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“It was June, and the world smelled 
of roses. The sunshine was like 
powdered gold over the grassy 
hillside.” — Maud Hart Lovelace,

While the above might be a little 
over the top the sun shone briefly 
on the UK economy in June with 
GDP growing by 0.5% compared 
with May. 

This growth was partly as a result 
of the good weather in June 
boosting tourism and hospitality.  
However, judging by the number 
of insolvencies of pubs and other 
leisure businesses the sector is 
still struggling. 

Speaking and working closely with 
other agents there is no doubt 
that property sales are becoming 
more difficult, with lenders taking 
a close look at all aspects of their 
security. 

When launching properties to the 
market, it is more important than 
ever to get all relevant information 
together as purchasers and 
lenders are becoming more risk 
adverse.  

Chris Price 
Director

If only I had 
a crystal ball

Although the headline inflation rate 
is beginning to fall concerns persist 
about the core measure which could 
remain a little more troublesome. 
With interest rates now at 5.25% 
there is market expectation that 
the interest rates will have to stay 
higher for longer than was previously 
expected. 

The Bank of England may be nearing 
the peak of the rate increases, 

however, I predict that on 21 
September, when the Monetary 
Policy Committee next meet, rates 
will be increased by a further 0.25%.

Feedback around commercial real 
estate points to the subdued trend 
persisting, while the resilience in the 
residential sector is seen as likely to 
fade.

Environmental Matters

Our recent experience suggests that buyers and lenders are starting to place 
considerable significance on having a decent Energy Performance Certificate 
(EPC), with the impact of Minimum Energy Efficiency Standards (MEES) be-
coming real to landlords.

MEES were first introduced in 2018 requiring commercial properties to have 
an EPC of ‘E’ or better prior to the grant of a new lease. 

From 1 April 2023 MEES will apply to all leases, meaning it is now unlawful to 
continue to let a commercial property with an EPC band below E, unless the 
landlord registers an exemption. This will impact landlords of older buildings 
which may never have been assessed for an EPC, but at the end of a lease this 
becomes a major issue. 

Gas space heaters are a particular issue and if replaced with electric radiant 
heaters can change an EPC rating from and F to C.  However, there are cost im-
plications not only in respect of capital costs but also running costs with radiant 
heaters not being suitable for all situations. 

Watch this space, but with the Government setting targets to achieve zero 
emissions the energy efficiency of commercial building will become ever more 
important.

Economic Drivers
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Significantly, 58% of respondents 
to a recent RICS survey noted that 
homes with better energy efficiency 
credentials are holding their value in 
the current market. With continued 
uncertainty in the energy markets 
and a possible price spike this coming 
winter I would expect this trend to 
continue. 

The sharp increase in borrowing 
costs is likely to exert a significant 
drag on housing market activity in 
the near term but I do believe that 
over the next 24 months the market 
will stabilise. 

By contrast demand for rental 
properties remains very strong while 
at the same time more landlords than 

ever are leaving the letting market. 
This imbalance between supply and 
demand is likely to drive rental prices 
higher in the short term.

Over the next 12 months I would 
expect house prices to fall on 
average by about 5% while rents 
will increase by 5%.

It would be difficult to miss the general sentiment surrounding house prices.  
However,  it would also be easy in my opinion, to overestimate the fall.  June 
2023, saw an annual fall (in prices) of 3.5% compared with June 2022 with 
East Anglia being the worst performing region down 4.7%.

Residential Property
My 
predictions:

So what happened in Q2 2023?

39%

Mortgages (%)  
of  take home pay

the typical length for   
secured loans

31 – 35 years 



insights | issue 4 www.pactproperty.co.uk

Industrial: The first half of 2023 has seen the lowest take up of industrial space since 2013, 
however, Savills report that their ‘Requirements Index’ has rebounded in 2023.  This would 
suggest, that with a time lag of approx. nine months, the second half of the year should be 
more positive. 

The strongest growth in demand is coming from increased online retail, with data from 
‘Statista’ predicting online retail penetration of 35% by 2027 together with manufacturing-
related occupiers looking to de-risk their supply chains, by setting up facilities closer to 
home.

