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North American agents report sharpest rise in distressed properties

° Over 75% of all 27 countries surveyed see rise in dis-
tressed properties compared to three months earlier

. Investor interest grows in distressed properties globally
with biggest pick up in Italy and UK

. Speed of bank foreclosures remains moderate with less

than 2 in 10 respondents on average reporting a pick up

Two years into the credit crunch, RICS have carried out a global
survey of agents on the emergence of distressed properties in the
commercial property marketplace.

RICS members and other real estate executives were asked to com-
ment on the volume of distressed* commercial properties which
have come to the market over the last three months compared to
three months earlier.

Respondents were also asked to comment on the speed at which
they thought banks are foreclosing and the general level of interest
which specialist funds are showing in purchasing foreclosed com-
mercial property assets.

Such foreclosures may arise when loan agreements have gone sour;
either through breach of loan covenants or failure to meet interest
payments on the part of landlords.

Landlord income streams may come under pressure as a result of
rising tenant defaults on rents following corporate bankruptcies and
falling income streams once rent reviews are carried out.

Of the 27 countries surveyed, more than 75% of respondents re-
ported a rise in the number of commercial properties which are
coming to market under distressed conditions in the second quarter
of 2009 compared to three months earlier.

For Q2 2009, the biggest pick up in distressed properties coming to
market has been reported in South Africa, closely followed by the
US. New Zealand, Malaysia and Hungary were next in line, with
The Caribbean, Ireland, Spain, Russia and Ukraine making up the
top ten.

At the bottom end of the scale China and Brazil reported a decline
in the number of distressed properties coming to market compared
to three months earlier. Germany, Czech Republic, Hong Kong,
Japan, Italy and Switzerland all reported little change in distressed
properties coming to market from three months earlier.
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The UK offers an example of where the linkages between banking
health and distress in the property market can be analysed. Bank of
England data to June 2009 shows that lending outstanding on com-
mercial property has more than doubled to £253 billion in the 4
years to June 2009 and now makes up approximately 12% of all
lending in the UK, which represents a 20 year high.

A recent report from De Montfort University* shows that the num-
ber of loans in default in the UK have risen sharply to 3200 in 2008
from 400 in 2007. However, the report also suggests that lenders
are currently prepared to renegotiate and extend terms as to avoid
exacerbating the current pricing downturn.

Indeed, by refraining from foreclosing on properties, a lower num-
ber of distressed sales coming to market should add some support
to property pricing at the macro level

At a time when many global banks are so heavily exposed to com-
mercial property loans, they may not want to bring additional prop-
erties onto their books and sell into a depressed market, crystallis-
ing losses at a time when sales prices are down over 50% from their
peak in some sectors.

Encouragingly, respondents suggests that as yet, banks are not be-
ing overly hasty on foreclosing on properties in breach of loan
agreements with less than 2 in 10 surveyors on average reporting
an increase in the speed of foreclosure globally compared to three
months ago.

. A distressed property is defined as a property that is under a foreclosure order or is advertised for sale by its mortgagee. Distressed

property usually fetches a price that is below its market value.
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Country statistics - for Q2 2009

Agents reporting a rise in distressed properties in Q2 ranked by net balance scores
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How banks deal with problem property loans will be pivotal....

Whilst lenders in the UK may be currently prepared to work with
existing borrowers on extension where loan to values may be
breached , a recent IPF paper* concludes that defaults are being
called on loans with income issues in the UK.

Problems in meeting income cover tests are likely to rise globally
into 2010 as rental declines continue across most markets. Indeed,
the latest Global Commercial property survey from RICS reports
that rents are expected to decline in over 90% of countries sur-
veyed in Q3.

The situation may also be less sanguine in markets where cross
border banks dominated property market lending in recent years.
In such markets the motivations of lenders to foreclose may be
greater.

Here, currency and political risks could materially impact the abil-
ity of a bank to realise the original value advanced. In such cases
motives to foreclose on properties early and bring them back onto
a bank’s books may be more pressing in order to head off future
losses.

Real Capital Analytics reports that the sharpest rise in distressed
properties during the first half of 2009 has been in Eastern Europe.
This region has seen a more than nine fold increase since the turn
of the year. Significantly, this was also a region where lending in
the economy was dominated by non domestic banks in recent
years. With these issues in mind, the speed at which lenders are
starting to foreclose should act as a lead indicator on the level of
distressed properties hitting the market in the coming months.

As such, RICS surveyed member firms and agents to comment on
the speed at which they thought banks are foreclosing on commer-
cial property deals compared to three months earlier. Interestingly,
around 50% of respondents are reporting that the speed at which
banks are foreclosing has either stayed the same or fallen over the
last three months.

