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ECONOMIC COM M ENTARY by Economic Research Services

UK Economy

According to the Office for National Statistics (ONS), Gross
Domestic Product (GDP) increased by 0.4% in the final quarter
of 2002 compared with the previous quarter: This was in line
with estimates. Over the year as a whole, output grew by 1.8%.
This growth masks a further decline in the manufacturing sector
and continued expansion in the service sector

In the twelve months to March 2003 the Retail Price Index rose
by 3.19%. The underlying rate, which excludes mortgage interest
payments, was 3%.

Unemployment was down slightly at 935,000 (3.1%) in February
2003 according to the claimant count. Using the international-
ly-accepted ILO definition, UK unemployment in January 2003
was 1,459,000 (5%).

The UK’s trade deficit continued to grow, to over £1.6 billion
in the fourth quarter of 2002 (ONS). Problems in the manufac-
turing sector are to blame for this position: exports declined and
imports rose over the quarter. The reverse was true for the

service sector, where the trade balance improved.

Scottish Economy

Scottish GDP rose by 0.6% in the third quarter of 2002, com-
pared with the previous quarter. In the UK as a whole this rise
was 0.8%. On an annual basis, Scottish GDP increased by 0.1%
over the year to third quarter 2002, compared with an equiva-
lent UK figure of 1.3%. Clearly Scotland has lagged behind the
UK in recent months in terms of growth, although a slow expan-
sion of the economy has continued. Over this period the
Scottish service sector performed well, achieving output growth
of 5.0%. This growth offset a 10.8% drop in the production sec-
tor and a 4.6% fall in construction activity.

However, according to the British Chamber of Commerce
Quarterly Survey, robust manufacturing sales led to the sector
outperforming services for the fourth quarter of 2002, atthough
manufacturing employment and cashflow are relatively weak.
Confidence remains comparatively high among both manufacturing
and services. A balance of +30% of firms in manufacturing are

confident of increasing their turnover in the coming year.

The Royal Bank of Scotland's Oil and Gas Index indicates that
average daily oil production in the |2 months to January 2003
was 6% lower than in the previous 12 months. Production is
expected to fall slightly over the coming year, as North Sea
reserves slowly deplete, but it is difficult to predict future prices
given current uncertainty over energy supply. Natural gas output
in January 2003 averaged 12.2 billion standard cubic feet per day,
0.8% lower than in January 2002.

The Fraser of Allander Institute calculates that the Scottish econ-
omy was technically in recession at the start of 2002. However,
the situation has gradually improved and the Institute forecasts
growth of 4% for 2003. Cambridge Econometrics forecasts
growth in output in Scotland for 2003 to be slightly higher, at
[.75%. It attributes this slower rate of growth (than the rest of
the UK) to continuing problems in manufacturing, particularly
weakened demand for electronics where a further decline in

output is expected.

Employment and Unemployment

ONS data for the twelve months to January 2003 indicate a
healthy employment situation in Scotland. According to the
Labour Force Survey, there was a |.7% rise in the numbers
employed over the period, to 74.7%. Using the ILO definition,
unemployment fell to 5.7% in January 2003, down 0.1% on a year
earlier. The number of people out of work and claiming benefit
(the claimant count) fell to 99,600 (4.0%) in February 2003.

In regional terms, the post-industrial areas of the central belt
remain Scotland’s unemployment blackspots. By contrast, oil
industry areas such as Aberdeen & Aberdeenshire (2% & 1.5%
respectively) and the Shetland (2.3%) & Orkney Islands (2.4%)
have the lowest unemployment rates, along with the Edinburgh
and Lothians commuter belt (between 2-3%). North Ayrshire
has the highest unemployment rate (5.6%).

Cambridge Econometrics anticipates that employment in
Scotland will fall sharply in 2003, by around 1.5%, equivalent to
a loss of 32,000 jobs. This stems from a very poor anticipated
performance in manufacturing, where employment is forecast to
fall by more than 5.5%.
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Business Start-ups and Failures

The Committee of Scottish Clearing Bankers' figures indicate

that the number of new businesses in Scotland during the fourth
quarter of 2002 was 4,020, up slightly on the previous quarter.
New businesses registered were concentrated predominantly in
the real estate and retail sectors, and in the Glasgow and

Edinburgh city economies.

According to Dun & Bradstreet, Scotland recorded 4,804 busi-
ness failures during 2002, an increase of 6.3% on 2001I.
This accounts for an over-weight |1% of the British total, but

represents a lower rate of increase than for Britain as a whole.

Investment and Job Creation

The award of a multi-billion pound defence contract for the
building of Britain's two new aircraft carriers has been hailed
as a boost for Scotland's beleaguered shipbuilding industry.
Govan and Scotstoun yards in Glasgow will manufacture the
ships” three megablocks and Babcock's dockyard at Rosyth is
expected to assemble the two new carriers. Around 4,000 jobs

will be guaranteed as a result.

The Scottish Executive is to spend £450 million over the next
decade on creating three Intermediary Technology Institutes in
Glasgow (Digital Media), Dundee (Life Sciences) and Aberdeen
(Energy), dedicated to creating more Scottish technology
opportunities. The facilities will focus on turning more universi-
ty research into business, and the initial target is to have 75 fast-

growing spin-out companies within 10 years.

In the Falkirk area, a £23 million plan has been announced, with
the potential to create more than 4,000 jobs. The initiative, a
joint venture between Scottish Enterprise Forth Valley, BP and
Falkirk Council, contains |8 projects aimed at attracting business,
developing new technologies and strengthening the area’s trans-

port and telecommunications links.

