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Commercial Property: Market Analysis and Potential Interventions

Executive Summary

Introduction

The Welsh Government has an important role in ensuring a supply of commercial property to
meet demand from indigenous businesses and inward investors. The Economic Action Plan
gives this role additional impetus, setting out a new commitment to intervention to bring
forward commercial sites and premises. To deliver this, work is underway to develop a new
Property Delivery Plan, setting out the range of tools that the Welsh Government will use to
meet economic need and drive future growth.

To inform the new Property Delivery Plan, this report sets out an analysis of the Welsh
commercial property market, including current and likely demand, property market
responses and the extent to which there is a gap in supply. It also considers potential priorities
for, and approaches to, intervention. In line with the Welsh Government’s regional approach
to economic development, it outlines the priorities for intervention within South East Wales,
South West and Mid Wales and North Wales.

Why intervene in the commercial property market?

By ‘commercial property’, we mean industrial and office spacel. While delivery of industrial
and office accommodation is generally led by the private sector, there are strong grounds for
public sector intervention. In broad terms, these fall into three categories:

. Addressing ‘market failure’: although there might be evidence of demand for new or
additional capacity, the market fails to respond. This might be because of weak
viability (high development costs relative to land values or anticipated rents); poor
market signals (there might be high aggregate floorspace availability, but available
stock might not be suitable for occupier need); or changes in the nature of demand
with which the market has not yet caught up.

. Attracting and retaining investment that would not otherwise come to, or reinvest in
Wales. In this case, the availability of the ‘right’ land and premises infrastructure is a
key part of the wider investment offer (alongside the skills base, transport
accessibility and so on).

. Influencing commercial decisions to achieve broader social, economic and
environmental objectives, for example by bringing new economic activity to a
redundant site, or encouraging more activity in accessible or town centre locations.

In many cases, intervention will meet several objectives, and activity in the commercial
property market is an important part of the economic development ‘toolkit’.

1 This definition excludes some premises used for other ‘commercial’ purposes (e.g. retail, commercial leisure and
tourism and agriculture). However, it corresponds to the definition generally used by local authorities for ‘employment’
space within the planning process.
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Demand and supply

Across Wales, there were around 200 million sq ft of industrial floorspace and 35 million sq ft
of office space in 2018/192. Annual take-up amounts to around 3.6 million sq ft of industrial
and 1 million sq ft of office space, although this mostly represents occupiers moving within
the existing stock of commercial property.

Estimating future quantitative demand is challenging. Forward projections based on historic
employment growth (which has been strong in recent years) suggest a potential net
requirement of between 500,000 sq ft and 1.5 million sq ft per year to 2031. However, future
demand will be influenced by wider market trends: for example, increased homeworking and
flexible working has impacted on demand for traditional offices, and rising self-employment
is leading to greater demand for flexible and managed workspace. While some demand will
be accommodated within existing supply, demand for new space will also be driven by the
obsolescence of older stock (especially in the context of the need for greater energy
efficiency).

A closer look at the market reveals considerable diversity at local and regional level. However,
there are some key themes that are relevant to the Welsh Government’s intervention in the
commercial property market:

. There is widespread evidence that industrial supply is very tight, relative to
demand. There has been little recent commercial development (other than in
Newport, Cardiff and Flintshire/ Wrexham), and there are few developers active in
the market.

. A weak supply of smaller units is compounded by ageing stock. Limited capacity
also appears to constrain firms’ ability to move to larger premises, potentially
impeding expansion potential and the Welsh Government's objective of enabling
higher quality jobs.

o The Cardiff office market is performing well. Elsewhere, there is evidence of unmet
office demand in Newport and potential in Swansea, which should be encouraged.
In other locations, demand appears to be (on the whole) weak, suggesting that
interventions should be concentrated in key locations.

. Demand for ‘non-traditional’ types of accommodation (such as managed
workspace and hybrid units) appears to be growing as the nature of work and
technology changes.

Understanding the gap

Overall, there is evidence of widespread ‘market failure’, particularly in the industrial
sector: occupancy levels within the existing stock are high, agents report strong demand and
some occupiers are unable to move to larger premises because of a shortage of supply, there
is little commercial activity taking place to address this apparent demand. Running a series of
‘baseline appraisals’ for office, industrial and hybrid units in different parts of Wales, we

2 Valuation Office Agency
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demonstrate non-viability in most (although not all) cases, highlighting a need for public

sector intervention.

