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IT'S GREAT UP
NORTH!

WHY THE NORTH WEST IS THE PLACE T0 BE FOR
UK PROPERTY INVESTORS AND DEVELOPERS
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Since the property market recovered from the apocalypse of the 2008-2011 recession, it
has moved in some very interesting ways and taken participants, advisers and observers by
surprise, particularly in how it is now funded.

Real estate of pretty much any form
was a dirty word to most lenders im-
mediately after the 2008 meltdown.
In truth, it is only just off the naughty
step for the mainstream bank lend-
ers, whose participation in both the
investment and development mar-
kets has shrunk significantly since
the heady days when a few (mostly
now defunct) banks were lending to
newsagents to build residential and
office blocks across the UK!

The recession took out most devel-
opers and investors who were reli-
ant on large tranches of traditional
debt funding and it meant that those
that wanted to survive had to turn
to alternative funding lines. This
brought bridging finance into the
mainstream arena in the same way
that the collapse of Woolworths and
the High Street malaise triggered
the march of the discount retailers -
more on that later.

Stretch lenders and big
bazookas

In the current cycle, we are now at a
point where this gap has been fully
filled by short-term finance and has
led to a more palatable description

of their sector, no longer known as
bridging finance with all its connota-
tions, but dynamic 'stretch lenders'.
These lenders move quickly through
the legal gears to agree loan docu-
mentation and require a great deal
less capital from the borrower to
make the loan work.

Stretch lenders do charge a far
higher interest rate as well as a myr-
iad of fees for taking out and repay-
ing the loans as they become due. Al-
though they are for notably shorter
terms, they have become integral
to the support of real estate invest-
ment and development in the North
West, where the borrower cannot or
does not want to access mainstream
bank funding. For most borrowers,
there is little attraction in tying up
their capital by providing 40% of the
LTV when they are happy paying
more interest for borrowing more
- a very different mind-set from the
'old school' propco whose mantra
was 'out of debt, out of danger'.

The other type of finance that has
come to fill the gap for the larger de-
velopments and investments are the
'big bazooka funds', some of which
can provide both debt and equity

depending on the matter at hand.
This name covers everything from
hedge funds, pension funds, listed
funds to family offices and off-shore
structures. Many engage in stretch
lending, but their USP is providing
significant funds to partners and
stakeholders for big ticket schemes
and then to hold the long-term in-
come in either a JV structure or on
a forward funding platform once the
investment or development is com-
plete. Most are not interested unless
the proposition is north of £75 mil-
lion. This is most visible in the mas-
sive expansion of the Private Rented
Sector (PRS).

Sound fundamentals

| am always conscious that the use
of the term 'sound fundamentals' is
akin to the board of a football club
releasing a statement strongly en-
dorsing their manager, but really
PRS has great fundamentals. You
just have to look at what it has been
tailored to support. It supplements
a modern transient workforce who
are more likely to be in metropolitan
locations and many without any abil-
ity (and in some cases little desire)
to jump on the housing ladder. Such
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“THE TAP IS
STILL FULLY ON
WHEN FUNDING
INDIVIDUALS IN

THEIR DESIRE
TO GET ON THE
HOUSING LADDER.”

vertical conurbations, when developed
out in bulk, create a fairly predictable
income stream at inflation-linked pric-
ing. The main area of concern is ensur-
ing your capex is covered by your sink-
ing fund, given most require a refurb
every 7-8 years.

In Manchester alone, the PRS pipeline
runs into the thousands and is under-
pinned by significant growth of the
city as a business hub. Manchester's
business reputation is complemented
by an already world-class university
and science base, with the two main
football clubs adding that sprinkle of
stardust which plays very well over-
seas and cannot be underestimated.
Two Manchester-based companies
delivering significant schemes in the
North West are Glenbrook (www.
glenbrookproperty.co.uk) and Select
Property Group (www.selectproperty.
com), both of whom are well estab-
lished and continue to attract attention
from the 'bazooka funds' who wish to
allocate resources into these long-
term income-generating assets.

