LOCKDOWN
AND BEYOND
Spring/Summer 2020

In January of this year no one could have predicted that in just a few months the global economy
would be brought to an abrupt standstill as a result of a viral pandemic.
There is no need to wait for the official economic data to begin to appreciate the scale of the
financial impact that COVID -19 is continuing to have on the economy and it is against this
unprecedented background that we thought it might be helpful to let you have our current
thoughts on how we see the situation impacting on Rougemont’s investor portfolio and on the UK
property sector in general.

OVERVIEW
The global economy has contracted sharply but, encouragingly, it is forecast to be relatively temporary;
nevertheless, a UK recession during 2020/2021 is now inevitable.
Despite this the UK economy is currently projected to grow by 4.00% in 2021 (5.8% globally) as economic activity
normalises (assuming that the impact of the pandemic continues to decrease during the second half of 2020 and
that containment efforts can be gradually and safely unwound). (IMF, April 2020).

SUMMARY
•

The fiscal response in affected advanced economies has been swift and unparalleled.

•

The cost of global health and stimulus measures is estimated to be $3.3trillion (IMF, April 2020).

•

The majority of stimulus packages have been funded largely through additional borrowing, with the UK set to
borrow £230 billion in 2020. (IMF, April 2020)

•

The UK Government’s Coronavirus Job Retention Scheme has been widely accessed with 1 million companies (or
79% of businesses) having applied and a third of the UK workforce on furlough (Office for Budget Responsibility,
May 2020).

•

Although the scheme has helped many companies avoid making employees redundant, the OBR still expects a
lasting effect on unemployment which is forecast to rise to 10.0%, from its current 3.9% rate, before easing to
around 7.3% by the end of the year. The rate is expected to remain elevated until 2023, when it is forecast to drop
back to 4.0% (Office for Budget Responsibility, April 2020).
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UK PROPERTY
MARKET COMMENTARY
Whilst the COVID-19 pandemic has already had a notable impact on public
equity markets, the impact on the real estate sector is more difficult to
quantify given the nature of the asset class, lease structures and investmenthold periods that typically extend over multiple years, as well as a reliance
on valuations which are almost impossible to assess in the current climate.
Furthermore, the impact will not be felt uniformly across all asset classes,
with some property types more exposed than others.
•

UK all property valuations fell 2.7% in Q1 2020; retail assets suffered
the worst falling by 6.3%, although asset valuations were caveated with
Material Valuation Uncertainty clauses (MSCI 2020).

•

Although Q1 2020 investment sale volumes were up year-on year,
transaction volumes have reduced very rapidly from March 2020. There
was £808m of transactions in April 2020, the lowest monthly volume
recorded since November 2008 (Property Data, May 2020).

•

Nationally across all sectors, only 60% of tenants have paid rent in March
2020 (versus 90%+ in an average quarter). Those landlords who are
most exposed to retail and leisure have reported that less than 50% of
their expected rent was paid, while those with an office bias reportedly
collecting between 60% and 80% (Savills, April 2020).

•

The expectation is that rent collection for Q3 will be weaker due to
tenants being faced with rental payments when not having been able
to operate their businesses and generate income during the quarter.
Compounding this is the impact of the Government having introduced
the Coronavirus Act at the commencement of Lockdown, which contains
amongst its provisions a moratorium on landlords being able to seek
legal redress against tenants failing to make payments under the terms
of their lease. Sadly, the Government has provided very little support for
landlords.

•

Despite the decline in valuations, we expect this period to be shortlived; The property sector is not as heavily indebted as it was during the
2008 financial crisis and the current low levels of supply, within both the
residential and commercial market, will assist the prospects of a return
to growth. Landlords therefore need to be patient, manage their income
returns from tenants and make sure any new lease negotiations include
the flexibility to be reviewed in the medium term in order to protect long
term valuations.
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BEYOND LOCKDOWN BY SECTOR:
Offices

Retail and Leisure

•

•

The majority of restaurants and leisure venues
remain closed and retail stores are having to
adapt to operating with social distancing mesures
in place. Even before the pandemic the sector
was struggling; the lockdown process has simply
accelerated that decline and only those operators
who are financially robust enough to continue
‘riding out’ the crisis and have the ability to adapt
to the new retail landscape will survive.

•

Many tenants are already flagging their intention
to seek turnover related and monthly in arrears
rental payments.

•

For many landlords who are overly exposed
to this sector their efforts will now be spent
on attempting to financially re-engineer their
businesses and, wherever possible, ‘re-purpose’
their properties into an alternative use. In many
cases this may prove impossible to achieve;
We will continue to cautiously monitor the
opportunities that will inevitably arise within the
sector and will only propose acquisitions where a
clear investment strategy can be established.