Boots has announced the closure of its cosmetics factory in
Lanarkshire with the loss of 1,000 jobs. The company said the
Airdrie plant would close over the next two years under a ratio-
nalisation programme that began during 2002. Also in
Lanarkshire, electronics firm APW Enclosures has announced
plans to close its Hamilton plant, with the loss of 300 jobs.
The company has blamed the closure of its plant on the “worst
ever’ downturn in the global information, technology and com-

puter markets. Dundee’s largest industrial employer, cash
machine firm NCR, is to shed 130 jobs at its factory in the city.
The cuts are part of a worldwide programme of redundancies.
In Edinburgh, financial services company Scottish Life is to shed

200 jobs as part of a nationwide review of operations.

The Scottish economy, while experiencing some growth, contin-
ues to underperform the UK economy. Growth in the service
sector has compensated for a further decline in the manufac-
turing sector, which has experienced job losses and a declining
output. Unemployment is however low, and is expected to

remain broadly stable over the next few years.

Although prospects for immediate growth remain uncertain, the
economic situation is expected to improve both in Scotland and
in the UK by 2004. However, any recovery is expected to be
slow as a sluggish global economy and tensions in the Middle
East continue to hinder growth.
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Retail Property

Growth in Scottish retail sales remains healthy, although rental

growth has slowed as deals are struck below market rent in larg-

er centres.

Next and Argos continue to snap up retail floorspace in the
West of Scotland. Demand in town centres is also being driven
by supermarket chains such as ] Sainsbury which has secured
three outlets in Glasgow city centre. Retailers with outstanding
requirements for Scotland include H&M, New Look, Zara,
Specsavers, Bon Marche, Tesco Express and Sainsbury's Local.
Original Shoe Company has recently acquired 24 Sports
Connection shops, the majority of which will continue to trade
as Sports Connection with others rebranding to the OSC fascia

during the coming months.

Market liberalisation is creating new opportunities in the retalil
sector. Alliance Unichem, the company behind Moss Chemists, is
targeting seventy locations in Scotland to capitalise upon lifting
of licence restrictions on overthe-counter and prescription
drugs. In the gaming sector; changes in tax liabilities on gambling
are fuelling the expansion plans of bookmakers and bingo oper-

ators, in and out-of-town respectively.

In Glasgow, Selfridges has appointed architects and announced
a 2007 opening for its 18,580 sgq.m. (200,000 sq.ft.) store in the
Merchant City. Pillar and Capital & Regional have started on site
for the 32,500 sq.m. (350,000 sq.ft.) Glasgow Fort Shopping
Park, which is reportedly 48% pre-let. Wm Morrison
Supermarkets has acquired a site from Glasgow City Council for
a food superstore at the entrance to the development. At
Braehead, Next acquired 1,720 sq.m. (18,500 sq.ft.) of retail
warehouse accommodation trading as a ‘Home' store, the sec-
ond store of its kind in the UK. Further developments at
Braehead Phase Il will include leisure uses and a further exten-
sion to IKEA. At Parkhead Forge, Next has also acquired |,180
sq.m. (12,700 sq.ft.) of retail warehousing, which brings the retail-
er's total number of stores in Glasgow to seven.
A proposed extension at Parkhead Forge includes a 3,720 sq.m.
(40,000 sq.ft.) Dunnes Stores to enhance the Centre's market
share in the Glasgow area.

In Edinburgh, the recent refurbishment of John Lewis at
St James' Centre, at a cost of £25 million, has reportedly
improved sales. LK Bennetts will open a first store in Edinburgh

at 45a George Street and Spanish fashion retailer Zara is to

open its first Scottish outlet in an extensively-refurbished former
Marks & Spencer unit on Princes Street. At Ocean Terminal,
Leith, Marks & Spencer has secured a Simply Food unit. Seventy
of the centre’s ninety units are now filled; other recent occupiers
include French Connection, Athena and Boots. Also in Leith,
Peacocks has secured 464 sqm. (5,000 sq.ft.) at Newkirkgate
and | Sainsbury has signed to a £30 million development.
In South Edinburgh, an Irish investor has purchased Cameron Toll
Shopping Centre and plans a 9,290 sq.m. (100,000 sq.ft.) exten-
sion, to include retail, health and leisure. The only occupier in the
Milltrees Walk development is Louis Vuitton, bringing into ques-
tion whether it is wise to target designer retailers in the midst
of the department store triumvirate of John Lewis, Jenners and

Harvey Nichols.

In Aberdeen, | Sainsbury has acquired the former House of
Fraser department store for a Sainsbury Central and is current-
ly marketing the remaining 2,510 sqm. (27,000 sq.ft.). In Guild
Street, the £140 million (51,100 sq.m./550,000 sq.ft.) Union
Square is now on-site after a lengthy gestation period having

secured key lettings to Next and Odeon Cinemas.

British Land's £90 million, 26,500 sq.m. (285,000 sq.ft.) Centre
West development in East Kilbride opened during March
2003.The development includes anchor Debenhams and new-
comers to East Kilbride such as Faith, French Connection and
Eisenegger. Superdrug has relocated from Princes Mall to the

centre.

The second new mall opened during March was Eastgate
Centre Phase Il, Inverness, a £70 million expansion taking
Eastgate to a total of 38,100 sqm. (410,000 sq.ft.). New retail-
ers here include Debenhams and H&M, together with Schuh,
Mango, Warehouse, La Senza, USC and New Look.

