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Hurford Salvi Carr is an innovative firm of property advisors and development consultants

who have become synonymous with urban living in central London. Our experience

and expertise in both the residential and commercial markets, in the City, West End, Docklands

and East London puts us at the forefront of property agency.

Since 1996 Hurford Salvi Carr has been a driving force of the ‘city living’ phenomenon

having sold more than 3,000 new homes in over 175 developments, the majority created

from former commercial premises, and we have played a pivotal role in the repopulation

of Clerkenwell and the City fringes.

As real estate agents we are widely respected throughout London and are well known in

property circles around the world. Our reputation is based on the accuracy of our advice,

the quality of our marketing, and most importantly for achieving results.

The Company is divided into six divisions, specialising in Residential Sales, New Homes,

Residential Lettings, Residential Investment, Commercial Agency, and Property Management.

In many instances the skills of each division combine to provide our clients with best advice.

Our fresh approach and award winning marketing expertise complements our service.

We are committed to providing a personal service to each of our clients and we maintain

the highest standards in every aspect of our business.

HURFORD SALVI CARR



In the second half of 2009, although the national recession continued
with GDP declining by 0.4% in the 3rd Quarter, property prices in the
Midtown, City and Docklands residential markets experienced
growth of 3%. For the Midtown and City sub-markets this continued
a trend which started in March 2009. For Docklands it signalled a
return to growth in sales prices for the first time since September
2007, reversing a 20% fall in prices over two years. The second half
of 2009 also saw a return to growth in residential rents across central
London after 18 months of decline. Increases in prices and rents in
2009 confounded predictions made by all commentators at the end
of 2008.

In the Midtown, City and Docklands markets residential prices rose
from July to September 2009, but in the 4th Quarter prices stabilised.
So, the evidence of rising prices in 2009 was limited to a six month
period from March to September 2009 for Midtown and City and three
months from July to September for Docklands. Figure 1 illustrates the
different patterns of change in 2009 for the three sub-markets:

• Midtown prices increased by 2% in the first half of 2009 and a
further 3% in the second half, giving aggregate growth of 5%.

• City prices increased most strongly in the first half of 2009 by 5%,
but the evidence was for a much lower rate of growth of 2% in
the second half, with aggregate growth in 2009 of 7%.

• Docklands prices were stable in the first half, but grew by 4% in
the second half, so annual growth was also 4%.

Looking across the whole market, average prices increased by 3%
in the second half of 2009, making for an annual growth rate of 6%.

Where the London market led in March 2009, the national market
followed. Taking the Halifax house price index as an indicator of
national trends, the seasonally adjusted national index recorded
sporadic increases in January and May 2009 against the downward
trend that had been established since September 2007. From July
2009 onwards, however, the index was positive, showing growth
over five months from July to November of 6.2%. Compared to its
lowest point in April 2009, the Halifax index at the end of November
showed an increase of 8.5% - similar to the levels of increase we
have recorded for Midtown, City and Docklands.

Price rises nationally and in central London in 2009 can be attributed
to historically low interest rates, lower prices after reductions
recorded from late 2007 and improved confidence deriving from
better than expected economic news. In Midtown, City and
Docklands there was the additional factor of the prevalence of cash
buyers maintaining demand, while the level of stock on the market
remained very limited. Improved prices do not tell the full story of
2009 and on balance, the low level of stock on the market lent
greater support to prices than an increase in the demand side.

The reason demand was weak had as much to do with bank lending
policies as the overall economic situation. The Base Rate hit a historic
low of 0.5% in March 2009. The Bank of England then initiated a £125
billion quantitative easing programme to stimulate the economy. This
was subsequently expanded and reached £200 billion after a vote at
the Monetary Policy Committee’s meeting in November 2009. Neither
low interest rates nor quantitative easing, however, had a positive
impact on the mortgage market where banks and building societies
maintained strict lending criteria. It is no surprise to find that 70% of
buyers across our offices in 2009 were 100% cash buyers. This set
an unprecedented limit to effective demand.

