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Business confidence continues to fall, with a number of occupiers looking to make
cut backs in output, employment and property.
Introduction

Executive Summary

This survey was carried out in August and September 2008 and
reflects the views of a wide range of businesses across the UK. It
reveals how senior management teams are adapting to the current
climate to provide the best competitive advantage for themselves
and how that translates to their real estate needs.

• Business confidence has continued to fall since the Winter 2007
survey.

The survey was predominantly completed before the tumultuous
events of October 2008, and whilst there was considerable turmoil
in the financial markets it had not turned into the crisis that we
had in mid October. As such, the survey in general reflects the
views of businesses largely before the intervention of a number of
national governments in the banking sector during that month.
The survey shows that businesses see the credit crisis and the
economic slowdown as having a major effect which will not only
be impacting upon employment and output, but also companies’
real estate needs. Whilst firms are understandably pessimistic
about business prospects and are planning to reduce their property
holdings, this may also lead to greater efficiencies and a reduction
in surplus property.

• Occupier demand for property has eased in the last six months
and looks set to fall in the next six months.

Output
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Output and
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• The majority of sectors are reporting significant effects from the
credit squeeze and the economic slowdown.
• Over half of Corporate Occupiers would ideally shed up to a
quarter of their leases.
• Corporate Occupiers are intending to exercise a significant
number of breaks and not renew leases expiries.
• Half of all Corporate Occupiers are carrying surplus property,
and over three quarters of those have vacant property.
• The changes to vacant rates are having the biggest impact on
Average all divisions
medium size firms and those in the engineering and transport
sectors.
Business expansion
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reducing costs.
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• Significant job losses are expected across many sectors as output
expectations have weakened.

• Property decision making is 2based on cost reduction and the
Location issues
Cost reduction
contraction or expansion of 1the business.
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Impact of the Credit Squeeze & Economic Slowdown
Business Confidence
The business outlook has deteriorated since the Spring
2008 Survey, with output and employment expectations
markedly weaker. Financial services and the consumerfacing sectors of leisure and retail are the most
downbeat.

Percentage balance

Output and Employment
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Whilst businesses
remain
marginally optimistic about prospects for
the 80next two years, with a balance of +5%, there is a downward
Winter '07
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'08
trend.
Extraction & chemicals was the most upbeat sector,
70
Autumn '08
there was surprisingly strong optimism in the construction
sector.
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The most pessimistic sector was leisure, which includes hotels, bars
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& restaurants, followed by financial services and retail.
40