The Scottish Shopping Centres index (opposite) records 2.1%
growth in the 6 months since September 2002. Centres achiev-
ing rental growth are Aberdeen, Ayr, Dunfermline, Hamilton,
Perth and St Andrews. Shifting geography of retailing continues
to affect the index; Braehead is a comparatively recent entry and
Ocean Terminal, Leith, is expected to establish itself among the

top centres following a period of letting activity.
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Scottish Shopping Centres

Location Zone A rate per sq.ft.
Aberdeen 165
Alrdrie 42
Ayr 80
Braehead 145
Clydebank 75
Coatbridge 43
Cumbernauld 49
Dumfries 58
Dundee 105
Dunfermline 72.50
East Kilbride 15
Edinburgh 220
Gyle 175
Elgin 40
Falkirk 88 RETAIL INDEX & RPI
Galashiels 32 350
Glasgow 220
Glenrothes 52.50 300
Greenock 72 I I
) 250
Hamilton 75 I I I
Inverness 15 200
Irvine 65
Kilmarnock 55 150
Kirkcaldy 55 100
Livingston 75
Motherwell 48 50
Paisley 72 0
Perth 75 Mar  Mar  Mar Mar Mar Mar Mar Mar Mar Mar  Mar
1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
Stirling 105
Retail Price Index
St. Andrews 50
. Rental Index Source: ONS/Ryden
Notes

I.The Zone A rates reflect rents which have been achieved in
the market and do not anticipate levels where there has been a
lack of market evidence.

2.The Zone A rate relates to the prime pitch.

3. 30ft. Zone A

4. Top thirty centres.
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OFFICE PROPERTY

Glasgow, in line with all major UK office centres, has experienced

a marked slowdown in lettings of any real scale.The current eco-
nomic climate and continuing uncertainty in the stockmarket are
reflected in the reduced activity of financial services and other
major UK companies. The lack of any city centre lettings larger
than 2,787 sq.m. (30,000 sq.ft.) over the past |2 months brings

the market into sharp focus.

The downturn in larger space activity has reduced total 6 month
take-up to 22,000 sq.m. (236,850 sq.ft.), producing a |2 month
figure of 59,550 sgq.m. (641,000 sq.ft), very close to the long
term average.

Despite the current climate, there is healthy market activity
among a wide range of indigenous companies, primarily at the
smaller end of the market up to circa 929 sqm. (10,000 sqft.).
Individual floors in a number of Grade A and B buildings are
under offer and a total of 7,430 - 9,290 sq.m. (80,000 -100,000

sq.ft.) of good quality smaller enquiries actively seek office space.

Notable transactions during the last six months include:

Address Size Occupier
Festival Court [,115 sqm. (12,000 sq.ft) |Immigration
Authority
CityPark 1022 sqm. (11,000 sqft) |Digital IP
7 West Nile Street 1,022 sqm. (11,000 sq.ft) |Sanmina
Spectrum Building 845 sqm. (9,100 sq.ft.) Hogg Robinson

48 St Vincent Street 790 sqm. (8504 sqft) | Mono Consultants
180 West George Street | 730 sqm. (7,857 sq.ft.) Standard Life

21 Blythswood Square | 725 sq.m. (7,800 sq/ft.) Bird Semple

| Atlantic Quay 650 sq.m. (7,000 sqft) Mott Macdonald

Government agencies are fuelling office demand across
Scotland. Glasgow offers many attractions in terms of staff avail-
ability and public transportation and is well placed to compete
for occupiers from the ongoing dispersal programme from
Edinburgh. Glasgow City Council recently announced reviews
which may lead to further substantial take-up over the coming
years, in tandem with the potential release of attractive devel-

opment sites and buildings.

As reported in previous Reviews, Glasgow city core has a rela-
tive shortage of Grade A and B accommodation. There are no
available Grade A/B buildings capable of providing in excess of
3,716 sqm. (40,000 sq.ft.). Three available buildings - one new-

build, one refurbishment and one second hand - provide in
excess of 2,787 sqm. (30,000 sqft.). Only one of these -
Citypoint 2 (3,635 sq.m./39,128 sqft.) - can provide self-con-

tained premises.

In recognition of this under-supply, three new developments are
under construction in Glasgow's new International Financial
Services District. Crown Dilmun’s Optima building (10,610
sq.m./1 14,200 sq.ft.) in Robertson Street is scheduled to com-
plete first in September 2003, closely followed by Wilson
Bowden'’s 6 Atlantic Quay (7,154 sq.m./77,000 sq.ft.) and Walker
Group's 200 Broomielaw (7,318 sq.m./78,774 sq.ft.). Looking
further ahead, Kenmore’s Sentinel (7,804 sq.m./84,000 sq.ft.)
and Cala’s Central Exchange (8,947 sq.m./96,300 sq.ft.), both
Waterloo Street, have commenced demolition for their respec-
tive new-build developments. Stannifer's reclading/ refurbish-
ment of Railtrack’s former HQ at Buchanan House is also
underway and pre-lets are agreed with Network Rail, First
Engineering and Scott Wilson, leaving 3,345 sg.m. (36,000 sq.ft.)
for open market letting. Skypark Rooftop (3251 sq.m./35,000
sq.ft.) completes this month while the first phase of City Park,
Alexandra Parade (total 27,137 sqm./292,110 sqft.) can pro-
vide a range of suites from 743 sq.m. (8,000 sq.ft.) to floors of
6,040 sg.m. (65,000 sq.ft.).

