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Bottoming of commercial property market signalled by positive gains in IPD Index – time to get back in, reckons wealth manager HFM Columbus 

SWIP Property Trust and M&G Property Portfolio pick of the bricks and mortar funds 

Property a traditional hedge against inflation - historically low correlation with equities and bonds

INVESTMENT opportunities in the commercial property market are looking considerably brighter, according to high net worth wealth manager HFM Columbus. 

According to HFMC, the IPD (Investment Property Databank – the independent property performance indicator) index yield on property has varied between 4.5% and 9% over the last two decades and is currently standing at 7.8%.

“We are now experiencing one of the widest ever spreads over 10 year Gilts, which are currently yielding 3.7%,” said HFMC investment director Rob Pemberton.

“The IPD index has now shown positive gains for both July and August this year, suggesting a bottoming of the property cycle – we believe it is now time for investors to hold their noses and re-enter the market,” he added.

“We favour daily dealt, unleveraged bricks and mortar funds managed by the insurance companies, whose performance tends to track the IPD index and currently yield around 4%. 

“SWIP Property Trust and M&G Property Portfolio are good examples of these funds, prudently managed with high cash levels with neither fund suspending redemptions over the last couple of years – they are a good route in, suited to more conservative private investors wanting to take advantage of what is once again looking like an attractive asset class,” said Pemberton.

“Property has other advantages; it is a traditional hedge against inflation and has a historically low correlation with equities and bonds.

“Everything crashed in 2008, but property and equities moved in opposite directions in the early 1990s property bear market and the 2000/3 equity bear market. 

“When the benchmark IPD UK All Property Index plunged by around 35% from peak to trough over the  two years to July this year, many private investors were shocked that supposedly daily dealt funds were abruptly closed to redemptions leaving them ‘locked-in’ to these falling prices. 

“Property has not surprisingly become a dirty word for many investors - but then investors can be surprisingly counter-intuitive, preferring to buy overvalued assets that are going up and to sell assets that have had a big fall,” he observed.

“It’s an obvious truism but investors should be buying assets that have cheap valuations, frequently after big falls, and where the potential upside is far greater than the potential downside. On these criteria now is the time for investors to hold their noses and buy commercial property funds again,” said Pemberton.

The commercial property roller coaster – some background notes

* Property is a geared asset with transactions typically using plenty of borrowed money. It was one of the biggest winners of the credit bubble but then one of the worst losers of the credit crunch. 

* The big gains in the 2004/6 period of around 18% per annum on an unleveraged basis (using the IPD benchmark) changed investor perception of what you should expect from an * Property is historically an income producing asset with a smallish annual capital gain on top and should again be viewed in this light.

· The supply and demand outlook for property is now looking brighter. There is no large overhang of supply forecast to hit the market in the next few years whilst prime UK property is a preferred investment for overseas buyers attracted by both the weakness of sterling and by lease structures that are more attractive than elsewhere in continental Europe. 

· The large property companies such as British Land and Land Securities have wrestled their balance sheets back into better order after raising new capital through rights issues and making some strategic sales. 
…..and a note of caution: There is no free lunch in investment, says Rob Pemberton; the UK economy is burdened by debt and anaemic growth is forecast for several quarters. Tenant demand is likely to remain weak, vacancy rates will increase and rental values could fall further. 

The risk of a ‘double-dip’ in property prices is still a possibility. Crucially, the main driver of property prices is not so much the supply and demand for buildings but the supply and demand for credit. 

Credit is now cheap but whether it is freely available is a moot point. The exposure of UK Banks to commercial property is enormous with some of these loans breaching loan-to-value covenants and dependant on the willingness of Banks to roll over these loans rather than force a sale at ‘distressed’ prices, which would have a very negative effect on the market as a whole.

For investors venturing back into the sector there is a golden rule – know what you are buying. Funds can be open ended (unit trusts and OEICs) trading at NAV or closed ended (investment trusts) with a widely fluctuating discount to the value of the underlying assets. 

They can be either direct ‘bricks and mortar’ or ‘property securities’ which are traded equities. They can be regulated and daily dealt, or unregulated or ‘illiquid’ locking investors in for several years.

Crucially, they may or may not have leverage. The ability to ‘gear up’ property returns with borrowed money can be both a blessing and a curse in that it magnifies returns in a bull market but can potentially can wipe out investors when the market falls.

  

HFM Columbus currently recommends commercial property, gold and commodities as core inclusions in an aggressive monthly savings portfolio.
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Editor's notes

HFM Columbus is a joint wealth management operation utilising the expertise of IFA firms Hoyland Financial Management and Columbus. The company targets the higher net worth end of the market and offers in-depth solutions ranging from mortgages and investments to employee benefits, retirement and IHT.

Hoyland Financial Management was established in 1986 by Jeremy Hoyland to provide in-depth, independent financial advice primarily to high net worth individuals and business owners. It has dedicated departments for high net worth financial planning, including investment, pensions and tax advice, mortgages and employee benefits. The team of financial advisers is led by Jeremy Hoyland whose previous career background was in International Banking.  All advisers are professionally qualified and continue to pursue an ongoing programme of specialist technical development.  HFM maintains an in-house department dedicated to product and fund research. 

Columbus, based in Tunbridge Wells, Kent, was founded in 1990. Today, directors Marcus Carlton and Charlie Walker head up a team of four other consultants each with many years of experience advising wealthy individuals and their families. Columbus has forged an enviable reputation for its tax structure work through a combination of leading edge thinking and careful due diligence. Columbus is proud to have been awarded chartered status in 2008, a reflection of their dedication to advancing the knowledge base of their consultants and support staff. Columbus maintains an in-house department dedicated to product and fund research.
