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Service Sector PMI and
GDP Growth Economy

s +  Preliminary Q3 GDP down -0.4% g/q, the sixth congiee recessionary quarter; total
” | GDP contraction since Q2 08 is -5.9% compared t6%2in early 1990s recession.
\ Strong confidence survey data suggests that thisraumay be revised up substantially
| when final figures are produced at end of November.

. The CPI continues to ease from 1.5% y/y in Augast.i% in September. Food price
inflation eased from 2.4% to 1.7% and gas and gngriges declined outright by -5.9%
yly, reflecting, in part, the large rise last Sepber. RPI has stabilised at -1.4% yly.
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The Bank of England left the base rate at 0.5%,ebtiénded quantitative easing by
 enices (advanced 3 months LHS) another £25bn, no doubt influenced by the weak @&DP figures. Base rates are set
——GDP (% monthly g/q vend) to remain at 0.5% for the foreseeable future, bahey markets suggest that rate rises
could begin as early as May 2010 with some anagesting rates at 2% by end 2010.
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Source: CPI/Markit, ONS, Colliers CRE

. Colliers CRE view: We were overly optimistic abpositive GDP growth in Q3 09,

“Money markets suggest rate rise as along with 32 other leading City economists. Surdlata remains strong though, and
carly as May 2010. ..” we believe that Q4 09 will show a significant imgment in performance. Inflation

trends and business activity levels suggest thsilpbt/ of rate hikes by mid-2010,

although the MPC may see a need to maintain a bemignetary environment.
Inflation - CPI1 & RPI
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o Investment Overview

. Investment volumes remain subdued, although yiedd® fallen due to the sheer weight
s = of money chasing limited product. Demand for preeeure income has given way to an
2 3 appetite for riskier assets. Funds are under predsuncrease property allocations, due
& & to fund inflows and equity market buoyancy requrasset weight rebalancing.
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. By value, investment volumes are limited; £1.6bnGotober, down from £2.3bn in

September. The market may have accelerated iragtefdw weeks, but this is not yet

, . ' reflected in the data. Considerable ‘off-markettiaty is reported. Net real estate

“Net real estate lending figures fell lending fell again over Q3 09 by £1.7bn, with oVdletanding exposure to property
again in Q3 09 by £1.7bn.” steady at 11.8% of all commercial lending.

. Retail: Bidding on Silverburn Mall, South Glasgosviikely to finish this week (original
Net Real Eetnie L ending book value £350m, guide price of £250m). High Stssdes remain focused on prime
o emaaiane 1 ;tock; Boots in Chichester completed at 5.4%. Fiotk interest contir}ues: S_ainsbury’s
: I\‘ in Cheltenham under offer at 5.1% after last yeaake at 6.25%. Waitrose in Cheadle
]
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L reported to be under offer at 4.6% to private moregtitutions looking at secondary
5,000 Y stock in strong locations. Income and covenaength are under great scrutiny.
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. Offices: London offices are trading at sub 6%. @ubus Courtyard, E14 completed at
- 5.8% (guide price 6.25%). West End deals are beegptiated in the ‘low fives’. The

-2,500 weight of money, driven by exchange rate differ@sti may push yields in the ‘fours’.

Risk appetite is up with secondary stock attraciimgrest in London and the regions.
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: . Industrial: Tesco sale of two distribution warehesiso Tesco pension fund completed
. at 6.3%; John Lewis warehouse in Bristol sold 26% 1Y; otherwise limited activity
although there is increased interest in secondacksn the absence of prime product.

COLLIERS . Colliers CRE view: Investment market is beginnmgnbve with a substantial weight of
CRE money looking and pushing up prices on prime amsgary stock, although product
remains limited. Foreign money continues to seaathges in currency arbitrage.
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Retail Sales / Trade Confidence
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“Retail leasing market stll riddled with
puzzling array of incentive packages.”
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“Housebuilders are showing renewed

”

mterest in development sites . . .

