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Unsettled UK outlook, but high pressure from overseas henefits London

The yield-driven recovery in UK capital values is drawing to a close,
leaving the spotlight focused on performance fundamentals. There
can be no grounds for complacency with rental values still falling
across many areas of the country. Central London, however, has a
different dynamic because of its global-facing position. According to
CBRE, the Capital ranked in joint first place as the most popular retail
destination in the world in 2010, and global firms accounted for half
of occupier take-up in the Square Mile. Central London prime office
and retail rents are soaring as investors continue to buy into the story.

London’s global exposure is providing investors with opportunities

for diversification from domestic woes. The sterling exchange rate
against a basket of world currencies is still 14% lower than pre-

crisis levels and this is leading to higher tourist spending, while the
Olympic Games is expected to provide a boost to London’s retail and
leisure sectors in 2012. In terms of general economic activity, Oxford
Economics predict London GDP will increase by 3.8% per annum,
over the next five years compared with 2.56% per annum for the rest of
the country.

Fig. 1. Investment volumes by destination
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Retail

UK retail sentiment ebbed in May following the temporary respite
provided by the Royal Wedding, an extra bank holiday and warm
weather, which led to an earlier than normal seasonal shift in
consumer wardrobes. There are, however, significant variations

in performance between retail sectors and regions. Clothing and
footwear maintained positive growth in contrast to a decline in
sales of household goods, and London is in pole position among
the UK regions, generating significant outperformance. New West
End Company reported May's retail sales growth on Oxford Street
outperformed the BRC national average by 460 basis points.

IPD reported a strong recovery in the Central London retail market
in 2010 with rental increases of 6.1% contrasting with declines of
1.4% for the UK as a whole. London’s momentum continued into early
2011 with impressive quarterly growth of 3.2% versus no growth for
the UK overall. Anecdotal evidence of rental deals in some of the
Capital's primer pitches indicates rental uplifts that would not look
out of place in a booming City office market e.g. Forever 21 and
Desigual on Oxford Street. Retailers know where they want to be
and are willing to pay. London landlords are reaping the benefits of
both buoyant retailer demand and the distinct lack of space capable
of fulfilling these requirements. As a result, even off-prime locations
within the Central London area are reaping the benefit.

Can this seemingly anomalous situation in Central London retail
persist as households get to grips with repairing balance sheets,
negative real wage growth and potential falls in house prices? The
answer, most likely, is yes. London has a diverse economic backdrop
and relies less on public sector employment. As job levels in financial
and business services expand, consumers’ propensity and ability

to spend will be enhanced. Central London retailers benefit from
various sources of sales demand: the daytime workforce, weekend
destination shoppers, and tourists who are getting more value for
money as they access the Capital’s culture, leisure and retail offering.
Visit Britain reported 5.3% annual growth in overall tourist spend
during 2010, four times the growth rate experienced the previous
year.

IT IS HARDLY SURPRISING THIS POSITIVE BACKDROP TO
INCOME GROWTH HAS GENERATED SUCH A RAPACIOUS
INVESTOR APPETITE. CURRENT NET INITIAL YIELDS FOR PRIME
SHOPS ARE BETWEEN 3.0 AND 3.5%.

As a result of these positive factors, Henderson expect strong growth
in Central London retail rents of 3.5% per annum over the next five
years, way in excess of the wider UK market of 1.8% per annum.
There should be stronger growth in the earlier years, particularly while
tourist spending remains strong and with the boost from the Olympics
in 2012. Looking ahead, we suspect there will be more opportunities
for investsors higher up the risk curve. These may occur in off-prime
pitches in which investors can expect a location discount, but where
supply and demand influences are nonetheless compatible with rental
uplifts.

Fig. 2. IPD quarterly rental value growth (%)
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Offices

Despite keen pricing in capital markets, the case for investing in
Central London offices has not diminished. There are a number of
reasons to be optimistic that the rental cycle will generate enhanced
performance over the next few years.

WITH ROBUST DEMAND, SIGNIFICANT FURTHER UPWARD
PRESSURE ON CITY RENTS SHOULD RESULT AS GOOD QUALITY
AVAILABLE STOCK ERODES. OUR FORECASTS INDICATE RENTAL
GROWTH OF CIRCA 5% PER ANNUM FOR LONDON OFFICE RENTS
OVER THE NEXT FIVE YEARS.