Headline Glasgow office rents remain unchanged at £231-£247
per sq.m. (£21.50-£23 per sq.ft.). Lease length flexibility and ten-
ant break options remain features of the market on refurbished
and second-hand stock. Rent free periods/tenant incentives are
likely to increase should weak demand persist at the larger, qual-
ity end of the market.

Out-of-town development activity remains strong. At Glasgow
Business Park, Business Homes (Scotland) Ltd is on site with The
Approach, six buildings totalling 1,905 sqm. (20,508 sq.ft).
Lanarkshire boasts a range of new build offices at Philipshill, East
Kilbride; Hamilton Business Park; Hamilton International;
Eurocentral; and Strathclyde Business Parks. At Glasgow Airport
Business Park, AXA REIM's Grade A Cirrus building (7,111
sqm./76,545 sq.ft.) completes in April. Rentals for business park
space remain at £145-£156 per sqm. (£13.50-£14.50 per sq.ft.)
for non-comfort cooled accommodation or £161-£188 per
sg.m. (£15-£17.50 per sq.ft.) for air conditioned/comfort cooled
space inclusive of car parking. Flexibility of lease length and

increasing incentive levels are becoming more prevalent.
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Edinburgh

Take-up of office space in Edinburgh is significantly higher than
the mood of the market might suggest. At 47,560 sq.m. (512,000
sq.ft.), the six month total contributes to 12 month take-up to
March 2003 of 79,000 sq.m. (851,000 sq.ft.), which is above the
long run average.

The most significant deal is the long-awaited letting to HBOS at
Citymark, Fountainbridge, where the 9,380 sq.m. (101,000 sq.ft.)
building is to be occupied by HBOS Business Banking Division.
This is the most significant letting in Edinburgh for at least two
years and underpins the location as the natural south-western
extension to Edinburgh's Exchange District. Financial services
was the main driver of the recent market peak, and the anchor-
ing of this division of HBOS together with the construction of
RBS’s new world HQ at Gogarburn to the west gives added
confidence to the future of the sector in the city.

In spite of the continuing housing boom in Edinburgh, only two
significant office buildings have been sold for residential conver-
sion, at James Craig Walk (2,462 sq.m./26,500 sq.ft.) and Ainslie
Place (892 sqm./9,600 sq.ft.). Particularly interesting is the sale
of Mulberry House (3,900 sqm./42,000 sqft.), a 1970s open
plan office building in the East End behind a period facade, which
has been purchased for change of use to a hotel.

Market commentators suggest that the rental value of a grade
A city centre building might be circa £290 per sqm. (£27 per
sq.ft.), however this has not been proven recently and incentives
to tenants have increased to reflect slack demand. In West
Edinburgh, the prime rent of £274 per sqm. (£25.50 per sq.ft.)
achieved at Edinburgh Park in a letting to JP Morgan two years
ago now looks very high. Activity suggests West Edinburgh

prime rents may now lie nearer £215 per sqm. (£20 per sq.ft.).
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Significant lettings in the last six months include the following:

Address Size Occupier

Citymark, 9,383 sgm. (101,000 sqft)) | HBOS Business

Fountainbridge Banking Division
Sattire Court, 929 sqm. (10,000 sqft) |Dundas & Wilson
Castle Terrace

Eagle Building 1,022 sqm. (11,000 sqft.) Viz Technology

Spectrum House 747 sq.m. (8,040 sq.ft) | Citizens Advice Bureau

Spectrum House 1,056 sqm. (11,370 sqft.) | Carl Bro

Norseman House,
Ferrymuir

2,323 sgm. (25,000 sqift) |NHS 24

One of the most active business sectors in the occupational
market is solicitors. Four significant separate lettings have been
agreed with Semple Fraser, Thompsons Solicitors, Ledingham
Chalmers and Dundas & Wilson.

Strong demand for property investment and few properties for
sale have limited activity in the owner-occupier market. Potential
still exists for developers to provide buildings for sale to owner-
occupiers who can benefit from low interest rates making use
of SIPPS and other tax-efficient devices.

Available space has increased by 20%, from 183,000 sq.m. (1.97
million sq.ft.) to 220,200 sq.m. (2.37 million sq.ft.). Oversupply in
peripheral Edinburgh is particularly acute, where 108,700 sq.m.
(1.17 million sq.ft.) accounts for almost half of total availability.

In the city centre, there are currently five new buildings available
for immediate occupation and five buildings over 1,858 sq.m.
(20,000 sgft)) currently under construction (see table). This apparent-
ly large supply of new buildings may however be eroded com-

paratively quickly by rising market activity.

Address Size Available
New Buildings :
One Morrison Street | 5295 sqm. (57,000 sqft) |Now
Calton Square 5,574 sqm. (60,000 sq.ft.) | Now
Evolution 4,366 sgm. (47,000 sgft.) | Now
The Walk 3,530 sqm. (38,000 sqft) | Now
City Point 3,995 sqm. (43,000 sqft) |Now

Sub Total | 22,760 sqm. (245,000 sqt.)

Under Construction :
Waverley Gate 18,580 sgm. (200000 sqift) | Spring 2004
Edinburgh Quay 7,585 sqm. (81,650 sqft.) | Spring 2004
28 St Andrew Square | 4,366 sqm. (47,000 sqft.) | Autumn 2003
Holyrood Park House | 4,366 sqm. (47,000 sqt) | Summer 2003

C&A, Princes Street 4,366 sqm. (47,000 sqft.) | Summer 2004

Sub total | 39,263 sqm. (422,650 sqft.)

