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Land Values - Unchartered Territory 

Residential Land values will bottom out at around 50% of July 2007 values and this will happen by the second to third quarter of 2009. 

If, as we have predicted and now backed up by a number of other commentators, house prices in the UK are due to reach their low point in the summer of 2010; then land values will hit the bottom in or around the second to third quarter of 2009. Land price falls lead house prices due to the time delay that house builders face in bringing their product to the market.

Graham Jones and Terry Murphy have over 70 years combined experience in real estate investments. They have handled well over a billion pounds sterling worth of assets and are considered to be specialists in their field. For the services they offer they have no direct competition and have an international client base. 

House Prices 

If you look at the Halifax and Nationwide indices on house prices, then in the UK house prices have fallen on average by 13.7% and 13.9% respectively over the last 12 month period; this is in a market of low transactions. There is real evidence to suggest that some residential property values have fallen much further. If you look at the Auction market, which is a good forward indicator of real market prices, some sales are already at levels 50% below the height of the market. Though some of these sales are repossessions they nevertheless establish a real market price in the current climate. This is evident in the London market that is now seeing the return of properties below the £100,000 threshold.
It has been forecasted, by a number of research organisations, that house prices will continue to fall throughout 2009 as landlords offload property increasing supply and the availability of finance remains uncertain. The rays of hope that affordability levels are significantly improving will be short lived as unemployment rises dramatically and wage restraint become pervasive in most industry sectors. The repayment of debt will be the priority for most households and not house purchase in the short term.

Land Prices

Due to insufficient land transactions taking place, in the UK at present, the Valuation Office Agency (VOA) find themselves in something of a dilemma not being able to continue to record land values and forecast future trends. 

The VOA have now decided not to publish a Residential Land Forecast and have commented, on their website that;

“Due to the effects of the global financial crisis it has been decided not to include residential land forecast in this edition of the published report.”
Ionic has reviewed all the existing information, looked back at previous recessions in the housing market, reviewed the dramatic changes in the market and is now prepared to make some forecasts.

Through Ionic’s detailed research we are prepared to forecast that:-

House prices will fall on average by circa 40% from their height in July 2007 to the summer of 2010. This average figure will mask some larger falls in some regions of the country and reflects higher price reduction for apartments to establish a new floor for this property type.

The effect on land values will be more severe falling by around 50% to levels last achieved in 2002. There have been too few land transactions since the beginning of this year to provide a robust sample from which to clearly establish a real market for land.  We have taken into account the existing write-down’s in land values of some of the major house-building companies and have included in our forecast how land write-downs will continue in the next six months as these companies get to grips with the changing market conditions. 

Once the house-builders gross margin has been eroded to zero, after taking account of the fall in value of house prices from across the region, the subsequent knock on effect to land values currently sitting in the land banks of house-building companies will be catastrophic. According to City Analysts the land banks of the “big 5” should be written down by the following:- 

	House-builder
	Percentage write-down of Land Bank

	Barratt
	

45%

	Bovis
	

30%

	Taylor Wimpey
	

45%

	Bellway
	

35%

	Persimmon
	

33%


From our research Ionic predicts that when Land values reach the bottom in this current cycle they will be relatively flat between the summer of 2009 and December 2010. Land values will then begin to rise by circa 10% pa from 2011 to 2013 and a further 15% per annum until 2016.  This is illustrated in Ionic’s graph given below.
Land offers opportunities for astute Investors to secure investments at the bottom of the market. In order to achieve this suitable sites need to be identified early in 2009 to allow for carrying out full due diligence prior to securing the site.
Now is the time to include UK land in your investment portfolio and in order to secure these opportunities you need to act quickly. Please contact us by return and we will be able to present to you a number of actual opportunities at prices which we believe represent the bottom of the market and will generate good returns over the next five years.
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