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After a slight slowing in the first half of 2014, the third 
quarter has seen an acceleration in investor activity: 
quarterly investment levels increased by 37%, and, on  
an annualised basis, investment volumes are the highest 
they have been since Q4 2007.

There has been an almost even split in activity between 
London, the regional markets and portfolio sales. Indeed, 
for the first time since Q1 2011, more investor cash was 
spent on regional properties than on London real estate: 
£5.95bn vs. £5.80bn. It should also be noted that of 
the £4.5bn invested in portfolios this quarter, the vast 
majority was for regional property, which paints an even 
rosier picture regarding demand outside the capital.

The all property transactional yield has moved out slightly, 
by 7 b.p., this quarter, but on an annualised basis it 
continues to move inwards and the lowest we have 
recorded since Q3 2008. This demonstrates continued 
high levels of competition among investors for UK real 
estate, which looks to be set for a record year in terms of 
returns and investment volumes. 

Outlook 
Strong economic growth has combined with high  
levels of investor-demand for real estate and an improving 
occupier market to boost market activity towards pre-
recession levels. Total returns for 2014 will be in the high 
teens, so for those who have been able to access the 
right type of stock in the right markets at the right price, 
2014 will be a ‘good year’. 

However, yields are below average in most sectors of  
the market and this, coupled with uncertainties 
surrounding the forthcoming General Election, an interest 
rate rise and recent worries over the performance of 
some Eurozone and global economies, mean the rate of 
increase in capital values will slow significantly in the next 
12 months. There is still scope for further increases, but 
these will be mainly driven by rental growth rather than 
further inward yield shift. 

•  Quarterly investment volumes reached £16.3bn: the highest since Q4 2013 and above  
the five year average of £9.4bn

•  Investment is expected to break the £50bn mark by year end for the first time since 2007

•  Not seen since Q1 2011, regional transaction volumes outstripped those in London

•  The all property transactional yield moved out very slightly to 6.13%, but, on an 
annualised basis, it is at a six year low

•  Hotel investment levels reached £1.6bn in Q3: a cyclical high

Quarterly sector transaction yields &  
10 year government bonds

Source: LSH Research, Oxford Economics

UK investment market activity – quarterly £bn

Source: LSH Research, Property Data, Property Archive
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Economic overview
The UK economy grew by 0.9% in the second 
quarter of 2014, which equates to 3.2% on an 
annualised basis – the fastest rate of growth  
among the G7 economies. 

With the momentum generated, we expect this level of 
growth to have continued into the third quarter. While 
the forecasts indicate trend or above levels of growth over 
the medium term, there remain a number of risks that 
could dampen economic expansion.

Are growth levels sustainable?
The drivers of this economic expansion look to have 
balanced out in comparison with 2013, when it was 
growth in consumer spending that really kick-started 
the economy. In Q2 2014, business investment reached 
£45bn – its highest level since Q2 2005. Business 
investment increased by an estimated 3.3% compared 
to the previous quarter and 11.0% when compared with 
the same period last year. This is particularly positive 
for commercial property and the office and industrial 
occupier markets. 

Continued strength of the labour market but wage 
growth still sluggish
The latest figures from ONS show the employment rate 
stood at 73.0% in the three months to July: an increase 
from 71.6% a year earlier. Employees are also increasingly 
confident in labour market conditions, with the rate of 
job-to-job moves at its highest level since the recession. 
While the performance of the jobs market has been a 
major plus, wage growth remains sluggish, at less than 
half the level of inflation. 

Despite the squeeze in real wages, growth in consumer 
spending has continued. In August, the amount spent by 
UK consumers increased by 2.7% compared with August 
2013. The poor levels of wage increases and some 
uncertainties surrounding the timing of an interest rate 
rise could act to limit expansion in consumer spending. 
Nevertheless, it is still set to be a major driver of growth.