TOTAL | 62,023 sqm. (667,650 sqit)
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Despite earlier fears, the Aberdeen office market remains active,

afthough activity is concentrated on offices smaller than 186
sqm. (2,000 sq.ft). Eighty-nine transactions were completed
during the period, with sixty of these involving smaller suites.
Take-up for the 6 month period was 22,300 sq.m. (240,000
sqft), an increase of 8% on the previous 6 month period.
Supply of second hand office accommodation increased by 5%
to 110,000 sg.m. (I.18 m sq.ft.) at March 2003.

The most significant lettings over the past 6 months were:

Address Size Occupier
St Magnus House 5,110 sqm. (55,000 sqft.) | Canadian Natural
Guild Street Resources

Craigshaw Business 1,858 sqm. (20,000 sqft.) | Scottish Media Group
Park, West Tullos

Exchequer House, [,115 sqm. (12,000 sqit.) | First Bus
Exchequer Row
Holburn House, 836 sqm. (9,000 sqft) |M-l Drilling

Union Street

Recent tax changes affecting the oil industry in the Chancellor's
April Budget could see a shift in demand to larger suites and
buildings, as new players enter the market to embark upon
research and development and driling of exploration wells.
The comments contained in the Industrial Property section
regarding tax changes and the emergence of these new players
apply equally to offices. Although only a trickle so far, the exam-
ple of Talisman (8,920 sq.m./96,000 sq.ft.) in Talisman House, has
been followed by Canadian Natural Resources (5,110
sq.m./55,000 sqft) in St Magnus House and Apache (1,208
sqm./13,000 sq.ft) in one floor at Alba Gate Stoneywood.
Others are expected. Demand in the 464 sq.m. (5,000 sq.ft.) and
larger bracket is for open-plan space with comfort cooling,

raised floors and good car parking ratios.

The office sector in Aberdeen behaves in a different fashion
from the industrial sector - it is willing to speculate in new build-
ings or to refurbish existing stock in anticipation of demand.
Major speculative developments where construction is expect-

ed to begin soon are :

* Excel Centre, Bridge of Don - a joint venture between
Highcross and Ashkirk Properties involving a high quality, two-
storey office complex of 5,804 sq.m. (62,474 sq.ft.) with 200
car spaces. The quoting rental is £158 per sqm. (£14.70 per
sq.ft.). The building is capable of sub-division.

» Consort House, Stell Road - a new build project by Miller
Cromdale Limited of 7,014 sq.m. (75,500 sq.ft.) with 231 car
spaces. The proposal adjoins Miller Cromdale’s earlier office

development at Bridgeview House, Market Street.

» The south wing at Silverburn House, Bridge of Don - where
the previous headquarters of Elf has been refurbished.
Suites are available from 501 - 2,505 sq.m. (5,393 -26,965 sq/ft.).

In addition, the latest stand-alone building to come on the mar-
ket is 140 Causewayend, recently vacated by Halliburton. The
building extends to 1,300 sq.m. (14,000 sq.ft.) with the owner

willing to carry out a bespoke refurbishment for a tenant.

In summary, the Aberdeen office market has performed better
than expected over the past 6 months.The sector appears to be
gearing up to satisfy the demand for open plan space with com-
fort cooling and raised floors. The existing cellular stock within
traditional granite buildings will service demand for small suites.
Should the anticipated demand from the oil industry for larger
accommodation arrive due to shifting asset ownership, research
and development and tax changes, new and refurbished stock

should come on stream in time to satisfy that demand.
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INDUSTRIAL PROPERTY

West of Scotland

“Industrial” property has always been put to a variety of uses

and continues to be the workhorse of the commercial proper-
ty market. It is now home to call centres, utilities, distribution
businesses and trade counters as well as manufacturing and pro-
duction companies for whom the space was traditionally built.
Floorspace occupied by manufacturers continues to diminish as

the economy moves increasingly to service-based activity.

The global downturn in the electronics market has had a major
impact on the Scottish industrial property market.Various closures
have been announced and an estimated 250,000 sq.m. (2.7m sq/ft.)
of vacant property returned to the Central Scotland market.

The downturn in electronics has had a farreaching impact.
For example, confidence in the air freight industry is low as the
volume of electronics related cargo has decreased dramatically.
A number of players are still seeking to expand their operations,
however these plans are being re-evaluated in light of future

forecasts of likely cargo volume leaving from Scottish airports.

Take-up of larger buildings (2,322 - 5,574 sq.m./25,000 - 60,000
sq.ft.) has slowed considerably and inward investment visits are now
extremely rare. A clear example of the slow-down is the East
Kilbride market, where in the past two years there have been
only four transactions above 1,858 sq.m. (20,000 sq.ft.). Three of
these were sales, of which two sold to property companies

remain unoccupied.

Significant deals in the past six months include the letting at
Hamifton International Technology Park of a 2,876 sq.m. (30,964
sq.ft.) speculative unit to Keihin Limited. This is understood to
be on a fifteen year lease at a rental of £56 per sqm. (£5.25 per
sq.ft.). There has also been success at Sentinel Court, Hillington
where two of the three 1,858 sqm. (20,000 sq.ft.) speculative
units have been let. Lomond Audi and Securitas have each taken
a unit and the rental is understood to be in excess of £54 per
sq.m. (£5 per sq.ft.).

Demand remains strong for units below 1,393 sgq.m. (15,000
sq.ft). At City Link Central, Silverbank has let a 1,393 sq.m.
(15,000 sqft) to B & S Graphics and a further 2,090 sqm.
(22,500 sq.ft.) is currently under offer. Rentals in excess of £54
per sq.m. (£5 per sq.ft.) are being secured.