Potential priority interventions

The regional supply and demand analysis suggests that the focus of intervention should be in

the following locations and related to the following types of property (taking into account that

the market is performing adequately in some locations, and that some for some types of use,

demand is likely to be weak):

Table 1: Potential priority areas for intervention by region

South East

South West & Mid

North

Office

City centre & strategic
hub offices

Office-based managed
workspace/ grow-on
space

Focus on Newport and
(given evidence of
current demand)
Pontypridd.

Focus on Valleys
strategic hubs +
Bridgend

Focus on Swansea

Potential focus on
Swansea, Port Talbot,
Llanelli and market
towns

Little evidence of
demand at present

Focus on larger
centres where demand
unlikely to be met by
market (e.g. Bangor,
Colwyn Bay)

Industrial

Industrial starter units

Industrial grow-on
space

Strategic industrial
sites

Dispersed, but focused
on well connected
locations (outside
Cardiff and Newport,
where there is
evidence of private
sector activity)

Dispersed, but focused
on strategic sites

Focused on key WG
and other public sector
land holdings

Dispersed, but focused
on well-connected
locations

Focused on strategic
locations, but also
evidence of rural/
market town need (e.g.
Newtown)

Focused on nationally
and regionally
significant locations,
although recognising
known constraints on
site availability in some
locations

Dispersed, but
probably outside
Wrexham/ Flintshire,
where market appears
to function effectively

Focused on network of
larger strategic sites

Focused on strategic
sites, but with caution
in terms of risk of
market over-supply
(and localised
constraints on site
availability in some
places)

Cross-cutting

Refurbishment

Potentially focused on
major/ larger estates,
although could
respond to needs of
specific occupiers

Potentially focused on
major/ larger estates,
although could
respond to needs of
specific occupiers

Potentially focused on
major/ larger estates,
although could
respond to needs of
specific occupiers

To support this, a range of potential intervention options are available to the public

sector. Assuming that the aim is to support private sector delivery where possible, the

relevance of each option depends on how close each scheme is to viability:

SQW
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Table 2: Potential public sector interventions, by viability position

Viability position/ barriers to development

Potential intervention

Scheme deliverable by the private sector
Close to viability, but private sector needs to
overcome market risk factors

Low-level (less than 20%) financial gap in the
appraisal

Medium-level (less than 35%) financial gap in the
appraisal

Significant gap up to 50% of overall cost

Commercially unviable

No financial intervention, but public sector
maintains enquiries and site information

Public sector fixed-term lease; business rate
exemption initiatives

Non-equity public support (e.g. part-funding of
elements of infrastructure provision)

Non-equity public support (e.g. public sector
lease; public loan or loan/ grant funding; funding
of key infrastructure)

Public sector joint venture/ equity stake, with
funding of key infrastructure

100% direct public sector funding, with direct

development and management role

The scale of intervention

The viability challenges highlighted by the market analysis suggests a need for significant
intervention. Based on the indicative potential quantum of future demand, the regional supply
and demand analysis and the series of baseline appraisals, we estimate that the Welsh
Government and public sector partners may wish to plan to support the delivery of at
least 900,000 sq ft of new floorspace over a three-year rolling period. This equates to a
potential requirement for developable land of between at least 35 acres, over a rolling three-
year period (or around 58 acres over five years). While highly indicative, this would represent
a substantial net addition to the commercial floorspace stock, and would imply some form of
intervention to deliver between around 50% and 65% of total net commercial floorspace
growth.

In delivering an increasingly active public sector role in the market to meet demand, two
(linked) factors will be important:

. First, regional alignment, ensuring that there is consistency between the approach
of the Welsh Government and that adopted within the regions, and avoiding
fragmentation (especially in the context of scarce public resources). There is an
appetite at regional level to develop a joint approach to the prioritisation of strategic
sites, ensuring that deliverable sites of the right quality can come forward: this should
be encouraged.

. Second, maintaining and developing access to a range of development skills.
Potentially, the Welsh Government could offer a shared, expert resource that can be
used across the Welsh public sector to progress the interventions identified above.

In conditions of widespread non-viability, there may be value in exploring the potential for
the establishment of an Asset-Backed Development Vehicle, providing an opportunity to
spread risk across a portfolio of commercial developments of different types and different
locations, with the aim of achieving a return to the Welsh Government over the long term.
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1. Introduction

Background

Historically, the Welsh Government and its predecessor bodies have played a significant role
in ensuring a supply of commercial property to meet demand from indigenous businesses and
inward investors. While in recent years, the Welsh Government’s direct intervention has
reduced, it continues to maintain an extensive portfolio of land and property assets for
economic development purposes and is active in bringing forward strategic sites. It also
operates Property Developer Grant (PDG) schemes to support commercial investment, and
(via the Development Bank of Wales) recently launched a loan product for commercial
property development.