Residential prices in central London are strongly influenced by the
health of the City of London. In November 2009 Morgan McKinley’s
London Employment Monitor recorded a 15% increase in financial
services job vacancies year-on-year and the firm commented, “hiring
within London’s financial services sector is following an upward trend
as confidence starts to return, slowly but surely.” Meanwhile, the
stock market continued to show strong growth, with the bellwether
FTSE 100 Index rising a remarkable 48% from a closing low of 3,512
on 3rd March 2009 to 5,204 on 9th December 2009. It is no
coincidence that residential prices in Midtown, City and Docklands
also began rising in March 2009 and exhibited sustained growth in
2009 (Figure 2).
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CAPITAL VALUES AND RENTS RISE

market overview

FIGURE 1 : THE HURFORD SALVI CARR PRICE INDEX
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FIGURE 2 : THE FTSE 100 INDEX AND THE HURFORD SALVI CARR
CITY RESIDENTIAL PRICE INDEX, 2009

Source: Financial Times, Hurford Salvi Carr, CCR
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The gradual improvement in the jobs market in London throughout
2009, along with the stabilisation of the level of rental stock in the
market, led to rental growth in the second half of 2009. As in the
sales market, the evidence of increased rents was restricted to the
3rd Quarter, when demand receives an annual boost with the arrival
of third-level students, new entrants to the London jobs market and
the annual round of corporate lettings. After experiencing a reduction
in rent levels of 16% over 18 months to June 2009, rents increased
by 5%. Although nationally the return of buy-to-let investors was
flagged by the press, overall the investment market remained
moribund due to the lack of leverage from the banking system.

Sales prices and rents increased in London in 2009 on the back of
improved economic confidence. This relatively benign environment
was rudely shattered on 25th November 2009 when Dubai asked
for a six month debt standstill at Dubai World, the government’s
flagship holding company and developer of extravagant schemes
such as The Palm and The World. Residential values in Dubai were
reported to have fallen by up to 60%. Through P&O and Istithmar,

Dubai World is also a significant owner of commercial property in
London and other global centres. In response on 26th November,
the FTSE 100 Index fell 170.68 points, a reduction of 3.2% and its
biggest fall in 8 months. The following day, however, it posted an
increase of 51.6 points, or 1%. There may be longer term
implications for asset values globally, but mature global centres such
as London could be beneficiaries.

Although the Midtown, City and Docklands residential markets
performed far better than expected in 2009, we remain cautious
about short-term prospects. The first half of 2010 will be strongly
influenced by two factors: the continued ultra-conservative stance
of the banks on mortgage lending and political uncertainty generated
by the General Election which must be held by 3rd June at the latest.
Interest rates are widely expected to remain unchanged and
quantitative easing has most likely reached its limit. As a result we
envisage stable prices and rents in the first half of 2010, but the
potential for further modest increases of up to 5% in both prices and
rents in the second half of 2010.

Prices edged up in the Midtown, City and Docklands housing
markets in the second half of 2009, with an average rate of growth
of 3%. Transaction levels remained relatively low, however, and the
upward tick in prices had as much to do with the lack of stock for
sale as any demand side factors. Given the absence of mortgage
finance on reasonable terms, if there had been a bigger supply of
property for sale it is possible that there would have been no increase
in sales prices in 2009.

Taking a chronological view, July was the tail end of the unexpected
boost to the market from equity-rich buyers that had started in March
2009. August is the summer holiday season and is traditionally quiet,
but the normal September boost to sales transactions did not occur,
although there was evidence of purchasers from the euro-zone
buying apartments for family members at London universities. This
led into a typically quieter 4th Quarter, with low levels of transactions
and no further evidence of price increases. The impact of the
interplay of supply and demand factors led to 6% increase in sales
prices across Midtown, City and Docklands in 2009. The price of the
illustrated average one-bedroom flat increased by £20,000 during
2009 from £318,000 to £338,000 (Table 1).

In a continuation of the trend in the first half of 2009, it remained the
case in the second half that 70% of all transactions in our Midtown,
City and Docklands offices were from 100% cash buyers. It was

notable that there were fewer overseas buyers in the market in the
second half of 2009, in spite of continued weakness of the pound
against other currencies, especially the euro. The absence of
mortgage finance from British banks available at reasonable terms is
hugely influential to the sales markert.

