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If only | had
a crystal ball

The moment of truth!

Welcome to our 2nd quarterly
bulletin covering the last quarter
(Qtr 4: Oct - Dec) of 2022.

Here starts the moment of truth as
to whether my predictions will be
right or wrong

| would not be exaggerating when
saying that the mini budget of 23
Septemberwas adisaster - notonly
for the incumbent government
and the careers of both Liz Truss
and Kwarteng - but also for arange
of markets from pension funds to
property.

While the markets calmed through
November & December, mortgage
rates have risen generally being
in the range of 4-5%. The effects
of these rises have not yet fully
filtered through to the market
but will inevitably increase as
more fixed rate deals expire over
the coming months. So are there
shoots of hope?... Read on
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The Gross Domestic Product (GDP) for the final quarter of 2022 show the econ-
omy flatlined. A decline (GDP) of 0.5% in December was offset by increases in
the two previous months to leave the economy in the 4th quarter at roughly the

same level as the previous three months.

What this means for the property sector is still unsure with many house buyers
and investors “keeping their powder dry” with the expectation that prices will

fall further over the coming months.
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Economic Drivers

With the Government insisting
that inflation is the evil that needs
addressing above all else, it is
difficult to envisage interest rates
falling during the next 12 months.
| expect further rises, albeit at
smaller increments than recently
experienced. My prediction of rates
exceeding 5% within 2 years is
still possible but the likelihood has
probably receded a little.

Inflation reached 11.1% in October
2022, a 41-year high, before easing
in subsequent months to 10.1% in
January 2023. The next 3 months
might give some indication of the
trend but bumps in the road such as
increasing labour & energy costs are
difficult to predict.

The FTSE 100 experienced a mixed
quarter, falling to 6,800 in October
then rising to 7,600 at the end of
December; a rise of almost 12%.
Some of this was as a result of the
stabilisation post the September
mini-budget but perhaps reflects a
more positive outlook.

ImentionedPlanninginmy 1stbulletin
and the effect of the restriction of
supply and as if by magic Michael
Gove published on 22 December
the consultation paper in respect
of the Levelling-up & Regeneration
Bill. These long awaited reforms are
expected to streamline the planning
process, releasing more land for
housing. Sorry to be a little sceptical
but let’s wait and see!, this has been
promised many times before.
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So what happened in Q4?

Residential Property

The housing market news is predominantly negative despite the easing in
volatility in the financial markets. The Halifax & Nationwide reported price
falls of -0.4% and -0.9% in October, -2.3% and -1.4% in November and -1.5%
and -0.1 for December. Significantly, this is also being reflected in the twelve-
month expectations metrics; the forward-looking sales series which posted a
reading of -42% (net balance) in October.

In respect of pricing, the outlook has
deteriorated markedly with a net
balance of agents (-42%) anticipating
price declines in October (compared
to -18% in September and +3% in
August). What this means for the
market over the next 12 months is
inevitably speculative and will depend
on the level of the rise in interest
rates needed to curb inflation and
the related effect on mortgages and
affordability.

The latest measure of affordability
produced by Nationwide climbed to
34% in Q4 which is above the long
run average (29%) and the highest
figure since the Global Financial
Crises (GFC)

Estimates suggest around 300,000
fixed term products end per quarter,
peaking at 370,000 in Q2 of 2023;
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the total for the whole of 2023 could
be around 1.5 million. Borrowers
on previously fixed and low interest
rates will face significant monthly
increases in their repayments which
may lead to an increase in “forced”
sales and a negative impact on the
market.

-23%

Agents new listings
Q4: 2022
Weakest since September 2021

My
predictions:

My previous predictions for a fall

in house prices of 10-15% for the
period to June 2024 remain on
track but is still to be considered
speculative and will of course
depend on macro events.

-39%

Decline in new buyer
enquiries in Dec 2022
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Commercial Property

Activity in the commercial property market in the final qtr of 2022 was
unsurprisingly hit by the turmoil unleashed following the ‘mini-budget’, with
transaction volumes slumping to just £7.3bn, according to LSH, the lowest
figure since Q2 2020. In terms of sectors, offices appear to have been most
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under pressure with sales of only £1.3bn during the period, close to the low

recorded in the aftermath of the GFC.

The RICS Investment Enquiries
Metric for Q4 slipped to -30%
compared to -18% for Q3 reflecting
the negative sentiment in the market.
Within this figure, the reading for
both offices and retail continued to
weaken (-39% & -48% respectively).