The Welsh Government’s Economic Action Plan sets
out a strengthened commitment to intervention in
support of employment sites and premises3.
Following this, work is currently underway to
develop a business case for a new Property Delivery
Plan, which will set out the rationale for Welsh
in the
property market and the range of tools that will be

Government intervention commercial

deployed to meet economic need.

“Wales needs modern sites and
premises to allow businesses to expand
and grow, so we will proactively
intervene where there is market failure.
We will do this either by incentivising
investment from developers and
investors; by creating development
consortia that allow us to maximise and
capture the benefits of our Metros; or by
being committed to the direct delivery of
sites and premises in parts of Wales
where the private sector is not prepared

to invest”

Economic Action Plan

Study brief and scope

To inform the new Property Delivery Plan, SQW was
commissioned in March 2019 to consider:

o An analysis of the Welsh commercial property market, including:

> current and likely demand (taking into account the sectoral composition of
the economy, recent and forecast trends and the potential impact of new
technology); strategic aspirations over the longer term; and key constraints
and opportunities

> property market responses to current, likely and aspirational demand

> the extent to which there is a ‘gap’ in supply and the relevance of the Welsh
Government’s commercial property stock (in terms of buildings and land) in
meeting this gap.

. Potential priorities for, and approaches to, intervention, taking into account
evidence of approaches that have been used elsewhere, and the extent to which the

3 Welsh Government (2017), Prosperity for All: Economic Action Plan, p.40 (https://gov.wales/prosperity-all-economic-

action-plan)
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Welsh Government should seek to ensure a ‘float’ of available land and premises to
proactively meet (and help to drive) demand.

Key parameters

What do we mean by commercial property?

The focus of this report is on office and industrial property (i.e. ‘B-class’ uses, described in
the box below). This excludes a large amount of employment-accommodating space, including
space for retail and leisure activities (which are especially important to the local economy in
some parts of Wales). The focus on B-class property reflects the general intent behind the
strategic approach to land and property within the Economic Action Plan. However, B-class
demand and supply could influence the context for the provision of other types of employment
space, for example by enabling town centre diversification.

Defining commercial property

The Town and Country Planning Use Classes Order* defines properties in a series of categories
according to their use (for example, retail, residential, food and drink, etc.). There is no specific
definition of ‘commercial property’ within the Use Classes Order, although it defines the following
uses, which we have used as a proxy within this report:

e B1(a): Offices (other than ‘retail-type’ offices, such as bank and building society branches)
e B1(b): Research and development facilities

e B1 (c): Light industrial uses which could be carried out within a otherwise residential
environment

e B2: General industrial
e B8: Storage and distribution

As indicated above, this definition excludes the space required for commercial activity which is
neither industrial nor office-based in nature. However, it corresponds with the conventional approach
taken to ‘employment’ space within a land-use planning context.

Building on earlier work

Earlier analysis of the Welsh commercial property market was set out in the Framework for
Priority Property Interventions in Wales report. This was commissioned by the Welsh
Government and prepared by JLL in 2017, and itself built on a previous ‘gap analysis’ report
prepared in 2014.

The JLL report set out an ‘action plan’ for the provision of new employment land and premises
and for the refurbishment of existing stock, with the aim of achieving a “balanced portfolio of
a small number of high quality sites and buildings which are immediately available for
development or occupation”. It also included indicative amounts of additional floorspace that

4 Town and Country Planning (Use Classes) Order 1987 (as amended). See
https://www.planningportal.co.uk/wales en/info/3/common projects/6/change of use.
5 Welsh Government (JLL) (2017), Framework for Priority Property Interventions for Economic Development in Wales, p.11
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could be encouraged within specific locations and types of uses, and this has provided a basis
for the Welsh Government’s general property approach in recent years.

Given the new direction set out in the Economic Action Plan, we have taken a fresh approach
to the market analysis, rather than simply ‘updating’ the earlier work. However, to provide
continuity, we have reviewed the recommendations of the JLL report in the light of the

evidence and delivery since 2017.
Figure 1-1: Regions of Wales

A regional approach

The Economic Action Plan commits to a regional North Wales
approach to economic development. It defines
three regions, which broadly correspond with
existing and emerging City Deal and Growth Deal
arrangements. Each region is supported by a
Chief Regional Officer within the Welsh

Government, and work is underway to prepare a S?\;{tg VV\\/’;ZtS&
|
series of Regional Strategies, in conjunction with
local partners. To inform these strategies as they
emerge, this report structures the market SE Wales

analysis and recommendations by region, within
a national context.