There has also been an upsurge in demand from trade counter
operators. Dedicated trade parks do not exist in Glasgow and
the main players operate from standard industrial estates such
as Hillington and Oakbank. Industrial estates with good promi-
nence to major arterial routes are well placed to take advantage
of this increasing demand and further transactions are expected

in the coming months.

The distribution sector has produced relatively few transactions
in the past six months, altthough a number of sizeable searches
are ongoing. The speculative Artemis (6,596 sqm./71,000 sq.ft.)
at Eurocentral remains available but is ideally placed to take

advantage of any urgent requirements.

Further speculative developments include Wilson Bowden's
Glasgow Gateway at Cambuslang (2,600 sq.m./28,000 sq.ft. and
3,810 sq.m./41,000 sq.ft). This location will only improve with
the final completion of the M74 linking to the M8 on the south
side of the Kingston Bridge. Compulsory Purchase Notices will
shortly be served on occupiers affected by the M74, many of
whom are already in the market looking for suitable premises to

relocate to.

Keiller Estates has purchased a 5.25 hectare (13 acre) site at
Newhouse at Junction 6, A8(M8) and plans a speculative indus-
trial development of 1,858 sq.m. (20,000 sq.ft.) unit plus design-
and-build

Developments has completed the access road to its 30 hectare

opportunities. Also at Newhouse, Saltire
(75 acre) Link Park. A variety of options will be considered at

this location, up to 27,870 sq.m. (300,000 sq.ft.).

At Glasgow Airport, construction continues apace at Imperial
Park, The Phoenix, where SCOT Sheridan and IPIF are building
8,360 sq.m. (90,000 sq.ft.) of speculative production/warehousing
space. The 5.4 hectare (13.5 acre) site is also capable of housing
up to 10,220 sg.m. (110,000 sq.ft.) in Phase 2.

In summary, the number of transactions involving manufacturing
companies is likely to decrease over the coming six months and
the market for space in the 2,787 - 4,645 sq.m. (30,000 - 50,000
sq.ft.) bracket will remain difficult. The distribution sector may
take well-specified and located units, but transactional activity
will remain concentrated below 1,393 sq.m. (15,000 sqg.ft.) and

on feuhold properties.
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industrial property

East of Scotland

The last six months have seen a noticeable increase in the over-

all supply of industrial property in East Central Scotland.
Of equal concern to landlords has been the decline in
enquiries for buildings of 1,393 sqm. (15,000 sq.ft) and above.
However, although the overall position is far from encouraging,
smaller buildings continue to secure deals and headline rentals
remain relatively static. Incentive packages available to tenants
have increased and the majority of lettings are now on a short
to medium term basis of between three and ten years.

Edinburgh’s industrial property market can claim few recent let-
tings and little modern supply. Two major landlords on opposite
sides of the city are however considering new developments.
To the west, BAA Linton is actively promoting AirVWest
Edinburgh, immediately adjacent to Edinburgh International
Airport and offering up to 20,900 sq.m. (225,000 sq.ft.) of high
quality warehousing. AirWest Edinburgh is hoping to capitalise
not only on scarcity of property in the area, but also the increase

in activity forecast for Edinburgh Airport.

On the east side of the city, Forth Ports plc has completed
Phase | of Edinburgh Quayside Distribution Park, a terrace of
three industrial units totalling around 3,500 sq.m. (38,000 sq.ft.).
One of these buildings has been pre-sold to Sea-Dog Life Saving
Appliances (Scotland) Ltd and the other two units of 1,250
sgm. (13,455 sq.ft) and 1,115 sgm. (12,000 sq.ft.) are currently
available. Forth Ports plc has a further 8 hectares (20 acres) of
development land here, which is capable of accommodating
more than 23,225 sq.m. (250,000 sq.ft.).

The largest speculative industrial development currently
under construction in the East of Scotland is Fife Warehousing
Co Ltd’s Frances Industrial Park in Kirkcaldy. The development
is due for completion in September 2003 and will provide
seven stand alone units from 320 - 756 sq.m. (3,449 - 8,134
sq ft). The scheme is supported by European Regional
Development Funding.

The majority of available space in Fife is in the Glenrothes/
Kirkcaldy area, due mainly to some large scale industrial clo-
sures. One example, the former Canon factory in Glenrothes
(18,580 sqm./200,000 sq.ft. on 18.6 hectares/46 acres) has
been acquired by Landteam Scotland for c. £2 million and re-
branded as Westwood One. Landteam Scotland plans 37,160
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sq.-m. (400,000 sq.ft.) of industrial and distribution space. It is
being marketed in sections and the surplus land offered as serv-
iced plots.

Due to the decline of the high technology and telecommunication
sectors, West Lothian has been hit hard by some large scale fac-
tory closures and job losses. There is now over 108,700 sq.m.
(1.17 sq/ft.) of accommodation available in Livingston and a total
of over 174,600 sq.m. (1.88 m sq.ft.) in West Lothian as a whole.
Again the development market is beginning to re-invent these
assets. The agents acting on behalf of the Scottish Capital
Group, who purchased the former Motorola building with
Henderson Global Investors, advise that the £4 million refur-
bishment programme is now well underway and that there is a
good level of interest in the accommodation. The building totals
47,190 sg.m. (507,930 sq.ft.) and is situated on a site of 37.5
hectares (93 acres). This development has been re-named

Pyramids Business Park.

