above or below) from the Bank of England’s target CPI rate of 2%

**Scoring is inverted. i.e. high value equals low score.

The Economic Score Card is an economic indicator tailored

to monitor the health of consumers and retailers. For each
component, a score of seven is awarded if the data point is
greater than its 10-year average. For every third of a standard
deviation the data point is below the average, the score is
reduced by one. Each score contributes to the overall average,
which is weighted using the same methodology as the
European Commission’s ESI methodology. For further details,
email IPD using the contact details found below.

For further information on cPad or the services provided by
Acuitus, IPD and EIG, please contact:

Acuitus IPD

Richard Auterac Greg Mansell
Chairman and Auctioneer Research Manager
+44 (0)20 7034 4851 +44 (0) 20 7336 9384
richard.auterac@acuitus.co.uk greg.mansell@ipd.com

Acuitus Real Estate Investment Property Databank
Auctioneering & Investment 1 St John’s Lane,

14 St.Christopher’s Place, London EC1M 4BL

London W1U 1NH

acuitus.co.uk
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