Commercial Mortgages - UK - May 2021

Report Price: £1495 | $1995 | €1800

This report looks at the following areas:

¢ The impact of COVID-19 on the commercial mortgages market

* How COVID-19 is reshaping the retail and office property sectors
* Why investment is shifting in favour of alternatives

¢ The trends towards redevelopment

» The potential impact of Brexit on lending activity.

A year into the pandemic, the worst appears to have passed as the
vaccination roll-out offers hope in significantly reducing the transmission of
COVID-19 and its severe ill-effects. This has helped the government establish a
path fo re-opening the economy, boosting both business and consumer
confidence.

However, the somewhat weak confidence levels were not a barrier in all
segments of the commercial mortgage sector, with sectors such as
‘alternatives’ outpacing the traditionally robust industrials sector in fransactions
in 2020 according to Savills.

COVID-19 will continue to subdue activity as lenders wait for the dust fo settle
through 2021, and loan margins may continue increasing for the retail and
office sector if consumer behaviour begins to reflect a COVID-related
reluctance in engaging with in-person acfivities.

Changes to permitted development rights have the potential to spur the rapid
redevelopment of unused retail and office spaces for mixed or completely
alternative use, with particular interest being shown in urban areas hit hard by
the exodus of commuters from the city centre.

This trend opens the path for a rapid increase in non-bank lending, filling the
gaps in funding left by the cautiousness of traditional lenders, who are already

focused on supporting their existing clients through the fallout of the pandemic.

reports.mintel.com

R A

The above prices are correct at the time of publication, but

are subject to change due to currency fluctuations.

“The commercial mortgages
market fared better than
anticipated over 2020.
Government support schemes
helped minimise the impact of
the pandemic and enacted
policy to help combat it,
which prevented a cascade
of defaults that could have
rocked the sector.”

- Francesco Salau, B2B
Analyst
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Figure 5: Short-, medium-, and long-ferm impact of
COVID-12 on the commercial mortgages market, 24 May
2021

¢ Methodology

- Originations begin recovery as vaccination rollout clears
the outlook for 2021
Figure 6: Gross value of loan originations, 2017-21, (£bn)

« Consumer spending will drive confidence in the retail and
office sectors as social distancing rules are relaxed
Figure 7: Aggregated value of outstanding debt on loan
books secured on UK commercial property, 2017-21 (£ bn)

MARKET SEGMENTATION

« COVID-19 amplified structural issues in retail that will drive
both divestment and redevelopment
Figure 8: Number of businesses entering administration and
the number of stores and employees affected, 2012-2],
(number)

Figure 9: Prime and secondary loan margins on commercial
retail property, 2018-20, (basis points)

» Flexibility becomes instrumental as COVID-19 puts the
traditional office model into question
Figure 10: Prime and secondary loan margins on commercial
office property, 2018-20, (basis points)

* Shipping and warehousing demand from online shopping
continues to anchor the industrial sector’s performance
Figure TI: Prime and secondary loan margins on commercial
office property, 2018-20, (basis points)

* Proven returns and a trend towards redevelopment and
mixed use is spurring interest in the alternative segment

+ Care homes

MARKET FORECAST

« Alternative segment to grow in importance as market moves
towards redevelopment and mixed-use
Figure 12: Consumers’ interest in activity participation post-
COVID-12,1 - 12 April 2021, (% of respondents)
Figure 13: Forecasted gross value of loan originations,
2022-26, (£bn)

« Outstanding debt
Figure 14: Forecast of aggregated value of outstanding debt
on loan books secured on UK commercial property, 2022-26,
(€ bn)
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+ Retail
+ Office

MARKET TRENDS

» Affordability issues are pushing long-term investment into
‘build-to-rent’ prospect
Figure 15: UK new permanent dwellings completed annually
by tenure, 1989/90 — 2018/19, (number of dwellings
completed)

» Reformed permitted development rights to enable
redevelopment for residential purposes

MARKET DRIVERS

» Non-bank lenders are primed to fill funding gaps but loan
sizes will be limited

« Funding gaps left by cautious lenders open the door for
non-lenders to establish themselves

= Brexit will raise operating costs but wealth of opportunities
post-COVID leaves investors undeterred
Figure 16: Proportion of loans originated to sector, by lender
type, 2020, (% of new loans)

COMPANIES AND BRANDS - KEY TAKEAWAYS

* OQutlet decline continues as digitisation continues in
response to falling branch usage

e Growth in mid-tier categories suggests a wealth of small
and mid-value opportunities in the market

» COVID-19 accelerates branch closures as losses encourage

efficiency gains through digitisation

INDUSTRY STRUCTURE

* Changes in industry structure
Figure 17: Changes in the industry structure of activities
related fo the commercial mortgages market, 2016-20,
(number of businesses and outlets)
Figure 18: Changes in the industry structure of activities
related to the commercial mortgages market, 2016-20,
(annual % change in number of businesses and outlets)

* Changes in employment structure
Figure 19: Changes in the employment structure of activities
related to the commercial mortgages market, 2019 and 2020,
(number of outlets, % annual change)
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Figure 20: Changes in the employment structure of activities
related to the commercial mortgages market, 2019 and 2020,
(% share of all outlets)

Changes in turnover structure

Figure 21: Changes in the furnover structure of activities
related to the commercial mortgages market, 2019 and 2020,
(number of businesses, % annual change)

Figure 22: Changes in the turnover structure of acftivities
related to the commercial mortgages market, 2019 and 2020,

(% share of all businesses)

COMPANY PROFILES

Aldermore Bank

Recent company activity

Financial activity

Figure 23: Financial analysis of Aldermore Bank Plc, 2015-20,
(Em and %)

Barclays

Recent company activity

Financial activity

Figure 24: Financial analysis of Barclays Plc, 2016-20, (€m
and %)

HSBC Bank

Recent company activity

Financial activity

Figure 25: Financial analysis of HSBC Bank Plc, 2015-192, (Em
and %)

Lloyds Banking Group

Recent company activity

Financial activity

Figure 26: Financial analysis of Lioyds Banking Group Plc,
2016-20, (Em and %)

NatWest Group Plc (formerly RBS Group Plc)

Recent company activity

Financial activity

Figure 27: Financial analysis of NatWest Group Plc, 2016-20,
(Em and %)

Santander UK

Recent company activity

Financial activity

Figure 28: Financial analysis of Santander UK Plc, 2016-20,
(Em and %)
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APPENDIX - DATA SOURCES, ABBREVIATIONS AND
SUPPORTING INFORMATION

« Abbreviations
* Methodology

FURTHER SOURCES AND CONTACTS

« Trade associations

» Association of Short Term Lenders

e CoStar

* The Institute of Chartered Accountants in England and
Wales

* National Association of Commercial Finance Brokers

« RICS

e Trade magazines

« Bridging & Commercial

* Business Matters

« Commercial Reporter

* Loans Insider

* Mortgage Finance Gazette

¢ Trade events

« Commercial Finance Roadshow 2021

* The Finance Professional Show 2021

* NACFB Commercial Finance Expo 2021
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Mintel is the expert in what consumers want
and why. As the world’s leading market

intelligence agency, our analysis of
consumers, markets, product innovation and
competitive landscapes provides a unique
perspective on global and local economies.
Since 1972, our predictive analytics and
expert recommendations have enabled our
clients to make better business decisions faster

Our purpose is to help businesses and people
grow. To find out how we do that, visit
mintel.com.
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