The situation in 2009 is that the criteria set by the banks are too
onerous for the majority of prospective buyers, namely:

• high arrangement fees
• loan-to-value (LTV) ratios of 60%

1998

1999

2000

2001

2002

2003

2004

2005

2006

2007

2008

2009

N/A

+26%

+11%

+10%

+13%

-6%

+0.4%

+10%

+26%

+9%

-15%

+6%

150,000

189,000

210,000

230,000

260,000

245,000

246,000

270,000

340,000

371,000

318,000

338,000

N/A

+39,000

+21,000

+20,000

+30,000

-15,000

+1,000

+24,000

+70,000

+31,000

-53,000

+20,000

TABLE 1: ILLUSTRATED PRICE CHANGES FOR ONE-BEDROOM FLATS
1998-2009 IN MIDTOWN, CITY AND DOCKLANDS

Year End One bedroom Illustration
Market Value (£) Change in Value (£)

Price Change
%

Source: Hurford Salvi Carr, CCR
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MORTGAGE LENDERS RESTRICT DEMAND

sales market

ENDSLEIGH STREET, WC1 - SOLD SEPT 09 £2.650,000



In our market an LTV ratio of 60% implies an equity contribution by
the buyer of at least £150,000 for a one bedroom flat and £200,000
for a two bedroom flat. Where LTV ratios are higher, many individuals
are unable to qualify for loans because they are being offered less
attractive rates. There is an extent to which the banks are
undertaking employment-based “red-lining”, with more onerous
terms being offered to the self-employed or workers in sectors
perceived to be vulnerable such as property and finance. In our view,
a move to 80% LTV ratios would be required to stimulate the market,
with a relatively low risk to the banks. During 2009 it was “The Bank
of Mum and Dad” which was the dominant lender and investment
partner of choice / necessity.

One area where the banks appear to be more enlightened is with
regards to repossessions. Compared to the early 1990s there is an
almost complete absence of repossession stock in the Midtown, City
and Docklands markets. The Council of Mortgage Lenders in
November 2009 revised downwards its national projected
repossessions figure from 75,000 (equal to the previous record in
1991) to 48,000. Low interest rates and Government intervention
has helped. Obviously, there is the potential for repossessions to rise
in 2010 if there is a further improvement in prices which banks are
able to capitalise on, but at the end of 2009 there was no evidence
of this process in our market.

The second half of 2009 saw a return to increased prices in the
Docklands sub-market, after 21 months of decline, with prices up
by 4% (Table 2). In part this reflects better news from financial
occupiers at Canary Wharf, which is an important driver of the local
sales market. In late 2008 JP Morgan announced its intention to build
a new 2 million sq ft headquarters on the Riverside South site, and
preliminary work on piling and foundations was underway in the
second half of 2009. The occupancy rate of the existing estate
buildings also appears to be improving, with Barclays Capital under
offer in November 2009 on 300,000 sq ft at 20 Cabot Square. The
rate of increase in Docklands was slightly higher than in the Midtown
and City sub-markets, where the rates of price growth in the second
half of 2009 were 3% and 2% respectively.

It remains the case, however, that Docklands prices are still 16%
lower than the peak level of September 2007 (Table 3). The peak to

trough fall in prices in Docklands was 20%, compared to 13% in
Midtown and 15% in the City. During 2009 Midtown and City prices
have increased by 5% and 7% respectively, against a 4% increase in
Docklands. Our evidence indicates that in Midtown and City prices
are still 8% below the 2007 level with Docklands at twice that level
of discount.

The overwhelming dominance of cash buyers in the sales market
had significant implications for property types. There was less of a
tendency for buyers to plump for what one might term “standard”
apartments and there was a “flight to quality”. Buyers sought “one-
off” properties with outstanding features, particularly roof terraces.

There was also an effect by price band with growing demand and
activity for larger units and penthouses in excess of £1 million in the
second half of 2009. The Midtown and City Fringe sub-markets in
particular have a diversity of types of units, very many carved out of
former commercial buildings, including factories, warehouses and
offices providing character properties popular with buyers.

By the end of 2009 there was something of a stalemate in the sales
market which led to prices plateauing in the final three months of the
year. On a positive note, this was borne out of a higher level of
confidence engendered by local and national press coverage during
the second half of the year. An unfortunate side effect of enhanced
confidence, however, was the claims by some agents that prices
were “back to 2007 levels” with evidence of over-valuing to
encourage reluctant vendors to place property in the market.
Needless to say, these properties remained unsold or had been
withdrawn from the market by the end of the year.