•

Post pandemic, the nature of future office
accommodation and occupier requirements
remains unclear. Large national organisations,
with UK wide office exposures, may seek to
rationalise their operations to smaller satellite
offices having experienced the benefits of staff
working from home. However, we believe that
the requirement for a central office location will
remain core for many businesses as it provides a
communal resource and focal point for operations.
Nevertheless, future changes in working practices
may result in landlords with single occupation
properties providing multi-let solutions to
accommodate such changes.
There is not the level of speculative construction
that we have seen during previous crises/
downturns and much of the current development
pipeline stock is pre-let in all major office
markets. This should provide an element of
resilience to rental levels and for this reason
we will continue to source small cost-effective
office accommodation which is underpinned
by a shortage of supply and increased occupier
demand.

Industrial
•

Optimism remains in the small to medium sized industrial sector (10,000sq ft – 150,000 sq ft) with the general
consensus being that it is well placed to emerge strongly from the downturn. Since Lockdown started it is
reported that the industrial sector has received 20 million sq ft of new requirements which is largely linked to the
online sales leap of 31% of all sales in April 2020. It is now predicted that online food sales will double. (Cushman
and Wakefield Research May 2020). For this reason, we see only a minor impact on values in the short term.

•

Whilst this continues to remain a strong target sector for Rougemont, the challenge will be gaining exposure to
the sector in a manner that delivers at an appropriate return for investors. In May 2020, Savills Research Prime
Yield assessment placed returns from industrial and distribution at 4.50% per annum with multi-let industrial at
4.25% per annum.
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NEW
OPPORTUNITIES
Dalton Industrial Estate,
Thirsk, North Yorkshire A1 (J49) / A19
A1 (M)

J49

A19

DALTON
INDUSTRIAL
ESTATE

In May 2020, Rougemont and Opus North, a Yorkshire based leading national industrial warehouse developer, jointly
acquired (subject to planning) 38 acres of allocated industrial distribution land at Dalton New Bridge, Thirsk. Dalton is
a strategically established industrial estate 2 miles from the A19 / A1 junction in North Yorkshire.
Working closely with Hambleton District Council we aim to achieve an outline planning application for c.475,000 sq ft
of industrial and distribution accommodation to service the shortage of availability between Leeds and the North East.
Once planning permission has been achieved, the opportunity will be launched to Rougemont’s investors to participate
in funding the land acquisition.
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Disclaimer
This document is for information purposes only and does not constitute an offering of any investment, product, service or fund; recipients should
consult their respective advisors regarding such matters. This document may not be used in making any investment decision. This document contains
only summary information and no representation or warranty, express or implied, is or will be made in relation to the accuracy or completeness of
the information contained, by Rougemont.
Nothing contained herein may be relied upon as a guarantee, promise, assurance or a representation as to the future. This document is confidential
and is being provided to you on the express understanding that it will not be reproduced or transmitted by you to third parties without Rougemont
prior written consent. If you are not the intended recipient of this document, you are hereby notified that the use, circulation, quoting, or
reproducing of this document is strictly prohibited and may be unlawful.
Any opinions expressed in this presentation may be subject to change without notice. Although statements of fact and data contained in this
presentation have been obtained from, and are based upon, sources that Rougemont believes to be reliable, Rougemont does not guarantee their
accuracy, and any such information may be incomplete or condensed. No representation is made that the information contained herein is accurate
or complete, and it may not be relied upon as such.
The information provided is proprietary to Rougemont and it reflects Rougemont’s views as of the date of this document. Such views are subject
to change at any point without notice. Some of the information provided herein is from third party sources and/or compiled internally based on
internal and/or external sources and are believed to be reliable at the time of production but such information is not guaranteed for accuracy or
completeness and was not independently verified. Rougemont is not responsible for any errors arising in connection with the preparation of the data
provided herein. No representation, warranty, or undertaking, express or implied, is given as to the accuracy or completeness of such information
by Rougemont or any other person; no reliance may be placed for any purpose on such information; and no liability is accepted by any person for
the accuracy and completeness of any information. Certain information contained in this document may constitute “forwardlooking statements,”
which can be identified by the use of forward-looking terminology such as “may,” “will,” “should,” “expect,” anticipate,” “project,” “estimate,” “intend”
“continue,” or “believe” or the negatives thereof or other variations thereon or comparable terminology. Due to various risks and uncertainties,
actual events or results or the actual performance of any strategy or market sector may differ materially from those reflected or contemplated in
such forward-looking statements.
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