There was a noticeable turnaround
regarding industrials/logistics. In Q1
of 2022, the net balance reading for
investment enquiries stood near a
historic high of +62% but it slipped
to +7% in Q3 & turned negative in
Q4 (-9%). This is a very significant
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-59%
Decline in office investment
volumes Q4
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change & indicates that values in
this sector have been scaled back
aggressively, CBRE numbers indicate
significant falls in capital values of up
to 20% may have taken place but due
to the lag in results the picture is still
unclear.

Interestingly the sectors that are
expected to produce the strongest
performance in 2023 are student
accommodation, care facilities &
data centres with secondary retail &
offices performing worst with falls of

between 6% & 8%. High Street vacancies

My predictions:

Industrial: The data highlights the further divergence in values between
prime and secondary. While prime is likely to fair fairly well the falls in
secondary industrial and logistical property is likely to significantly exceed
my prediction of 5-10%. If CBRE's figure are to be believed this has already
happened.

| expect vacancy rates for industrial property to rise during 2023 with
downward pressure on rents.

Offices: What is clear from the available data is that the changes brought
about by the pandemic are, to a greater extent, here to stay. According to data
released by Estate Gazette Interactive, occupancy early in 2023 reached a
maximum of 35%, yes only 35%!. Tuesday, Wednesday and Thursdays are
typically the busiest days in the office - now there is a surprise!

My view is that we are unlikely to see occupancy at 50% of pre-pandemic
levels for a number of years. This will inevitably mean that supply will outstrip
demand leadingto a fall in both rental and capital values. As the office market
settles down | believe my predictions of 20% to 30% falls, depending on
location, are likely to be correct with much of the redundant space being re-
purposed.

Total retail sales, according to the British Retail Consortium (BRC),
rose by 4.4% (1.9% third qtr) however, this is largely reflective of higher
prices as volume growth was negative for the third consecutive quarter, at
-6.0% (ONS Retail Sales index).

Footfall was -10.8% (-11.4% third qtr) with the proportion of empty shops in
UK Q4 at 13.8%. Food sales continue to outperform non-food with the BRC
predicting further falls in the first two quarters of 2023. Based on the vacancy
rates it is likely that overall returns will continue to fall with investment sales
reflecting the uncertainty in the sector largely as a result of macro-economic
factors.
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Construction:

Official data on construction activity points to a broadly flat trend during the
second half of last year, leaving total output just over 2% higher than pre-
pandemic levels (January 2020). The RICS headline workloads metric, which
is captured in net balance terms, tells a similar story with the latest reading

standing at -1%.

This however does not reflect trends
at a sector level with infrastructure
showing +22% for Q4 but residential
house building -13% with recent
trading statements from the major
housebuilders suggesting a modest
scaling back in completions.

Increasing concerns about financial
constraints alongside the suspicion
that profit margins will continue to be
squeezed (net balance -26% vs -23%
in Q3 and -14% in Q2) is also captured
in the RICS Monitor. Against this
backdrop, it is perhaps unsurprising
that the underlying trend is one of
rising corporate insolvencies in the
sector; the latest data shows a year-

My predictions:

| believe we may be reaching the

tipping point were falling house
prices and increasing costs lead
to a number of small housing

developers becoming insolvent.
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Tender

Price index
12 months to
Dec 2022

+7.6%

on-year increase of 11%. The bulk of
the insolvencies are amongst specialist
contractors (around 3/5 ), many of
them smaller businesses who will have
been working on fixed price contracts.
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+11%

The decline in output away from
infrastructure suggests that the peak
for this cycle has yet to be reached.
Predictably, a relatively small share
of the total number of insolvencies is
amongst civil engineering businesses.

year onyear -
Construction Insolvencies

“You can cut all the flowers but you

cannot keep Spring from coming.”
Pablo Neruda

While the news for the property sector remains downbeat there
are shoots of positivity; markets are adapting to the new norm,
financial markets are stabilising, borrowing costs are falling, town
centres re-purposing & niche sectors showing strong returns and
we can all look forward to lengthening evenings and warmer days.

RICS Property & Asset Valuer

We can provide you with valuations, sales and closure management across
all asset classes including property, plant and machinery and business assets.
To find out more about how we can help please contact Chris

Contact details
T:0117 456 8775 | M:07979 541215 | E: chris.price@pactproperty.co.uk
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