Downside risks stem from the Eurozone
Recently, worries have resurfaced over the performance 
of some Eurozone and developing world economies. For 
example, the EU’s biggest economy and the UK’s second 
largest trading partner, Germany, is now on the verge of 
a triple-dip recession. In August, UK exports fell £0.7bn 
to £23.2bn, the lowest since September 2010, and 
continued weakness in the Eurozone and other world 
economies would support a weak outlook for exporters, 
which presents a limited risk to the forecasts. 

Lambert Smith Hampton

Business investment volumes £bn

Source: ONS

Contributions to GDP growth

Source: Oxford Economics

Employment rate vs. wage growth %

Source: ONS
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While there continues to be a significant weight 
of money chasing Central London offices, Q3 was 
also an exceptional quarter for hotels investment. 
Total quarterly investment in the sector was £1.6bn, 
which is a cyclical high.

The reason for this increase is a doubling in the number 
of completed deals in Q3 and the market also saw a 
number of particularly large hotel portfolio sales transact. 
For example, Goldman Sachs and Avenue Capital 
spent £500m on the Grove portfolio of 144 Travelodge 
properties and Marathon Asset Management bought the 
QMH portfolio of regional hotels for £135m.  

Office investment increases
Of the three main asset classes, offices retain their ‘most 
heavily invested-in’ title. Quarterly office investment 
reached £5.7bn, which is an increase on Q2, but is 
approximately £1bn down on the equivalent period in 
2013. However, the second half of 2013 marked a real 
spike in office investment volumes and the current figure 
is above the market average. 

Therefore, Central London offices remain in strong 
demand: a positive outlook for rental growth is acting 
as an incentive for investors to continue to buy at low 
yields. Overseas money is still the driving force behind the 
market and it has accounted for close to 70% of all deals 
by volume in the first nine months of 2014. Competition 
for assets is keeping transactional yields well below 5%: a 
level at which they have been since the start of 2012.

While the quarterly yield series can be volatile, the all-
office transactional yields do show a marked inward shift, 
moving from 6.7% in Q1 2012 to the current figure of 
5.6%. This implies a yield driven increase in capital values 
of around 20%, which is in-line with the valuation based 
figures from IPD. 

Retail investment at recent high 
Q3 has also been a particularly strong quarter for the 
retail market. At £3.6bn, volumes reached a three and 
half year high, and, despite a small outwards movement, 
yields remain around 50 b.p. below the five year average.

Of note is the volume of retail warehouse transactions, 
with over £1.2bn of deals completing this quarter. At a 
weighted average of 5.81%, this is 70 b.p. below the five 
year average. The largest deal was the sale of Fosse Park 
in Leicester to the Crown Estate and China’s Gingko Tree 
Investment for £345.5m. Elsewhere, the UK institutions 
were active with Parc Tostre Retail Park in Llanelli sold to 
M&G for £156m at a 6.1% yield and Cambridge Retail Park 
sold to Standard Life for £108m at a 5.2% yield. 

Industrial at cyclical high 
Investment in industrial stock also reached a cyclical high 
in Q3. Investors continue to target the UK industrial 
market, where demand from occupiers is coupled with a 
shortage of grade A stock. This has led to rental growth 
of around 2% p.a., which eclipses levels seen during the 
2004-07 boom. This has been particularly evident in the 
growth in demand for multi-let industrial stock outside 
the South East. The improvements in the economy and 
occupier markets, attractive levels of income return and 
asset management opportunities are tempting investors 
into the market. 

Sector focus 

Transaction yields and volumes 

Volume (£bn) Yield (%) 3 month 12 month
movement movement

Sector Q3 2014 Q2 2014 Q3 2013 2013 Q3 2014 Q2 2014 Q3 2013 (b.p.) (b.p.)

