Editor's note

Slow and

sticky

BRITAIN'S ECONDMY GROUND almost toa

standstill iu the second quarter with The National
Ingtitute of Econemnic and Social Research (NIESR)
estimaling that gross domestic product rose jugt 0.2
percent. Public-sector austerity and sagging consumer
spetiding are weighing down the commercial property
sector. Now this economic tardiness appears tp be
fltering throvgh to the lettings markét where rents.
have stabilised.

Evenin central London, there is little evidence of
an uplift and demand here may be flat bul at leastwe
can be thankful it is not in-decline. Second-quarter
activity in the City is a similar story - holding firm.
Values have shotup over the past 18 months arid
now we lind ourselves:in aflat lettings market. The
investment market, too, has experienced a similarloss
of morrientuin.

However, what is pateutly clear insame localities
isa cleai disconnect from the investment imarket.
driven. as we will know. by the acquisitive appetite
of foreigners based ou the currency arbitrage and the
perception of the UK, and particutarly London, asa
safe, stable and secure environment for their meney
and the fundamental lettings market. The investment
markel is, in mary respects, similar to the 2007 wali
of money scenatio where there was noend.of cash
around seclking havens.

The difference today is that the money is not
coming fram the banks but cash-hungry buyers and
purchasers who have enjoyed the benefit of the trickle
effect of fiscal easing. This has loaded their coffers and
war chests i readiness for the right oppﬂrtunities.

Al this is keeping the investment market firin but we
have to wouder where it will all lead.

Fiscal easing is coming to an end and, once again,
we have seeu this reflected in the matket.

The banks have breathed much hotair with heir big
talk of being open for business. But, on the coalface. few
actually are. Granted, they have loosened their purse
stringssince this timne Jast year bul obtaining finance.
atleast for small investments, is virtually impossible.

It is a sjituation that hasa draggingeffect on
secondary sfock and will ultimately aggregate mto
further slowdown and constriction in transaction:
volumes, Here at £stafes Review, we know of one
investor wharn a properily company récently
approached about an investment yieldingsix perceint.
The vield seemed expensive so, haffled, he asked the
property cormpany what the price of his money was.
The respense was a resounding 5.5 percent.

So where in all this lies the preinjum for risk
associaled with commercial property, you inay well
ask? [t seems preperty has becoine an asset class in
its own right in common with equities, cormmodities,
funds and otherstores of wealth-which feels and
appearsex tremely unnatural in some ways. Property
is, after all, a ulility.

Thiis serves to underlite the detach of the
investment and lerfi_ng market, ainplifying what is
essentially an expensive investiment market inkey
Idcations especially in London. Where will it allend?
Thechieis in the bigger picture, in the global macro
factors thai are currently at work.

Global debt will be-a fudge of inflation, time,
taxation and austerity feeding through to the
investiment market. Ultimately ending in inflation
which willin turn feed back throughintc the asset
class of commercial property and provide price
enhancements in the medium tolong term.1n
conclusion. the outlook isslow and sticky.

But the prospecl of sunshine lies ahead at some
pcint in the nottoo distant future. m
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