In summary, the East Central Scotland industrial property mar-
ket is experiencing a difficult period of weakened demand.
However, deals are still being done, mainly with indigenous

companies seeking small to medium sized industrial properties.
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industrial property

Demand for industrial property in North-East Scotland is still

led by requirements from the extensive raft of companies that

provide support to the oil industry.

Supply of industrial space in Aberdeen City has decreased by
25%, primarily due to the sale of the former Sunblest Bakery
buildings at 14,678 sq.m. (158,000 sq.ft.). Industrial space for
sale or for let now stands at 120,770 sq.m. (1.3 million sq.ft.) in
|84 properties.

Take up is down by 10% from the previous 6 month period at
53,880 sq.m. (580,000 sq.ft.) in 59 transactions. However the fig-
ures are slightly distorted due to the sale of the Donside Paper
Mill in the previous 6 month period and the sale of the former

Sunblest Bakery in this 6 months’ figures.

Significant deals within the most recent period include:

Address Size Occupier

Sunblest Bakery, 14,678 sq.m. (158,000 sq.ft.) | Sold to Richards

Granitehill Road Aberdeen Ltd

Newton Road, 2426 sqm. (26,118 sqft) |Sold to Rig Services
Dyce Ltd

Plot 3, Peterseat 1235 sqm. (13,300 sq t)

Let to Wertical.com

Drive, Altens Ltd at £100,000 per
annum
Plot 2, Peterseat 1237 sqm. (13316 sqft) |LettoRS

Drive, Altens Components Ltd at

£100,000 per annum

Land supply for immediate development within the city is still
restricted. Most serviced land is held by local developers who
prefer design and build packages, wherever possible, to straight
sales to owner occupiers. Recent industrial sites for development
outwith the city have come on stream at Newtonhill 4.4 hectares

('l acres) and Kintore 7 hectares (18 acres).

The most significant event, which will shape the pattern of devel-
opment over the next 10-20 years, was the announcement by
the Scottish Executive that construction will commence within
the next 2 years on the long awaited Western Peripheral By-
Pass. The Southern route has been finalised for public consulta-

tion; the Northern route is still at the planning stage.

Although the oil majors such as BP and Shell are downsizing,
new technology has led to the emergence of companies who

are willing to acquire North Sea assets and make these prof-

itable again in the short to medium term. Talisman is a good
example of this asset and technology shift. The latest players to
join the Talisman example are Canadian Natural Resources and
Apache, the latter having acquired BP's Forties field in a deal
which is seen by some as being the rebirth of the North Sea.
Halliburton and Baker Hughes were called in at an early stage
to carry out repairs to sabotaged oil field equipment during the

war in Iraq.

Recent tax concessions for the oil industry in the April Budget
will encourage this expected rebirth through the abolition of
PRT on new contracts to use North Sea pipelines. Amendments
are proposed to the Finance Bill in a bid to secure further tax
concessions to revive drilling exploration wells. Research and
development is also expected to benefit from these forthcom-
ing concessions.The revised tax changes should help prolong the
life of the North Sea and encourage companies to establish
their technological base here.Tax concessions take effect on st
January 2004, therefore it may take some time for the rebirth
demand to filter through. When it emerges, demand will face a
considerable volume of existing industrial space which is now
20-25 vyears old and is in need of upgrading. In addition, more
serviced land is needed to satisfy owner-occupier demand. A
positive challenge therefore hopefully awaits the North-East's

industrial sector.
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INVESTMENT MARKET

Overview

The property investment market continues to benefit from high

levels of demand from high net worth individuals, collective
investment vehicles and property companies. Investment Property
Databank’s (IPD) UK Annual Index results confirmed a 2002
total return for UK Property at 9.7% (see chart). One of the
most attractive aspects of property is the 7.0% income return
compared to the income return for equities and gilts over the

same period of 2.7% and 5.0% respectively.
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Activity in the property investment market tells two distinct sto-
ries. Relatively low levels of total return available in all the asset
classes and low interest rates continue to attract investors. This
weight of money is causing yields to track a downward trend in
interest rates for long term, well-let stock. As the average length
of occupational leases falls, so the premium increases for secure
income stream offered by long leases to tenants of strong finan-

cial standing.

By contrast, at the other end of the market where risk to the
occupational markets exists as a result of voids, breaks or short-
er leases, market evidence suggests yields are softening as buy-
ers demand higher levels of return on their equity invested. The
tightening of lending by the majority of the lending institutions is
also focused on this sector as lenders become increasingly shy

of risk situations.

Traditionally the most expensive property asset class, retail
yields moved out in recent years, reflecting lower rental growth
prospects. This is in contrast to other sectors where yields have

tracked interest rates downwards.

The correction of an earlier, substantial outward yield shift cre-
ated strong performance for the retail sector in 2002 to pro-
vide the top performing property sector across the UK with
total returns of 14.1%. The retail warehouse sub-sector pro-
vided the best performance within the retail sector (17.4%).
Rental value growth in this sector has been particularly strong,
driven partly by the positive experience of retailers on retail
warehousing parks.

Positive sentiment towards the retail market reflected continued
strong retail expenditure patterns as consumers underpinned
the UK's comparatively strong economic performance.

The latest figures available for the IPD Monthly Index for the 12
months up to the end of February 2003 shows that total returns
for the UK retail property sector are 14.8%.The comparable fig-

ure for Scotland is | 1.6%.