. Source: Welsh Government, SQW
The three regions are:

) North Wales, including: Wrexham and Flintshire, with their large industrial base and
close cross-border relationships with the North West of England; Conwy and
Denbighshire, including the central A55 corridor and an extensive rural hinterland;
and largely rural (and in parts remote) Anglesey and Gwynedd.

. South West and Mid Wales, including the area covered by the Swansea Bay City Deal
(Swansea, Neath Port Talbot, Carmarthenshire and Pembrokeshire), as well as rural
Ceredigion and Powys, covered by the emerging Mid Wales Growth Deal.

. South East Wales, the smallest of the three geographically, but the largest in
population terms, covering the Cardiff Capital Region, including the cities of Cardiff
and Newport, plus Blaenau Gwent, Bridgend, Caerphilly, Merthyr Tydfil,
Monmouthshire, Rhondda Cynon Taf, Torfaen and the Vale of Glamorgan.

Within the context of this regional approach however, it is worth noting that Wales has a
diverse and dispersed population and business base. Each region is itself complex: within
North Wales (for example) market opportunities and constraints are very different in
industrial Deeside compared with those in rural Gwynedd. Some policy themes also cross
regional boundaries (such as the Valleys Task Force, which extends across parts of South East
and South West Wales). Where relevant, we have therefore considered the local context in
some detail.
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Approach and method

Since the purpose of this study is to inform the Welsh Government’s interventions in the
property market, our starting point is to consider why, in principle, the Welsh Government
(or the public sector more broadly) should intervene in the market at all. Potentially, there
are three grounds for intervention:

. First, market failure. Despite the evidence of demand for new or additional capacity
(or capacity of a different quality or type from that on offer), the market fails to
respond. This may be due to weak viability (development costs relative to land values
or anticipated rents); inconsistent market signals (for example, the theoretical
availability of floorspace, but with available stock failing to meet occupier need); or a
change in the nature of demand to which established development models are not
easily able to respond (for example, demand from tenants for increasing flexibility).

. Second, the opportunity to attract and retain investment that would not
otherwise come to, or reinvest in, Wales (or might not happen at all). In this case,
the availability of the ‘right’ land and premises infrastructure is part of the wider
inward investment offer, alongside the workforce skills base, transport accessibility,
and so on. Historically, the provision of commercial property has been an important
part of Wales’ inward investment ‘pitch’; more recently, support for new or
refurbished property has been important in securing investment from firms such as
Aston Martin. However, beyond the attraction of new firms to Wales, access to the
right property offer is important in enabling existing firms to grow, reinvest and
retain and expand employment. In recent years, firms such as PCI Pharma, IQE and
General Dynamics have all been supported in expanding in Wales as a result of
property-based interventions.

. Third, linked with both of these, the opportunity to influence location decisions to
achieve broader social, economic and environmental objectives, for example in
bringing new economic activity onto a redundant site, or encouraging a greater
diversity of uses in a town centre location®.

These three rationales for intervention are obviously not mutually exclusive: some
investments may be justified on all three. However, the point is that the case for intervention
may be justified on wider policy grounds, as well as on the basis of a quantified market gap:
influencing the market (including by influencing planning policy and decisions), as well as
responding to it’.

With that in mind, our approach to market analysis has involved a review of policy drivers
and the implications of broader economic trends, as well as a review of supply and demand in
the commercial property market. Carried out between May and September 2019, it included
a mix of primary and secondary research, including:

6 Anthony Breach and Rebecca McDonald (2018), Building Blocks: The role of commercial space in Local Industrial
Strategies, Centre for Cities

7 Recent analysis of the impacts of commercial property interventions is contained in BEIS (2018), Impacts of Commercial
Property Development, focused mainly on productivity benefits and impacts on local labour markets. See
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment data/file/776990/Impact-
Commercial-Property.pdf#page181
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. Areview of relevant strategic and policy material, including current and emerging
Welsh Government policy and the plans of the City Deal/ Growth Deal partnerships.
We have also reviewed the strategic context at local level, drawing on local economic
strategies and key documents within the Local Development Plan evidence base. This
provided us with an understanding of existing and emerging policy priorities, to
which interventions in the commercial property market might respond.