Although there are risks that the domestic economy and stock market
will experience greater volatility than usual, independent forecasts
from Oxford Economics predict more new jobs will be created in
London’s financial and business services over the next five years than
were generated in the five years prior to the recession. A further boost
to London’s letting activity is expected from overseas with forecasters
predicting much stronger growth globally than domestically. London
ought to be a key beneficiary of this growth since it consistently

ranks number one on the Global Financial Centres Index. Indeed, the
overseas share of letting activity has accounted for more than half of
all City and circa 30% of West End take-up over the last two years.
Furthermore, while public sector restructuring should prove to be the
‘Achilles heel of regional occupier market recoveries, Fig. 3 shows the
share of take-up accounted for by public administration is very low in
both City and West End markets.

Fig. 3. Public administration take-up as a % of total, 2002-10
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AWAY FROM LONDON, THE MANTRA LOCATION, LOCATION,
LOCATION HAS NEVER BEEN MORE RESONANT. MOST QUALITY
ASSETS ARE FULLY PRIGED AND RENTAL GROWTH IS LIKELY TO
BE SPECIFIC TO MICRO-LOCATIONS.

Outside the Capital, letting markets cannot rely to anywhere near the
same extent on overseas demand, while public sector accounts for an
important component of letting activity. The last recession produced
an overhang of vacant space and rental declines have left many
buildings over-rented with poor prospects for growth. With investment
pricing for well-located assets already keen, opportunities will depend
on identifying early recovery micro-locations. From an investment
perspective, decent locations and longer income security often fail

to offer enough of a discount to compensate for building risk. It

has arguably become necessary to focus on shorter income where
low levels of Grade A supply in future will lead to fewer and shorter
interruptions to cash flows and underpin rental growth. Building
quality and location remain too important to compromise. Given the
development cycle was curtailed in mid-2007, rental growth is likely
to be generated by pre-let developments from 2013. A strategic shift
from Central London to the regions might be considered at this point.
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Please read all scheme documents before investing. Before entering into an investment agreement in respect of an investment referred to in this document, you should consult your own professional and/or
investment adviser. Past performance is not a guide to future performance. The value of an investment and the income from it can fall as well as rise and you may not get back the amount originally invested. Tax
assumptions and reliefs depend upon an investor’s particular circumstances and may change if those circumstances or the law change. If you invest through a third party provider you are advised to consult them
directly as charges, performance and terms and conditions may differ materially. Due to the specialist nature of property investment, in certain circumstances there may be constraints on the redemption or switching
of units/shares in the fund(s). The funds invest in a specialist sector that may be less liquid and produce more volatile performance than an investment in other investment sectors. The value of capital and income will
fluctuate as property values and rental income rise and fall. The valuation of property is generally a matter of valuer's opinion rather than fact. The amount raised when a property is sold may be less than the valuation.
Nothing in this document is intended to or should be construed as advice. This document is not a recommendation to sell or purchase any investment. It does not form part of any contract for the sale or purchase
of any investment. Any investment application will be made solely on the basis of the information contained in the Prospectus (including all relevant covering documents), which will contain investment restrictions.
This document is intended as a summary only and potential investors must read the Prospectus before investing. Issued in the UK by Henderson Global Investors. Henderson Global Investors is the name under
which Henderson Global Investors Limited (reg. no. 906355), Henderson Fund Management Limited (reg. no. 2607 112), Henderson Investment

Funds Limited (reg. no. 2678531), Henderson Investment Management Limited (reg. no. 1795354), Henderson Alternative Investment Advisor
Limited (reg. no. 962757), Henderson Equity Partners Limited (reg. no. 2606646), (each incorporated and registered in England and Wales with
registered office at 201 Bishopsgate, London EC2M 3AE), Gartmore Investment Limited (reg. no. 1508030), Gartmore Fund Managers Limited (reg.
no. 1137353), (each incorporated and registered in England and Wales with registered office 8 Fenchurch Place, London EC3M 4PB) are authorised
and regulated by the Financial Services Authority to provide investment products and services. Telephone calls may be recorded and monitored.
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