Shops £1.13 £0.82 £0.93 £3.38 4.89% 4.76% 5.42% 13 -53 

Shopping Centres £1.25 £1.67 £0.59 £3.81 7.05% 5.60% 7.67% 145 -62 

Retail Warehouse £1.22 £0.58 £0.58 £2.46 5.81% 6.60% 6.35% -79 -54 

All Retail £3.60 £3.07 £2.11 £9.66 6.02% 5.76% 6.61% 26 -59 

Central London Offices £3.25 £3.34 £4.97 £17.40 4.71% 4.87% 4.46% -17 25 

Rest of South East Offices £0.86 £0.44 £0.97 £2.66 7.54% 7.82% 7.23% -28 31 

Rest of UK Offices £0.65 £0.98 £0.45 £1.99 6.46% 6.20% 8.87% 26 -241 

Office Parks £0.93 £0.36 £0.40 £0.96 7.53% 7.70% 8.08% -17 -55 

All Office £5.68 £5.12 £6.78 £23.01 5.63% 5.77% 5.76% -14 -13 

South East Industrial £0.26 £0.19 £0.23 £0.81 5.88% 7.93% 7.31% -205 -143 

Rest of UK Industrial £0.65 £0.16 £0.21 £1.00 8.77% 7.86% 8.31% 91 46 

Distribution Warehouse £0.81 £1.18 £0.65 £2.17 6.56% 6.69% 6.82% -13 -26 

All Industrial £1.72 £1.53 £1.09 £3.99 6.73% 7.61% 7.63% -88 -90 

Hotels £1.58 £0.48 £0.18 £1.58 7.21% 6.30% 4.85% 91 236 

Other (incl. Leisure and Portfolios) £3.71 £1.75 £1.42 £6.71 7.39% 5.63% 7.15% 176 24 

All Property £16.29 £11.93 £11.59 £44.94 6.13% 6.06% 6.52% 7 -39 

Source: LSH Research, CoStar, Property Data
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Regional focus
For the first time since Q1 2011, the volume of single 
asset regional transactions is greater than those 
for property located in London. And when you 
consider the number of regional portfolio deals that 
transacted in Q3, the ratio of regional to London 
investment is almost 2:1.

We have emphasised the opportunities to be had in 
the regional markets on a regular basis over the last 24 
months. Towards the end of 2012, when the prospects 
for the economy looked to be improving substantially, 
assets with ten year leases to blue chip tenants were 
coming to market with double digit yields. However, 
the turnaround in investor sentiment, which has led to 
quarterly investment volumes more than doubling since 
then, means deals like that are now a thing of the past.

Total regional investment reaches £10bn 
Almost £6bn was invested in single asset regional deals in  
Q3 and the total regional investment level rises to over £10bn 
when the many regional portfolio deals that completed 
this quarter are included. The reasons for this increase are 
relatively well-known: the expense of London, where initial 
yields are at either cyclical or historic lows; the improvement 
in the UK economy and, by extension, the occupier markets; 
and the weight of money in the market.

The UK institutions have been at the forefront of the 
move into regional property, accounting for just under 
50% of total regional investment volumes so far this year. 

With large in-flows into their funds and the opportunities 
in London limited by increased competition, this is the 
obvious next step.  

South East leads the way 
Cumulatively, since the start of 2013, when regional 
investment started to pick-up, the South East has seen 
more than double the level of investment than any other 
UK region: £8.2bn, as compared to Scotland in second 
place with £3.5bn. At the other of the spectrum is the 
market in Northern Ireland, which has seen around 
£500m invested in the same time period. However, the 
market is in the middle of some major improvements, as 
our focus on page six explains. 

Pricing and competition remain the major barriers for 
entry into the Central London market, but the steady flow 
of large deals at sub-5% yields shows investor appetite 
remains in place. With more new entrants to market in 
Q3, and more to come, this is one trend that is well set.

UK regions

London and regional breakdown £m

UK regionsLondon

Source: LSH Research, Property Data, Property Archive

Total investment

Other

Office

Retail

Industrial

Q3 2014

Q3 2013

3,973

1,129

535

159

1,472

761

2,819

894

£1bn (London)

£1bn (UK regions)

£1bn (Portfolio)

Quarterly regional investment volumes £bn

Source: LSH Research, Property Data, Property Archive



Global investment flows into UK CRE Q1-Q3 2014 £bn

7.45bn
1.01bn

0.61bn

USA £7.45bn

Far East £4.25bn

Other £1.32bn

Middle East £1.01bn

Europe £0.97bn

Germany £0.61bn
Source: LSH Research, Property Data, Property Archive

0.97bn

4.25bn
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Buyers and sellers
After a brief takeover by the UK institutions, 
overseas investors were once again the most active 
buyers in the market in Q3. They accounted for 43% 
of the market by volume, purchasing just over £7bn 
of UK real estate between July and September.