Furthermore, even in the countries where the net balance was posi-
tive the median net balance of this indicator remains mild at +17 ,
indicating that for every 10 professionals responding, less than 2
have reported a rise in distressed sales compared to three months
earlier. This suggests that as yet, agents feel that lenders have not
been overly hasty to foreclose on commercial properties, offering
some support to the conclusions of the De Montfort study at the
turn of the year.
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With RICS members working on both sides to any distressed prop-
erty transaction, a further question was asked on the level of inter-
est from specialist funds in distressed properties and whether this
had increased in the last three months.

Unsurprisingly, the majority of agents are reporting a rise in spe-
cialist funds expressing interest in distressed commercial proper-
ties. Those markets at the forefront include Italy and the UK, with
Germany, US, Hungary, Spain and Ireland closely behind.

One obvious reason for current interest must undoubtedly be the
scale of property price declines which have occurred in some of
these markets since the onset of the credit crunch drawing bargain
hunters in.

Furthermore property yields compared to other asset classes are
starting to offer value in some markets when compared to historical
averages which may start to attract the interest of long term equity
players such as life and pension funds.

Other factors enticing investment interest could also include cur-
rency plays and the renewed inflows from retail investors into
global property funds in recent quarters.

Whilst it is clear that distressed properties are expected to increase
in the coming years, it will be the banks which will dictate the
speed and scale of future developments. The extent at which in-
creasing distress weighs down on all commercial property values
will have further implications at a macro level for the asset base of
local banking systems.

* De Montfort University—UK Commercial property lending Report year end 2008 (May 2009)
* |PF short paper series— UK real estate debt: A problem for the borrowers and the Banks (July 2009)

RICS represents 140,000 members
worldwide. These professionals
provide expert advice on land, prop-
erty, construction and the associated
environmental issues. An independent,
not-for-profit organisation, RICS acts in
the public interest, upholding standards
of competence and integrity among its
members and providing impartial,
authoritative advice on issues affecting
business and society.

To participate in this survey four times a year please email
globalproperty@rics.org to register your email address.

The RICS Global Commercial Property Survey is a quarterly publication
which aggregates the views of commercial property professionals including
RICS members, researchers, fund managers, agents across the world.
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Country statistics - for Q2 2009

Level of interest from specialist funds in Q2 ranked by net balance scores
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Survey Methodology

RICS Global Commercial Property Survey

RICS’ Global Commercial Property Survey is a quarterly guide to the de-

veloping trends in the commercial property investment and occupier market.

This edition details market conditions for the second quarter of
2009 based on information collected from leading international real
estate organisations and local firms.

Methodology

Survey questionnaires were sent to real estate organisations in

June 2009, with responses received up until the 20th of July

2009. Respondents were asked to compare conditions over the latest
Three months with the previous three months. A total of 419 responses
were received.

Responses have been amalgamated across the three real estate
sub-sectors of offices, retail and industrial property at a city level,
to form diffusion indices for the commercial market as a whole.
The eight world regional groupings have been derived through
the weighting of city level diffusion data using city population
and country gross domestic product statistics.

Contact details
For further information please contact RICS Communications Directorate
T +44 (0)20 7334 3774/3891

Taking part in the RICS Global Property Survey

If you wish to participate in the quarterly survey, please email
jguilfoyle@rics.org to register your details. Please provide

your name, company details and the location(s) you wish to cover
within the email or register online at www.rics.org/globalproperty

Become a member of RICS
If you would like to find out more about becoming a member
of RICS, please visit www.rics.org/professional

RICS Global Commercial Property Survey

Disclaimer

This document is intended as a means for debate and discussion and should not be relied on as legal
or professional advice. Whilst every reasonable effort has been made to ensure the accuracy of the
contents, no warranty is made with regard to that content. Data, information or any other material
may not be accurate and there may be other more recent material elsewhere. RICS will have no
responsibility for any errors or omissions. RICS recommends you seek professional, legal or technical
advice where necessary. RICS cannot accept any liability for any loss or damage suffered by any
person as a result of the editorial content, or by any person acting or refraining to act as a result

of the material included.
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Subscription information and contributor enquiries

The Quarterly Global Commercial Prop-
erty Survey is available from the RICS
web site - www.rics.org, along with other
quarterly surveys covering the housing
market, residential lettings, commercial
property, construction activity, the farm-
land market and arts and antiques.

This publication has been produced by
RICS Economics. For economic and sta-
tistical enquiries regarding this publica-
tion, please contact.

Oliver Gilmartin

RICS Senior Economist
Communications Directorate
Tel +44 (0)20 7334 3847.

For access to city level agents’ com-
ments and contributor details please go
to the following web address.

www.rics.org/GPScomments20099g2

The Royal Institu-
tion of Chartered
Surveyors

12 Great George
Street

Parliament Square
London SW1P 3AD

T +44 (0)20 7222
7000
F +44 (0)20 7334
3846

RICS represents 140,000 members world-
wide. These professionals provide expert
advice on land, property, construction and
the associated environmental issues. An
independent, not-for-profit organisation,
RICS acts in the public interest, upholding
standards of competence and integrity
among its members and providing impartial
authoritative advice on issues affecting
business and society.
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