In conjunction with the delivery and
expansion of the PRS model, the res-
idential sector (both apartments and
more standard housing) has proved
very resilient. The tap is still fully on
when funding individuals in their de-
sire to get on the housing ladder,
and for the more central apartment
schemes, there is still strong appetite
from abroad to have a piece of the ac-
tion in the main two cities of Liverpool
and Manchester. One nice problem
the developers have at the moment is
holding back apartments for UK pur-
chasers, such is the current demand
as a result of the weak pound and the
attractive yields of 6-8%, without any
need for management input given this
is already parcelled up in the sales
package.
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Most developers of residential apart-
ments in these two main cities access
both the stretch lenders and the big
bazooka funds. Done well, it is an ef-
ficient way of building out apartment
blocks, with deposits released and held
as security for the funding or, alterna-
tively, used in the build itself. This de-
risks the scheme for both developer
and funder, and helps with cashflow
throughout the project. On the com-
mercial side, Allied London (www.
alliedlondon.com) has transformed a
once unloved area north of Deansgate
into a cluster of grade A office blocks
supported by an upmarket leisure
scene. The latest arrival on the scene
is the Ivy, which services the growing
disposable income generated by the
Manchester workforce and aspira-
tional visitors.

Haves and have nots

Retail, like the US version of capital-
ism, is clearly split these days into the
'haves' and the 'have nots'. Putting the
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internet to one side for a minute, the
bricks-and-mortar operations are find-
ing that a high street Zone A presence
is close to becoming unsustainable,
particularly for those whose products
can easily be bought at the click of an
Amazon 'proceed to checkout' button.
What is saving some locations, and, in
fact, driving footfall and underwriting
strong rents, is a leisure component
to sustain a person's interest in being
there and ensure other members of
the family can disappear whilst you en-
joy a drink, a bite to eat, or even a bit
of crazy golf.

The Grosvenor development in Liver-
pool, known as L1, does this extremely
well, and has survived through devel-
oping and expanding its offering to
attract, what is now, a thriving tour-
ist industry for the city. This footfall
continues to be driven by the lure of
staycations in the UK, alongside inter-
national interest from visitors crav-
ing culture around the three graces
and wanting their picture taken down
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“PRICES ARE CURRENTLY ON AN UPWARD
CURVE, AND IN THE MOST RECENT
MARKET SURVEYS, THE NORTH WEST HAS
BEEN SHOWN TO BE AN AREA THAT WILL
OUTPERFORM ITS PEERS.”

Mathew Street, by the Liver Building or
at Anfield or Goodison.

The 'have nots' will soon disappear
from the High Street mix and the Gov-
ernment needs to bring some relief to
beleaguered landlords and tenants by
reducing the burden of rates (which,
like National Insurance, is really just
another tax), or otherwise introduc-
ing an internet tax to level the playing
field. As for the 'haves', they continue
to make hay, most of them being either
discount retailers who are able to ne-
gotiate fixed rents in previously unat-
tainable positions on the High Street,
or those retailers offering something
different, unique, or an experience
that cannot be replicated at the click of
a button.

Northern powerhouse

Generally, the real-estate footprint in
the North West is thriving, as it has
re-positioned itself along value-based
grounds. No longer do Liverpool and
Manchester view each other with sus-
picion and disdain (save on the football

terraces); in fact, they work in conjunc-
tion to promote each other, as was
seen at MIPIM recently, and will be vis-
ible at the International Business Festi-
val (www.internationalbusinessfestival.
com) in Liverpool this June.

In the commercial sector, the repo-
sitioning of the retail offering is mak-
ing for more vibrant high street ex-
periences in many locations, with the
retail parks like the Trafford Centre
more than holding their own on Zone
A rents, backed up by strong footfall.
Where there are winners there are

About Stephen

always losers, and secondary and ter-
tiary locations will continue to suffer
until there is a more holistic review of
how best to reposition the old Victo-
rian shopfronts and retail parades, so
they can complement the online offer-
ing that will be the dominant force of
the future.

In the residential sector, a buoyant
economy and a population which is
less inclined to head down south on
graduation has led to a strong pipeline
of schemes across the North West to
service owner-occupiers, the PRS mar-
ket and the overseas 'buy to let' mar-
ket. Prices are currently on an upward
curve, and in the most recent market
surveys, the North West has been
shown to be an area that will outper-
form its peers. Apologies for bring-
ing George Osborne into this, but the
North West has been, and continues
to be, the 'powerhouse' behind the
Northern Powerhouse and should ce-
ment that position in the coming years.

Stephen Lewis qualified as a solicitor in 2002, became a Partner in 2008,
and works in the Manchester office of national practice Freeths, albeit he
spends a day or so every couple of weeks in their Mayfair office. Stephen

specialises in real estate development and investment throughout the UK
but predominantly in the North of England. He acts for two significant Eu-
ropean family offices managing their £300 million plus UK real estate assets
and in the last few years for funds and developers in the dynamic PRS and
residential market of central Manchester and Liverpool which continues to

go from strength to strength.
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