The recovery of prices in the sales market in 2009 was borne out of
a particular set of market circumstances of low demand and low
supply set against a backdrop of a fragile economy. There is no
sense at present, given the economic situation and the attitudes of
the banks, that we will go back to the market conditions of the 2005-
2007 period which were characterised by high demand, high supply
and exponential price increases. The market ended 2009 in better
shape than at the end of 2008 and we are confident that we will see
further improvement by the end of 2010.
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Bloomsbury, WC1

City, EC

Docklands, E14

-13%

-15%

-20%

+5%

+7%

+4%

-8%

-8%

-16%

TABLE 3: PRICES COMPARED TO THE MARKET PEAK
FOR TYPICAL ONE-BEDROOM FLATS

Sub-Market Peak to Trough
Sept 2007 - Feb 2009

Trough to Current
Mar 2009 - Dec 2009

Peak to Current
Sept 2007 - Dec 2009

Source: Hurford Salvi Carr

Bloomsbury, WC1

City, EC

Docklands, E14

£386,000

£365,000

£282,000

£398,000

£372,000

£293,000

+£12,000 (+3%)

+£7,000 (+2%)

+£11,000 (+4%)

TABLE 2: PRICES FOR TYPICAL ONE-BEDROOM FLATS (500 SQ FT)
JUNE TO DECEMBER 2009

Sub-Market December
2008

December
2009

Change
(%)

Source: Hurford Salvi Carr

LEATHER LANE, EC1 - STUDIO FLAT, SOLD AUG 09 £317,500

CLOCKTOWER, ST JOHN ST, EC1 - SOLD DEC 09 £1,215,000
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PREMIUM PRICES SET TO RETURN

new homes market

Development finance for housing construction has now been absent
from the market since the beginning of 2008. At the end of 2009 there
was no immediate prospect of bank funding becoming more widely
available to the developers. The improvement in the market during
2009 boosted the sales rates of the reduced number of new-build
units recently completed. Just as in the commercial property market,
we can identify that the development hiatus will lead to “selective
shortages” for new build homes from 2010 onwards. It is quite
possible that developers with stock will move from being “distressed
sellers” to having a “premium-product”, with prices to match.

Another feature of the new homes market in the second half of 2009
was the return of overseas exhibitions, particularly in Hong Kong tapping
into Chinese equity. Evidence of pre-selling is expected to give some
banks the confidence to provide finance for development. Overseas
buyers are less concerned with the day-to-day functioning of the market
and are attracted by headline reductions in capital values since 2007. In
other words they consider that they are buying at the bottom of the
market and they believe in London as a secure long-term investment.
The exhibitions are mainly selling off-plan developments with the buyers
considering that they will achieve capital uplift by the time of completion
in, say, 2012 which just happens to be London’s Olympic year.

The portfolio of New Homes for sale by Hurford Salvi Carr in the
second half of 2009 was indicative of wider trends in the market.
There were three main areas of activity:

• Small-scale niche developments in Midtown and the City, often of
less than ten units, in character buildings and vibrant mixed-use areas

• Larger scale developments in the City with 50-60 units for sale
• Future large scale developments in regeneration areas east of the City

Looking at niche developments, September 2009 saw the sale
of all five apartments at Nugent Walters’ The Printworks,
84 Clerkenwell Road, EC1, a distinctive “flat-iron” building which
had been vacant for at least a decade prior to conversion. Prices for
the four two bedroom flats and three bedroom penthouse exceeded
£750 per sq ft. At the same time the commercial space on lower-
ground, ground and first was let to award-winning hairdresser Brooks
and Brooks, currently based in Sicilian Avenue, to provide two levels
of salon and one floor of HQ offices.

In July 2009 8 apartments were launched at 1 Baker’s Row, EC1,
developed by Great Marlborough Estates and designed by Piercy
Conner. The brand new modernist building is to the rear of the
famous pioneer gastro-pub The Eagle. By the end of November
2009 three of the eight units (two studios, four one-bedrooms and
two two-bedrooms) had been sold. Asking prices for the remaining
units range from £290,000-£605,000 (£820-£950 per sq ft).