. Areview of economic data, considering recent growth in employment and business
stock, the expansion and contraction of different sectors within the economy and
forecast growth, triangulated with published analysis. This provided insight into
those areas of the economy that are likely to generate future demand.

. A review of commercial property data, including commercial floorspace data
drawn from EGi and CoStar (subscription-based databases of commercial property
information), triangulated with commercial property analysis undertaken by
commercial agents and as part of recent local studies. This provided insight into
current and historic supply and demand.

. Stakeholder consultations with commercial agents, business representatives,
commercial developers, local authorities and the City Deal/ Growth Deal
partnerships. This provided a broader perspective on the market and insights into the
reasons for and impacts of under-supply of commercial space - and the approaches
that the Welsh Government might take in the future. Again, we were also able to draw
on stakeholder perspectives set out in recent local employment land reviews. Our
stakeholder consultations included four workshops with commercial agents: three
organised by the Welsh Government in Cardiff, Swansea and Wrexham involving
several firms; and one additional workshop with the major regional agent Cooke and
Arkwright.

Report structure

The remainder of this report is structured in three parts, containing nine main chapters:
. The rest of Part [ provides a national overview of the market:

> Chapter 2 sets out the policy context for intervention in the property market,
in the light of the Economic Action Plan, the emerging National Development
Framework and the regional policy agenda.

> Chapter 3 provides an overview of the Welsh economy, drawing on
employment, business stock and sectoral trends and their implications for
future demand and policy priorities.

> Chapter 4 then looks at the commercial property market, providing a brief
national overview and outlining general trends in demand.

. Building on the national overview, Part II provides a more detailed regional analysis
of the market within each of Wales’ three regions, considering current and historic
supply and demand and regional and local trends and drivers. Based on the evidence
and stakeholder views, it also reviews the recommendations previously set out in the
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2017 Framework for Priority Property Interventions report. Within Part 2, Chapter 5
relates to South East Wales; Chapter 6 to South West and Mid Wales; and Chapter 7 to
North Wales. Each regional chapter follows the same structure, concluding with a
summary of market gaps and potential areas for intervention considered in relation
to a ‘typology’ of commercial floorspace types (city and strategic hub offices; managed
office workspace and grow-on space; industrial starter units; industrial grow-on
space; industrial stock refurbishment; and the preparation of strategic sites ready for
the market.

. Finally, Part Il considers the potential strategic responses that the Welsh
Government could consider. Chapter 8 considers in detail the nature of the viability
gap. Building on this, Chapter 9 sets out the potential scale (in quantitative terms) of
the Welsh Government’s potential intervention), and Chapter 10 considers identifies
a ‘menu’ of scheme-specific and strategic options for consideration by the Welsh
Government.

A series of annexes provide further detail of approaches taken elsewhere in the UK and Europe
to commercial property interventions; and further background material. In addition, a series
of more detailed local market reviews have been prepared for each local authority area.

SQW :
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Part I: National Overview
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2. Policy context for intervention

Summary

e There is a positive policy context for intervention, reflected in the Economic Action Plan. This
includes a strengthened commitment to an active role in the commercial property market.

e  Future intervention will need to reflect the Welsh Government’s regional approach; the focus of
support on both ‘higher-value’ economic activities and “better jobs closer to home”; and the
decarbonisation agenda.

e Spatial policy is also likely to be relevant, in terms of the focus on employment and development
in town and city centre locations and places with good public transport access.

e Historically, European Structural Funds have been an important part of the investment mix. This
will change post-Brexit, although there remains a lack of clarity.

Introduction

There is a supportive policy context for intervention in the commercial property market
which, as set out in Chapter 1, has been strengthened in the past couple of years. This chapter
reviews the policy framework, starting with the Economic Action Plan, before considering the
current range of interventions offered by the Welsh Government and the policy implications
of changes to funding following Britain’s exit from the European Union.

The policy framework

Economic policy: Prosperity for All and the Economic Action Plan

Prosperity for All, the Welsh Government’s overarching national strategy, was adopted in
September 2017. Following Prosperity for All, the Economic Action Plan, approved some
months later, set out several commitments that are relevant to future commercial property
strategy. As well as the renewed focus on maintaining and developing a suite of property
market interventions highlighted in Chapter 1, five other aspects of the Economic Action Plan
are relevant:

. First, the decision to adopt a regional approach. This has informed the way in which
the market analysis within this paper is structured. More broadly, the regional
approach implies a recognition of differentiation in terms of local and regional
priorities, the need to reduce inter-regional disparities, including by building “stronger
regional centres of growth”, and a commitment to co-production and joint working
with the City Deal/ Growth Deal partnerships.