Recent retail property investment deals include:

Address

Palace Grounds Retail
Park, Hamilton

Property Transaction
[4 units totalling 15,790
sqm. (170,000 sq.ft.)

anchored by Homebase

Acquired by Hercules
Unit Trust for £45.2
million (6.5%)

219 Sauchiehall Street, |Retail unit let on a new 20 | Acquired by private
Glasgow year lease to ] Sainsbury at | Irish investor for £2.6
£245 per sqm. (£22.80 per | million (6%)

sqft)
B & Q Warriston Road, | Retail warehouse unit let to | Acquired by Miller

Edinburgh B & Quntil 2012 ata cur- | Developments for
rent rental of £178,400 per |£2.94 million repre-
annum on a site of 0.7 senting a net initial
hectares (1.75 acres) yield of 5.73%

30-32 George Street, |2 retail units let to Starbucks| Acquired by UK

Edinburgh and Jones Estates Ltd for £3.5

million (5.85%)
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investment market

Offices have to some extent become the Cinderellas of the prop-

erty investment market. Figures for the year to December 2002
show a total return of 3.3% in the office sector with a negative retumn

from capital growth of -3.7% and an average income return of 7.0%.

Office market conditions in London and the South East - in par-
ticular the City of London and the M4 Corridor - are heavily
influencing sentiment. Central London scraped a positive total
return of 0.7% within this period and yields on initial incomes have
risen significantly. By contrast, outwith London and the South East
a respectable total return of |1.7% was recorded. The latest fig-
ures derived from the monthly index suggest |2-month office
return across the UK totalling 4.8%.The figures for Scotland show
a total return of 9.4% with continuing positive capital growth of

[.6% and marginal positive rental value growth of 0.1%.

There is no doubt that the office markets have suffered in all
regions, including in Scotland, but the correction here has mod-
erated rental values within much narrower margins than the
dramatic reductions in value reported in the City of London and
the M4 corridor. Opportunities remain to acquire offices at rea-

sonable value taking into account local market conditions.

Recent office property investment deals include:

Address Property Transaction

Riverside House, Riverside | A new building of 4,924 sqm. | Purchased by Standard
Drive, Aberdeen (53,000 sqft.) let to Scottish | Life for circa £9.3 mil-
Ministers and Gainsborough | lion (7.34% rising
Business Centres to circa 8.5% when
vacant floor is let.)

Grampian House, 4,240 sq.m. (45,645 sqft) | Acquired by PPG at a
Union Row, Aberdeen |let to Mobil North Sea Ltd | price of £7 million
until 2010 with tenant break| (circa 9%)

in 2005

Delta House, West Nile | 3,159 sqm. (34,000 sq.ft.) Acquired by

Street, Glasgow multi-let to tenants including | Oppenheim for £7.61
Scottish Ministers and Office | million (7.1%)

Angels at £167 - £183 per
sqm. (£15.50 - £17 per sqft.)

Exchange Tower; 6,030 sqm. (64910 sqft) | Purchased by
Canning Street, let to tenants including Britannia Invest A/S at
Edinburgh Henderson Boyd Jackson | a price of £21.15 mil-

and Franklin Templeton
Global Investors

lion (6.92%)

Spectrum House, Logie | 3,177 sqm. (34200 sqft) multi- | Purchased by a private
Green Road, Edinburgh | let to tenants including Carlbro, | property company at

Petroleum Exports and a price of £6.825 mil-

Citizens Advice Bureau £188| lion (8.25%)

per sq.m. (£17.50 per sqift.)
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Industrial

Industrial property has delivered the highest average returns
over 3,5, 10 & 22 years (IPD commenced in 1980) on the IPD
Annual UK Portfolio. Yields have fallen further than for other
sectors and combined with a relatively healthy income return to

provide 10.8% total return in the year to December 2002.

The investment market trend in 2003 suggests a strong per-
formance from industrial property in Scotland. Manufacturing
has its challenges in Scotland as elsewhere in the UK and con-
tinues to be a drag on the economy. Scotland is also exposed to
the export market and poorly-performing economies outside
the UK have led to further specific problems. By contrast, the
distribution sector is more closely aligned to the retail sector
and has benefited from the relative strength of the consumer
sector.

Recent industrial property investment deals include:

Transaction
Purchased by Ashtenne
Trade Parks for circa
£2.6 million (8.5%)

25 terraced units multi-let | Purchased by the
Trustees of Kodak
Pension Plan for circa
£53 million (89%)

Kvaerner Village, Kirkhill, | Sale and leaseback to Purchased by Kenmore
Aberdeen Kvaerner plc for 15 year at a price understood
term subject to 5 year break | to exceed £15.6 mil-
lion (sub 10%)
Totalling 7,990 sq.m. (86,000| Acquired by T3

sq.ft.) in 32 units Partnership administered
by Ashtenne for £5.82
million (7.74%)

M8 Interlink Industrial | 27,030 sq.m. (290,975 sq.ft.) | Acquired by Royal
Estate, Coatbridge onan || hectare (28.3 London Mutual Insurance

acre) site Society Ltd for in excess
of £15 million (7.5%)

Market Prospects

The second and third quarters of 2003 bring huge uncertainty

Address Property
Miller Street, Aberdeen | 8 terraced units multi-let

Ocean Trade Centre,
Altens, Aberdeen

Oakbank Industrial
Estate, Glasgow

in world politics, and challenges for many of the major world
economies. Property is well-placed to continue to attract risk
averse investment, but there remains the question of how low
yields can go for property investments exhibiting bond/gilt char-
acteristics, and to what extent these are de-coupled from the
wider market dependency upon occupier demand.
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