Further east in New Street, EC2,, a shared-surface pedestrian street
which links Bishopsgate with the Devonshire Square office complex, we
launched three Grade II listed Georgian houses. The houses are each
2,300 sq ft with three reception rooms and three bedrooms, entered via
attractive porticos with fanlights and were converted from offices back
to their original residential use by developer Eastbank. The asking price
for the houses is from £1.95 million to £2.1 million. Residential use in
the street will be consolidated in 2010 with the completion of another
office to residential conversion at Shield House, where there will be 14
large apartments ranging from 1,400 to 2,800 sq ft.

Turning to larger scale schemes, in September 2009 Hurford Salvi
Carr launched a brand new development of 59 apartments for 
Nicholas King Homes atNumber One EC1, 1 Lamb’s Passage,  EC1,

immediately north of The Barbican. The collection of studios,
one-bedroom and two-bedroom apartments saw the first fully
finished units completed in December 2009, with features including
comfort-cooling and a porter service. Final completion is due in
February 2010. By the end of December 45% of the scheme had
been sold. Close by, United House recently achieved prices of £925
per sq ft at Frobisher Crescent in the Barbican centre.

Forward-selling to UK purchasers disappeared from the market over
the past two years due to falling values and lack of mortgage
products for off-plan buyers. With the market widely perceived to
have bottomed out in terms of pricing, off-plan sales are again being
pursued as a marketing strategy for larger blocks. In the second
half of 2009 Hurford Salvi Carr was appointed by Telford Homes
to co-ordinate international marketing on three schemes at
The Saunders Apartments, E3, part of the Merchant’s Quarter
development, a new development at Cable Street/The Highway, E1,
and Avant-Garde, Bethnal Green Road, E1.

Avant-Gardewill be a particularly striking development. This very large
site on the south side of Bethnal Green Road was cleared in 2009, is
close to the Broadgate office complex and overlooks the East London
line which is set to open in 2010. In March 2008, Telford secured
permission for 257 apartments in a 25 storey tower, along with 103
social housing units (including 94 social rented and 9 shared ownership
units) as well as 37,000 sq ft gross of mixed commercial space.

In Docklands, the Pan Peninsula scheme was completed in 2009. In
four other major schemes that were under construction at the end of
2009, The Landmark, Canary Quarter, Lantern’s Court and Baltimore
Wharf there were a further 2,700 units underway. With some pre-
sold units returning to the market and new launches taking place,
sales prices are likely to be under pressure here throughout 2010. On
the other hand, completed units in Pan Peninsula and The Landmark
have proved popular with tenants. 

The extreme slowdown in new housing starts in 2009, which is likely to
continue into 2010, could be of benefit to schemes which are being
forward-marketed for completion from 2011 onwards. In Midtown, City
and Docklands there were only 317 private housing starts in 2009
according to EGi’s London Residential Research database (defined by
post codes E1, E14, EC1-4, WC1-2). Of the 27 schemes which started
in 2009, only three exceeded 14 units, indicating the preponderance of
niche schemes with more modest funding requirements. The level of
private housing starts is just 10% of the level seen in 2007 when 3,150
units commenced in the same area in 67 schemes and 14% of the
level in 2008 when 2,230 units started in 47 schemes.

NO.1 LAMB’S PASSAGE, EC1 - LAUNCHED SEPT 09 FOR NICHOLAS KING HOMES
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FIGURE 3 : WEEKLY OPEN MARKET RENTS IN MIDTOWN, CITY AND DOCKLANDS
1998 - 2009