. Second, a change in the way that sectors are identified and prioritised.
Recognising that sectoral boundaries are increasingly blurred in the light of
technology convergence, the Action Plan takes a more flexible approach, within the

SQW ;
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context of stated support for tradable services, high value manufacturing and
“enablers” (such as digital and renewables).

. Third, the introduction of the Economic Contract and Calls to Action. The
‘Economic Contract’ seeks to ensure that in exchange for Welsh Government support,
businesses demonstrate a contribution to growth potential (e.g. through a
contribution to productivity or employment) fair work, the promotion of health and
learning and skills in the workplace, and progress in reducing the carbon footprint. In
addition, the Action Plan seeks to focus direct support on interventions that will
support five ‘Calls to Action’: decarbonisation; exports and trade; innovation,
entrepreneurship and the development of headquarters facilities; high quality
employment, skills development and fair work; and R&D, automation and
digitalisation.

Currently, the Economic Contract only applies to those firms in receipt of direct Welsh
Government funds, rather than those that ‘indirectly’ benefit (such as occupiers on
sites that have been brought forward as a result of Welsh Government intervention).
However, the spirit of the Economic Action Plan is that interventions ought to
contribute to the Economic Contract and Calls to Action, and that future strategy
should reflect this.

. Fourth, reference to the ‘foundational economy’. This is defined in the Economic
Action Plan as the basis for the provision of essential goods and services within the
community (such as social care and retail). The Welsh Government’s initial approach
to developing the foundational economy is to focus on experimenting through the
‘Foundational Economy Challenge Fund’ to test new and innovative approaches;
‘Spreading and scaling best practice’, initially focusing on maximising the social value
of procurement working with Public Service Boards; and ‘aggregating demand for
goods and services’, with a renewed focus on growing what has been described as the
‘missing middle’. The aim is to increase the number of grounded firms, rooted in local
communities.

. Finally, all of the above reflect the wellbeing goals set out in the Wellbeing of Future
Generations Act8. The Economic Action Plan directly supports delivery of seven of
the twelve wellbeing objectives, including ‘supporting people and businesses to drive
prosperity’, ‘delivering modern and connected infrastructure’, ‘tackling regional
inequality and promoting fair work’ and ‘driving sustainable growth and combating
climate change’.

The commercial property offer is a fundamentally important part of the mix in supporting a
number of these objectives, alongside other measures. The Economic Action Plan recognises
a need to bring forward employment sites and premises to achieve all of them, where the
market will not deliver alone.

8 https://futuregenerations.wales/about-us/future-generations-act
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Regional policy: City Regions, City and Growth Deals and cross-regional
programmes

Welsh Government policy consolidates the focus of regional activity around three ‘standard’
regions, as set out in Chapter 1. The strategies for each of these (and the structures that
support them) have been developed separately in response to local circumstances and, in
some cases, joint funding ‘deals’ between the UK and Welsh Governments and local partners.
Individual regional strategies are described in each regional market chapter. However, within
each region, there is a general policy desire for activities to be better co-ordinated across
different branches of the Welsh Government and with regional partnerships and the local
authorities, and all contain priorities relevant to commercial property delivery. Each Chief
Regional Officer is charged with developing a regional strategy in due course, and it is likely
that these will influence the direction of commercial property interventions.

In addition to the regional approach, two ‘cross-regional’ approaches are also worth noting:

Valleys Task Force

Established in 2016, the Ministerial Task Force for “By 2021, we will close the employment

the South Wales Valleys has identified a series of gap between the South Wales Valleys
and the rest of Wales. This means
helping an extra 7,000 people into fair
development across the Valleys, extending from  work and that thousands of new, fair and

Carmarthenshire to Torfaen. The Task Force’s ?/us”taine}blejobs will be created in the
alleys

projects to support economic and community

Delivery Plan, Our Valleys, Our Future, refers to the

need to “make more publicly-owned land and Our Valleys, Our Future: Delivery Plan
property in the Valleys available for development”,

with  individual projects involving Welsh

Government assets and property-related funding streams forming an important part of the
programme?®. Where relevant, specific schemes are referred to in the regional market analysis
chapters.