Lastly, as the population of the UK continues to grow, research from the British Property 
Federation (BPF) predicts each new household will require 69sqft of warehouse space 
(equating to a total of 224m sqft) by the end on 2023.

Prediction: The market will stabilise over the coming months with a modest rebound in 
the first half of 2024 

Offices: As mentioned earlier, offices are polarised between ‘best-in-class’, that continue to 
change hands at relatively aggressive yields and command premium rents, and secondary 
assets where further falls of up to 5% are expected this year. 

On a regional level the Q1 2023 take up for Bristol was 83,000sq ft which was below 
the Q1 average, with just over 20,000sqft being Grade A.  The biggest Q1 deal being the 
acquisition by Mitchelmores at 10 Victoria Street.  Generally, the sub 5,000sqft size band 
saw an increase in demand. 

Prediction: As predicted, in my Q1 2023 bulletin, overall returns will continue to fall 
especially in the secondary sector with capital falls of 5% and rents of 4%.

Retail: UK retail sales volumes, in June 2023, increased by 0.7% from May 2023, driven 
by unusually hot weather and a rebound in food sales. UK retail footfall was 4.2% higher 
than the same month in 2022 and according to Springboard, high street retail was up 5.2%, 
shopping centres by 4.4% and retail parks 1.8%.

With the recently announced administration of Wilko and earlier administrations of 
Paperchase and M & Co, where only a small percentage of the shops were taken over, the 
high street remains under pressure. Overall vacancy rates are close to 14%.

Prediction: The outlook for the sector remains largely negative with further falls expected 
over the coming months. 

The generally cautious mood 
in real estate markets is clearly 
demonstrated  in a recent RICS survey 
with; 70% of respondents seeing the 
market in a downturn phase and a 
further 15% judging it to be at the 
bottom.  It is interesting to note that 
three-fifths of the same respondents 
view the market as offering fair value. 
To some extent this reflects the sharp 
drop in capital values (around 20% 
according to CBRE) that has already 
taken place.

In previous bulletins I have referred 
to the divergence between prime 
and secondary assets and it would 

appear that this trend has continued. 
For example, prime office values are 
expected to remain relatively stable 
while secondary are generally viewed 
as likely to post a further decline in 
value in the region of 5%.

Continuing on the environmental 
theme, Knight Frank report that 
58% of leading investors are actively 
looking to buy older offices that 
require significant improvement 
to meet future environmental 
standards, with a view to upgrading 
or re-purposing to residential. 

The negative market sentiment has continued with second quarter numbers 
reporting a hefty 41% below the quarterly 5 year average at £7.4bn.

Commercial Property

My predictions:

respondents to RICS Survey perceive 
the market to be in downturn.

-41%
2nd qtr transaction activity 

down 41% at £7.4bn 

70%
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I 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. 

My predictions:
Private housing is down 15%; 
this contrasts strongly with the 
infrastructure component which is 
showing a similar gain over the same 
time period thanks to HS2, Hinkley 
Point and the Thames Tideway.

Looking forward, feedback provided 
in the Q2 RICS Construction Monitor 
suggests that order books in the 
private residential sector will be fairly 
flat over the next twelve months.

The short term challenges for the 
sector continue to be material costs 
despite some signs that the price 
trend of key commodities is easing. 
Labour related issues remain high with 
financial constraints being viewed 
as increasing in significance. Profit 
margins are expected to narrow over 
the coming months with insolvencies 
predicted to remain high.

With the property boom well and truly over and the demise of 
cheap money, winds of change are certainly blowing through 
the sector. Whether the winter will be severe or mild will largely 
depend on external macro-economic events which we will report 
on in following bulletins.

Not only can PACT provide the normal RICS valuation and sales service for all business assets classes including property, 
plant and machinery, and business assets - we also provide a rapid and competitive desktop leasehold valuation and 
report for insolvency clients, these are currently priced from £500 (plus VAT). To find out more contact Chris 

Contact details

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

Official data on construction activity is pointing to an essentially flat picture 
at an aggregated level, however this masks significantly divergent trends at a 
sector level. 

Construction: 

RICS Property & Asset Valuer

fall in private housing output 
over the last 12 months. 

Current 
tender price 

inflation 

-15%

3.5%

“Wild is the music of the Autumnal 
winds amongst the faded woods.” 
William Wordsworth