Ju
n 
98

D
ec
 9
8

Ju
n 
99

D
ec
 9
9

Ju
n 
00

D
ec
 0
0

Ju
n 
01

D
ec
 0
1

Ju
n 
02

D
ec
 0
2

Ju
n 
03

D
ec
 0
3

Ju
n 
04

D
ec
 0
4

Ju
n 
05

D
ec
 0
5

Ju
n 
06

D
ec
 0
6

Ju
n 
07

D
ec
 0
7

Ju
n 
08

D
ec
 0
8

Ju
n 
09

D
ec
 0
9

Source: Hurford Salvi Carr, CCR 2 bed 1 bed

550

500

450

400

350

300

250

200
W
ee
kl
y 
R
en

t £

TENANTS LOOK TO RENEW AS RENTS RISE

rental market

The second half of 2009 saw the balance of power between
landlords and tenants in tenancy negotiations tip marginally towards
the landlord for the first time in 18 months. Throughout 2008 and
the first half of 2009 tenants had been able to negotiate lower rents
due to the imbalance between supply and demand, as sellers
became “accidental landlords” and developers opted for the rental
market when unable to secure sales due to the lack of mortgage
finance. In the second half of 2009, however, supply became more
restricted and it was no longer possible for tenants to secure better
terms, either on new leases or renewals.

There were a number of inter-related factors behind this change:

• Increased demand for rental property, reflecting in turn an
improvement in the central London employment market in the
second half of 2009.

• Relocation agents representing corporate tenants became
more active.

• Enhanced demand from students at the start of the new
educational year in September 2009, when demand for rental
property reaches its annual peak.

• A higher rate of renewals in situ which reduced the level of re-
marketing of rental stock.

There was limited evidence that “accidental landlords” were
withdrawing from the rental market to place their property on the
sales market in the light of improved confidence and higher prices.
As a result of this shifting balance, residential rents in Midtown, City
and Docklands increased by 5% in the second half of 2009 (Figure
3). The typical rent for a two bedroom flat increased by £20 per week
to £450 per week and for a one bedroom flat by £15 per week to
£340 per week. It is notable, however, that the pressure for rental
increases was concentrated in the 3rd Quarter from July to
September and that the market stabilised once more in the 4th

Quarter. In spite of increases, the rental option continues to offer very
good value to tenants, especially in new major developments near
Canary Wharf such as Pan Peninsula and The Landmark with very
high quality finishes and where there are additional amenities and
facilities on site. In December 2009 we were marketing one bedroom
flats in these new developments from £325 per week.

It remains the case that demand pressures in the rental market are
“artificially” high due to the significant proportion of “reluctant
renters”. These occupiers would prefer to buy but have been
excluded from the sales market by the mortgage lending policies of
the banks and building societies. The longer the banks continue to 

exclude potential purchasers from the sales market, the greater the
proportion of renters who will eventually exit the rental sector for
owner-occupancy. This will have repercussion for rental and sales
markets in the future.

Another factor which could have had an impact on demand for rental
property is the large number of bespoke student schemes being
constructed by specialist operators such as Unite and Blackstone.
Student accommodation has remained a buoyant sector in the
property market due to increased demand from students and
the absence of major planning gain considerations for developers
(student accommodation does not attract section 106 contributions to
affordable housing). Some demand for private rented accommodation
has been siphoned off into bespoke student schemes, but not to
extent of impacting on rent levels. Student accommodation is by no
means cheap and it is our experience that the parents of overseas
students often prefer their adult children to be in self-contained flats.

ST PANCRAS CHAMBERS, WC1 - 5 FLATS LET 2009

ONE WEST INDIA QUAY, E14 - 2 BED FLAT LET JULY 09 £625 PW
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Gross Annual Income £
Capital Value £
Gross Initial Yield %

Note : gross yields are typically reduced by 2.5% points by costs and voids
Source: Hurford Salvi Carr, CCR

15,600
150,000

10.4

TABLE 4: ILLUSTRATED INITIAL YIELDS FOR ONE BEDROOM FLATS IN MIDTOWN, CITY AND DOCKLANDS 1998 TO 2009

Dec
1998

14,300
189,000

7.6

Dec
1999

16,900
210,000

8.0

Dec
2000

16,120
230,000

7.0

Dec
2001

15,600
260,000

6.0

Dec
2002

14,820
245,000

6.0

Dec
2003

14,820
246,000

6.0

Dec
2004

15,340
270,000

5.7

Dec
2005

18,200
340,000

5.4

Dec
2006

20,020
371,000

5.4

Dec
2007

18,220
318,000

5.7

Dec
2008

17,680
338,000

5.2

Dec
2009

INVESTMENT ACTIVITY SPORADIC

investment market

The residential investment market remains in no-man’s land. Net initial
investment returns are unattractive and the London market has
always played to the combination of rental income and long-term
capital growth. With capital values having fallen by 15%-20% peak to
trough and the first evidence in 2009 of rising house prices and rents,
now would seem to be the ideal time to enter the market to take
advantage of the lower entry price. The unavailability of bank funding,
however, places an insurmountable barrier to most investors.