More broadly, Our Valleys, Our Future identifies seven ‘strategic hubs’ as a focus for
intervention (these are: Neath, Pontypridd/ Treforest, ‘Northern Bridgend’ (i.e. Maesteg and
Bridgend north of the M4), Merthyr Tydfil, Caerphilly/ Ystrad Mynach, Ebbw Vale and
Cwmbran). The strategic hubs are defined as places that will “act as a focus for job creation by
attracting private sector investment, allowing existing businesses to grow and promoting
business start-ups”, through a range of measures, including (in some places) the provision of
employment space!?. Linked with the foundational economy measures referred to above, Our
Valleys, Our Future also highlights the need to create “better jobs, closer to home”.

Arfor

The 2019 Budget made provision for a £2 million innovation fund focused on the Arfor region
of West Wales (Anglesey, Gwynedd, Ceredigion and Carmarthenshire), where there is a high

9 Welsh Government (2018) Our Valleys, Our Future Delivery Plan
(https: . default/fil bli -
Government (2019), Our Valleys, Our Future: Progress Update September 2019

1 default/fil bli

2019 0 pdt)
10 Welsh Government (2018), Our Valleys, Our Future: Delivery Plan, p.6
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percentage of Welsh speakers and a widening imbalance between older and younger people
in the population. The focus of the programme includes efforts to support enterprise and
business growth and to generate more, and better paid, jobs to retain local people and to
encourage those who have left to returnt?.

Spatial policy

While the 2008 Wales Spatial Plan is currently extant, consultation took place in 2019 on a
new National Development Framework 2020-4012. Although consultation on the draft has
only recently concluded, the draft NDF contains a number of themes that are likely to be
relevant to future commercial property strategy. These include a presumption that “urban
growth should support towns and cities that are compact and oriented around urban centres
and integrated public transport™3, with “new development of significant scale located in town
and city centres”4. This may have implications for the prioritisation of commercial property
market interventions, although some of these may be challenging in the context of the
dispersed nature of (some) strategic sites and the widely distributed population and business
base in much of rural Wales. Some themes emerging from the NDF evidence base process are
also highlighted in the regional market chapters.

Sequential to the NDF, and reinforcing the regional approach to policy across the Welsh
Government, the Planning (Wales) Act 2015 provides for the development of Strategic
Development Plans (SDPs) on a regional basis!>. Proposals for these have taken some time
to come forward, although Cardiff Capital Region is in the early stages of preparing an SDP.
Linked with the proposed regional strategies, the SDPs should, as they are developed, provide
important context for interventions to bring forward strategic employment sites and other
forms of commercial property.

Fiscal devolution

Finally, three aspects of fiscal devolution are relevant to future commercial property
intervention. First, Land Transaction Tax (LTT) replaced Stamp Duty Land Tax in 2018, with
the new tax administered by the Welsh Revenue Authority. In consultation, some agents
considered that the higher top rate applied to LTT in Wales (6% on properties over £1 million,
relative to the 5% top rate on SDLT in England) could impact negatively on investor interest
in Wales. However, the Welsh Government maintains that businesses buying premises up to
£1.1 million will be better off than under the SDLT regime through reduced lower bands!e.

Second, business rates were devolved to Wales in 2015, potentially opening up opportunities
for retained business rates to be used to bring sites and premises forward.

11 Welsh Government (2019), press release, 26 February (https://gov.wales/welsh-government-make-2-million-
available-for-west-wales-arfor-pilot)

12 Welsh Government (2019), National Development Framework 2020-40: Consultation Draft
(https://gov.wales/sites/default/files /consultations /2019-08 /Draft%20National%20Development%20Framework.pdf)
13 NDF Draft Policy 1

14 NDF Draft Policy 3

15 Turley/ HBF (2019), Strategic Development Plans: What they could mean for Wales
(https://www.turley.co.uk/comment/strategic-development-plans-what-could-they-mean-wales)

16 Pinsent Masons (2017), ‘Rates announced for Welsh devolved property taxes’ (https://www.pinsentmasons.com/out-
law/news/rates-announced-for-welsh-devolved-property-taxes)
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Third, the Welsh Government has advanced proposals to introduce a new Vacant Land Tax.
This would provide for a tax on developable land that has not been progressed, with the aim
of preventing land-banking and speeding up the process of development. The rationale for the
Vacant Land Tax has been expressed in terms of bringing forward housing development,
rather than commercial schemes, although detailed proposals have yet to be published?”.

The funding and investment framework

The Wales Infrastructure Investment Pipeline identifies £100 million of Welsh Government
investment in support of ‘sites and premises’ between 2015 and 202018, Historically, public
assistance has been important to capital investment in commerecial facilities in Wales: more
so than in the rest of the UK, given the attractive state aid regime that applies across much of
the country?9.