House Prices and Mortgage Approvals
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= BoE Mortgage Approvals (Thousands LHS)
== Nationwide Monthly House Price Growth
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Occupier Market Overview

Retail

The ONS reports flat September retail sales; foaldss eased due to lower price
inflation. In contrast, the BRC reports like-fokéi UK sales growth of 2.8% y/y and
7.5% yly for London. These strong yly figures refleeak sales in Sep 08 (Lehman’s
failure and bad weather). Weak sterling contingeattract Europeans to London. Non-
store sales were up 11.9%, but the postal striteefikeely to impact October figures.

Brussels continues to apply pressure on ‘governrsebsidised banks’ to divest of
‘anti-competitive’ branch networks. RBS and Lloydisposals likely to include some
900+ branches. Virgin Money, BBVA and NAB are rdpdrto be interested. The
government is seeking to limit maximum market shaneetail banking to 15%.

The retail leasing market is still riddled with azazling array of incentive packages,
turnover rents, short-term leases with little disedle pattern other than a central theme
of leasing market weakness. Latest administratinokide First Quench which led to
the closure of 373 Thresher branches; Blacks srajp89 shops.

Colliers CRE view: Retail shop trading remainsidifft. Increasing voids are providing
opportunities for secondary operators to take pripositions. Leasing markets remain
weak; a few acquisitive chains (especially discetsjtare exploiting the weak market.

Offices

City: Grade-A space continues to move. Headlindsrdrave firmed; incentives are
stable and likely to contract by mid-2010. The fitlor of 60 Threadneedle St.is under
offer at £45 psf (33 months rent-free; 10 yeasdg@aSeveral large requirements remain.

West End: Discussions in September have conventeddctober deals. Activity levels
are up, leasing demand has improved and remaimacteastically heterogeneous (e.g.
banking, financial services, media, shipping, E}. dleadline rents around £77.50 psf.

Regions: Most leasing activity related to churmg(eipgrading, re-gearing, relocation).
New demand is limited and highly selective. BrisBirmingham and Glasgow showing
some strength, but rental growth remains flat. o8dary product is suffering.

Colliers CRE view: City and WE markets showing tgeactivity in line with improved
service sector confidence. Demand for Grade-A sptady; rents and incentives likely
to harden by Q1 10. Regions seeing a good amouaftush, but little new demand.

Logistics and Industrial

August’s disappointing industrial production figaré&2.6% m/m) have been reversed
somewhat with positive 1.7% growth in Septembere THPS / Markit manufacturing

index improved significantly from 49.9 to 53.7 inct®ber on the strength of new
domestic orders. Growth prospects for the sectimaproving.

Concerns remain about occupier market, but contimprovement in market sentiment
is beginning to impact on the leasing market watidlord concessions not as readily on
offer. Landlord incentive levels have stabilised.

Colliers CRE view: Confidence continues to imprewth leasing enquiries continuing
to show strength, limited evidence of actual reslsitog as tenants remain cautious.

Residential

The Nationwide index rose by 0.4% in September @meg to 0.9% in September.
Sentiment is still mixed with some observers expectrenewed price weakness.
Mortgage approvals improved again marginally fro8,080 to 56,200 (seasonally
adjusted) with BBA reporting a marginal increaseét lending from £3bn to £3.1bn.

Housebuilders with long term finance facilities a@gpressing renewed interest in
development sites with enquiries up over the lasttin Other residential investors are
struggling as banks seek repayments and tightem dgnding terms.

Colliers CRE view: The investment market remainsndmt although housebuilders are
showing greater confidence. House price movememtsin uncertain.

Disclaimer: This bulletin gives information basedhparily on published data which may be helpfulimticipating trends in
the property market. No warranty is given as todkeuracy of, and no liability for negligence iscapted in relation to the
forecasts, figures or conclusions contained inntlahey must not be relied on for investment pugpo¥his bulletin does
not constitute and must not be treated as invedtadrice or an offer to buy or sell property. N®302 ©.