That is not to say that there is an absence of players wishing to
participate in the market. If the banks continue to stay outside
the market, there is the potential for investment clubs to participate in
the investment market as long as these are not highly leveraged.
Taking a different tack, some funds have been established to take
advantage of distressed sellers in the market place, but there is little
evidence to date of distressed sellers in the Midtown, City and
Docklands markets. We have noted a growing trend for investors to
come together, bi-passing the banks where possible and using their
cash effectively. 

If they were able to buy, investors are typically seeking significant
discounts and for initial yields to be at least 6%. For better quality
stock, including brand new stock, in Midtown, City and Docklands,
initial investment returns are in the order of 4%-5%.

In June 2009 gross initial yields had fallen to 5.2% and the movement
of capital values and rents in the second half of 2009 broadly
maintained the state of equilibrium in the investment market. Rents
rose on average by 5% and capital values also increased, although at
a slightly lower average rate of 3%. The overall effect was to maintain
gross initial yields at 5.2% at December 2009. On an annual basis,
however, capital values were higher and rents were lower than at the
end of 2008, compressing yields by 50 basis points over the year
(Table 4 and Figure 4). It is only with significant discounts that individual
deals can be made attractive and as a result, investment deals are few
and far between.

Looking ahead, in the Pre-Budget Report of 9th December 2009,
the Chancellor outlined the Government’s intention to build on the 
findings of the 2008 Rugg “Review of Private Rented Sector
Housing” by preparing a consultation document on the contribution
of the private rented sector. In particular, the Government is
interested in increasing the level of supply of private rented
accommodation, particularly by financial institutions, and the barriers
there are to such investment. 

Liz Peace, chief executive of the British Property Federation
commented, “What people need to understand is that – by definition
– rental housing is affordable housing. We must do more to support
those who won’t be able to afford to buy and it’s critical that we do
whatever is necessary to encourage new funding into development.”

FIGURE 4 : CAPITAL VALUES AND YIELDS FOR ONE-BEDROOM FLATS IN
MIDTOWN, CITY AND DOCKLANDS 1998 - 2009
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FORECASTS FOR 2010

market prospects

Overall, 2009 saw a significant improvement on 2008 in the
residential sales and rental markets in Midtown, City and Docklands.
Prices and rents rose, predicated on a base level of demand with a
continued flow of transactions in the sales market and strong
demand for rental property. This provides a platform for the market
in 2010 based on affordability for both buyers and tenants compared
with the market peak in 2007. 

The Sales Market

The major structuring factor for the sales market in the first half of
2010 will be the General Election. Whatever the media is saying
about the outcome, there will be no certainty until the results are in.
Even then, there is the potential for a hung Parliament. Generally
markets do not like uncertainty, especially in the context of the 
fragility of the UK economy and the continued flow of bad news
emanating from the UK’s involvement in Afghanistan. One positive
factor for the sales market, however, is that the UK Base Rate is likely
to remain at 0.5% until after the Election. 

Another significant factor is how bank lending policies will evolve in
2010 and beyond. For demand to be extended beyond cash buyers, 
which places limits on the demand for property in the sales market, 
banks would have to move to higher LTV ratios than 60% for their
most attractive products. This is highly unlikely to occur in the short-
term, and we do not see the banks making a positive contribution to
strengthening the sales market in the first half of 2010.

During 2009 there was much discussion in the press of the “return”
of City bonuses, which were unacceptable in the immediate
aftermath of the banking crisis and the bailing out of the banks by the
Government. As a result, bankers’ bonuses were targeted by the
Chancellor in his Pre-Budget Report in December 2009, with the
announcement of a 50% windfall tax between December 2009 and
5th April 2010. The first £25,000 of the bonus is exempt and 20,000
bankers are expected to be affected. 