The major source of this capital, as it has been through 
the year, is the USA. More specifically, the US private 
equity funds, which have been very active at the large  
end of the portfolio market. The quarter’s three largest 
deals all involve US banks and private equity funds 
purchasing £400m plus portfolios. 

First London purchase by Taiwanese investor 
Also of note is the first purchase by a Taiwanese insurance 
fund of UK real estate, with the acquisition of the £320m 
Woolgate Exchange in the City by Cathay Life. This has 
come after a change in the regulatory regime, which has 
allowed Taiwanese insurance funds to invest in foreign 
real estate for the first time. 

It has recently emerged that the Japanese Government 
Pension Investment Fund has £43bn to invest in global 
real estate market and has chosen to base its operations in 
London. We can therefore expect more far-eastern capital 
to find a home in London in the short to medium term.

Retail investors favour commercial property 
Even though the recent figures from the Investment 
Manager’s Association show a slight slackening off, 
net-inflows from retail investors into UK property funds 
total £2.6bn in the first eight months of the year. This is 
commensurate with the flows seen at the very peak of 

the boom in 2006, when retail investors poured £3.6bn  
in real estate funds. 

As a consequence, the UK institutions have played a 
major part in the market, especially outside London, in 
the first nine months of the year. Total investment so 
far in 2014 is £12.1bn, which is only just short of the 
£12.3bn invested in 2013 and well ahead of the £5.6bn 
spent in 2012. Indeed, the quarterly total of £4.7bn is the 
highest since the boom of 2004-07. 

Property companies and REITS are net-sellers
Elsewhere in the market, private property companies 
purchased almost £2.4bn of stock, which is the highest 
since 2011 and the REITS bought £1.2bn of stock. 
However, both were net sellers with the property 
companies providing almost £1.5bn of stock to the market. 

The banks remain an important source of investment 
stock, six years after the collapse of Lehman Brothers. 
This quarter, £730m of distressed assets were brought to 
market. This doesn’t take into account consensual sales 
though and the true figure is certainly higher. 

Purchases and sales by investor type £bn

Source: LSH Research, Property Data, Property Archive



6  UKIT Quarterly Bulletin 2014 Q3

Lambert Smith Hampton

Northern Ireland suffered the market downturn as 
acutely as any of the regions; however, the return 
of institutional investors and new entrants to the 
Northern Ireland market has prompted many to 
suggest that recovery is well under way.  

The investment market suffered a considerable drought 
of transactional activity during the downturn and it is only 
in recent years that buyer confidence has slowly returned, 
coinciding with an increase in supply of opportunities 
as a result of banks deleveraging. These opportunities 
heralded the return of the GB-based institutional investor 
to the market and also new entrants from across Europe 
and the USA. 

Transactional volumes
Considerable activity in Q3 and Q4 of 2013 resulted in a 
total of c. £180 million of transactions for the year, which 
is almost double that of the c. £92 million transacted in 
2012. After a slow start, 2014 has also experienced a 
significant increase in activity and we expect in excess of 
£400 million will be transacted by the end of the year.
  

Is there value?
High demand, a lack of stock and competitive bidding has 
seen yield compression across all sectors for prime and 
good secondary assets throughout Great Britain. This has 
led investors to move up the risk curve in search of new 
opportunities and as a result has improved liquidity in 
Northern Ireland. 

Whilst demand in the region is at a 6 year high, a distinct 
yield gap between the peak of the market in 2007 and 
current values remains.

Regional investment
Greater Belfast still dominates the Northern Ireland 
investment market with the majority of transactions 
confined to the metropolitan area. Core assets in regional 
centres will attract interest though: for example, OLIM’s 
acquisition of Orritor Retail park in Cookstown on behalf 
of British Aerospace Pension Fund for £10.2 million at a 
9.0% NIY.