Output expectations are considerably weaker than Spring 2008
and,20 whilst a marginal rise is still expected, the balance of +6% is
well10down from +40% in the previous survey and +70% in Winter
0
2007.
Declines in output are expected in five of the nine sectors
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Employment
prospects
have
also
fallen and have now
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-30
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The trend for property holdings has continued downwards.
To reduce regulatory burden
The balance of those reporting
an expansion was +3%, a fall
from +22% in Winter 2007 and +15% in Spring 2008.  The
expectation for the next six months
shows a significant fall from
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+7% in the Spring Survey to -24% now, an overall contraction.
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financial services sector. Transport, warehouse and distribution is
only seeing the impact of the economic slowdown (74% compared
to 33% for tighter credit conditions), whereas the extraction,
chemical and utility sector was reporting little effect of either.
Engineering and manufacturing are reporting a similar pattern with
the credit squeeze having a noticeable to considerable impact for
around half of firms, whereas
the economy is marginally higher
Average all divisions
(59%/65%).  There is a surprisingly low effect being reported
in the construction sector ofBusiness
either
the credit crunch (39%) or
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economic slowdown (31%). 5
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In Spring 2008 the picture was one of a gradual easing in
growth of property portfolios. However, that looks set to
change to one of a significant downward adjustment as firms
attempt to cut costs and contract their business to fit in with
current economic conditions. The property investment market
has continued to see a fall in capital values primarily because
of an easing of yields. The occupier side of the market had
held up well compared to the investment side of the market,
witnessed by rents that have only started to fall over recent
months in a number of markets. Demand for space from
occupiers looks set to slow quickly as firms respond to the
economic slowdown, and this will put further pressure on
investment values.
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are the primary drivers
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- cost reduction and
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In the Winter 2007 Survey we looked
at what is important for a
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business, and profitability and reducing costs scored the highest.
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2008 Survey these two remain most
important for
firms, with business profitability scoring 4.4 and reducing costs 4.0,
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Why is business expansion still an issue for property strategy at a
time when there is a focus on profitability and cutting costs? The
long timescales associated with property may be the answer, in
that business may be reacting to the short term cyclical nature of
the economy but overall are still looking at how to expand in the
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Operational Property Issues
In an ideal world, corporate occupiers would change the
shape of their portfolios over the next two years.
Given free reign, over half of all Corporate Occupiers (57%) would
want to shed up to a quarter of their leases. For retailers this rises
to 90% and for the financial services sector it is 83% who want
to dispose of up to 25% of their properties, whilst the remaining
17% of respondents in that sector would look to dispose of 26%
- 50%. This is similarly mirrored in extraction industries with 71%
looking to dispose of up to a quarter and 24% looking to dispose
of between 26% and 50% of their portfolio.
For most occupiers shedding of space is not a matter of changing
the nature of the space they occupy but for many it is a case of
reducing the space they have.  Overall 39% would not replace any
of the space they could dispose of and 44% would only replace a
quarter of it.  The extraction and utilities industry would not replace
75% of the property they would like to dispose of.
This pattern is repeated with break clauses and lease expiries over
the next 24 months, with 40% of occupiers proposing to exercise
up to a quarter of their breaks and a third are proposing not to
renew expiring leases.  In the financial services sector 84% of
respondents will be exercising up to a half of their breaks, whilst
they will be selective in renewals. Nearly one in five (17%) will not
be renewing any of their expiries, 45% will renew 51% to 75%
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and only a third would renew 75% or more.  The leisure industry
will be the largest reducer of property through breaks and expiries
with 53% reporting that they are not going to renew leases and
two thirds planning to exercise up to a quarter of break clauses.

Commentary
This indicates a strong desire by Corporate Occupiers to dispose of
a substantial part of their portfolio permanently and to re-structure
a large element of the remainder of their property holdings.
The desire of occupiers to reduce the size of their property holdings
is not unexpected taken in the context of overall pessimism, falling
output and a likely strong reduction in employment.  The exercising
of breaks and non-renewal of leases is likely to put a downward
pressure on rents as the supply of space increases.
One issue for occupiers will be their ability to exercise breaks.  
Conditional breaks still cause problems for occupiers and can
frustrate their attempts to dispose of surplus property, and with
it the costs associated with it. The negative for occupiers for
both exercising breaks and not renewing leases is the cost of
dilapidations which will have an adverse impact on cashflow in the
short term.
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We invite your comments on this survey and also look forward to your continued support and participation
in the future. If you would like extra copies of the report or would like to take part in the next survey, please
contact us on the details below.

The business sectors used in the survey are:
Retail

Construction

Transport – Transport, Warehousing and Distribution

Financial Services

Extraction & Utilities – Extraction, Chemicals, Energy and
Water Supplies and Telecommunications

Leisure - Hotels, bars and restaurant

Engineering
Manufacturing – Manufacturing other than Engineering

Business Services – Real Estate, Business and Other Services
The survey was carried out over August and early September 2008 and
had 152 respondents

For advice and further information,
please contact us:
Colin Sharp, Director, Corporate Consulting
020 7911 2223
colin.sharp@gvagrimley.co.uk
Howard Cooke, Director, Corporate Consulting
020 7911 2376
howard.cooke@gvagrimley.co.uk
Stuart Morley, National Head of Research
020 7911 2427
stuart.morley@gvagrimley.co.uk
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