Up until 2007 City bonuses had a significant influence on sales prices
in the Midtown, City and Docklands markets which form the
immediate residential context to the financial services sector. Many
City workers that benefitted invested in the local housing market.
Our evidence indicates that the more modest bonuses paid early in
2009 were not utilised to finance house purchase, but rather went
into de-leveraging existing loans and debt. We expect to see a similar
pattern in the first half of 2010. 

On balance, as a result of the above factors, we forecast that
residential sales prices in the Midtown, City and Docklands housing
markets will remain stable in the first half of 2010. Even if the market
starts the year well in the 1st Quarter, it will be in limbo for the Election
in April and May, with demand relatively limited and modest levels of
stock on the market.

In the second half of 2010, however, we do see some potential for
price growth of between 3% and 5%. The uncertainty of the Election
will have passed, the economy is likely to moving slowly into a
modest growth phase and employment in London is likely to be more
positive.  There is also the start of the Olympic effect, which will
become even more apparent in 2011. As a result there is a strong
possibility that prices will be back to 2007 levels by the first half of
2011. Set against this, the new Government’s honeymoon period is
likely to be short with the necessity for higher taxes and cuts in public
expenditure. From the middle of 2010 to 2012, the consequences of

a reduced planning pipeline in Midtown, City and Docklands will be
a price premium for new homes against secondhand stock.

Looking to the longer term, the latest demographic and employment
forecasts for London indicate a positive underpinning to both the
sales and rental markets. In October 2009, the Mayor of London
published the new Draft Replacement London Plan, based on
revised projections for population and employment growth to 2031.
Although the projections are somewhat lower than in the previous
London Plan adopted in 2008, they still show significant growth for
London over the next twenty years (Figure 5).

FIGURE 5 : LONDON’S POPULATION 1971 - 2031
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The projection shows London’s population rising through a
combination of natural increase and net in-migration from a current
estimate of 7.63 million to 8.89 million by 2031, an increase of
16.5%. The Replacement London Plan also projects employment
growth of 16.5% over the period 2007-2031, with 770,000 additional
jobs. By location it is expected that Central and Inner London will
capture the largest share of future jobs growth. The Midtown, City
and Docklands housing markets are located around the nexus of
London’s future growth in the Central Activities Zone.

The Rental Market

The prospects for the rental market in 2010 will be strongly
influenced by the strength of the employment market in central
London, the level of rental stock in the market and the continued
inability of reluctant renters to move into the sales market. 

Although the latest official data to end of 1st Quarter 2009 saw
London employment decline by 0.6%, data from other surveys in the
second half of 2009 suggests that a degree of confidence returned
to the London economy from May 2009 onwards. The Purchasing
Managers’ Indices for both Business Activity and New Orders turned
positive during 2009, with rates of 59.6 for Business Activity and
58.2 for New Orders in October 2009 (scores above 50 indicate
growth on the previous month). Increased activity and orders in the
second half of 2009 provide the basis for stability or even marginal
growth in employment in the first half of 2010.

Demand for rental accommodation will also be bolstered by the
inability of renters to get onto the housing ladder. With mortgage
lending criteria unlikely to ameliorate in the first half of 2010, housing
stock for sale is likely to remain beyond the reach of first time buyers.
We anticipate high rates of tenancy renewals as prices stabilise or
rise and tenants seek to avoid unnecessary relocation costs and
higher rents.

Once again, however, the cyclical nature of the rental market is likely
to have the most significant impact on the prospective changes in
rent levels during 2010. Demand for rental accommodation reaches
its peak in the 3rd Quarter. In our view rent levels are likely to remain
unchanged in the first half of 2010, with the Election also being a
factor, albeit not as strongly as in the sales market. In the second
half of 2010, however, the natural cycle of enhanced demand is likely
to engender a rental increase of around 4-5%, in a similar pattern to
that experienced in 2009. 

Looking beyond 2010, one of the biggest influences on the rental
market will be the eventual return of mortgage lending on reasonable
terms. When this happens there will be significant pent-up demand
from “reluctant renters” and this will evidently reduce the demand for
rental stock. Buy to let investors should be aware that an oversupply
of stock could lead to lower rents. On the other hand, when the
mortgage market opens up again, a proportion of units which are
currently in the rental market are expected to be put up for sale in a
rising market. This may have the effect preventing an excessive
imbalance of supply over demand.
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