NPL sales
Transactional activity is expected to increase over the next 18 
to 24 months as banks continue to reduce the size of their 
loan books. The emergence of NPL (non-performing loan) 
sales has generated considerable international interest from 
major American private equity and investment management 
companies including Cerberus, Oaktree Capital, Kennedy 
Wilson, Lone Star, Fortress and Goldman Sachs.

The most significant deals to date are Project Eagle, 
the disposal of the NAMA loan book of Northern Irish 
borrowers for approximately £1.2 billion, acquired by 
Cerberus Capital Management, and Project Achill, an  
RBS/Ulster Bank loan book which was sold to a number  
of financial institutions for approximately £1.2 billion.
 
Belfast office market
The office sector is likely to continue to strengthen  
as a consequence of the diminishing availability of  
grade A accommodation producing upward pressure  
on rental values.

For several years the Belfast office market has been 
dominated by the public sector which occupies an 
estimated 40% of all offices in the city centre. Due to 
austerity measures, take up of space by the government 
has reduced and the market has also seen a trend for 
consolidation too.

With the scaling back of public sector demand, take-up 
is being driven by FDI and Belfast has welcomed new 
occupiers such as Citigroup, Allen & Overy, NYSE Euronext, 
Chicago Mercantile Exchange and Herbert Smith Freehills. 
In addition, recently announced expansion plans and job 
creation has led to requirements for additional office space 
from occupiers such as PWC, Deloitte and EY. 

Belfast retail market
The recent acquisitions by NewRiver Retail, Marathon 
Asset Management and Kildare Partners reflect the 
continued growing confidence in the retail sector in 
Northern Ireland. This confidence is also reflected in the 
occupational market with ten deals recently agreed in 
Belfast’s prime shopping centre, Victoria Square. These 
are to notable retailers including Fat Face, Warehouse, 
Mango and Karen Millen.  

Focus on: Northern Ireland

NI Investment volumes £m

Source: LSH Research, Property Data, Property Archive
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Where is the market going?
We envisage that the period of NPL deals will conclude 
within the next 18 to 24 months. We consider that this 
re-basing of debt will see more properties coming to the 
market and present opportunities for existing borrowers 
to refinance.

We expect to see further yield compression of between 
50 and 100 b.p. in Northern Ireland over the next 12 
months as the recovery continues and investors gain 
confidence in the market.

Lambert Smith Hampton

Strong economic expansion and robust investor-
demand for UK commercial property means total 
returns for 2014 are set to be in the high teens. With 
this set to be the strongest performance since 2007, 
has the market reached a peak? 

The past 12 months has seen the highest volume of 
investment since 2007 as investors took advantage of 
favourable market conditions. This has led to a period of 
sustained, yield-driven increases in capital values. Initial 
yields are below average in many sectors and capital 
values have reached a new peak in the most sought after 
markets – West End Offices and Central London retail.

However, this means rental growth will overtake capital 
growth as the main driver of total returns from mid 
2015 onwards. This does not present a huge problem 
for the better placed occupier markets, given the positive 
economic outlook and low levels of grade A stock. 
There are other markets though where the level of rental 
growth achieved over the next five years is unlikely to 
satisfy investors.  

We expect retail to be the weakest performer, hindered 
by the structural decline in parts of the market. Offices 
will be the top performers over the next few years, but 
we believe that industrial property will see the largest net 
improvement in rents through to the end of the decade.
   

The market has seen a real bull run in the last 18 months, 
but uncertainties surrounding the forthcoming General 
Election, an interest rate rise, a sluggish Eurozone and the 
topping out of investment yields may dampen investor 
sentiment over the next 9 to 12 months. The evidence 
suggests we are close to the peak in terms of the rate of 
growth in capital values, but, in aggregate, the market is 
still set to perform well through to 2019. 

Outlook

NI Real Estate, prime yields %

Source: LSH Belfast

Property performance forecasts % p.a.

Source: IPD, LSH Research, Real Estate Strategies
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