At present, European Union funds form a significant part of the total public investment in
commercial property. In response to the analysis prepared by JLL in 2014, three European
Regional Development Fund (ERDF) backed programmes are currently underway and are
being delivered by the Welsh Government?20:

Table 2-1: Current EU-funded commercial property programmes

Programme Value Description

Strategic Employment £20.8 million Infrastructure works to bring forward four sites: Ty

Sites (£11.6m ERDF; Du (Nelson, Caerphilly); Brocastle (Bridgend); Bryn
£9.2m WG) Cefni (Llangefni, Anglesey); and Cross Hands East

Phase 2 (Carmarthenshire).

Of these, Ty Du, Brocastle and Bryn Cefni are
owned by the Welsh Government; Cross Hands
East is a JV between the WG and Carmarthenshire
County Council.

Property Infrastructure £20 million The PIF and the PBDG were launched at the same
Fund (E7m ERDF; time. Both are competitive grant schemes, delivered
£13m private directly by the Welsh Government.
match) Both funds are for new build and refurbishments/
extensions/ adaptations PIF is aimed at advance
Property Business £20 million build projects; PBDG is focused on supporting
Development Grant (E7m ERDF; businesses with bespoke expansion projects
£13m private (including by supporting developers to complete a
match) property for an end user through an agreement to

lease). The funds are stated as focusing on
Enterprise Zones and the city regions agenda.
Combined, they aim to deliver 422,000 sq ft of
commercial floorspace.

Source: Welsh Government

17 National Assembly for Wales (2018), Statement by Mark Drakeford AM, Plenary 15 May
(https://record.assembly.wales/Plenary/4983#A43361); Chartered Institute of Taxation (2018), A Vacant Land Tax for
Wales? (https://www.tax.org.uk/media-centre/blog/media-and-politics /vacant-land-tax-wales)

18 Welsh Government, Wales Infrastructure Investment Plan Project Pipeline 2018 (https://gov.wales/wales-
infrastructure-investment-plan-project-pipeline-2018). This is in addition to a number of major schemes, such as Porth
Teigr at Cardiff, the Advanced Manufacturing Research Institute at Deeside, and the Tech Valleys initiative focused on the
automotive sector.

19 Specifically, West Wales and the Valleys (Anglesey, Gwynedd, Conwy, Ceredigion, Carmarthenshire, Pembrokeshire,
Swansea, Neath Port Talbot, Bridgend, Rhondda Cynon Taf, Merthyr Tydfil, Caerphilly, Torfaen and Blaenau Gwent)
qualifies as a ‘Tier 1’ Assisted Area, permitting under the state aid rules a higher level of aid intensity than would apply
elsewhere.

20 Note that separate evaluations have been commissioned and are underway for all three of these schemes
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It remains unclear what will replace this funding after the UK leaves the European Union, or
how it will be administered, although the Welsh Government argues for the full retention of
the equivalent amount in any post-Brexit settlement, with funds devolved to Wales?2.
However, the Economic Action Plan notes the broader pressure on public funds and (via the
proposed regional approach) the need to better coordinate the range of UK, national, regional
and local investments.

In addition to grant funding, the Development Bank of Wales recently launched a Wales
Commercial Property Fund, providing loans for speculative and non-speculative office and
industrial developments, which can be combined with the Property Development Grant
schemes referred to above?22.

Alongside these mechanisms aimed at funding private sector investors, the Welsh
Government is itself a significant holder of commercial property. In 2019, the Welsh
Government’s total ‘economic assets’ amounted to some 5,600 acres of land, with an
approximate capital value of around £190 million23. This includes numerous sites deemed
surplus to likely economic use, several areas of residual land on industrial estates and other
sites that have otherwise been sold and some land intended for residential development, so
this headline total overstates the physical capacity for economic development activity.
Nevertheless, analysis of the database suggests that around 3,400 acres have potential
employment use. The Welsh Government also owns (or has a substantial interest) in a series
of strategic sites: a summary is set out in Annex D.

Implications for commercial property strategy

Overall, the policy context is positive for intervention in the commercial property market: the
Economic Action Plan places an emphasis on a more proactive approach, and there should be
benefits in joining up interventions and funding sources across the public sector. However,
the range of potential priorities in policy terms is quite broad, reflecting Wales’ spatial and
economic diversity - and at the same time, the future funding landscape is uncertain. It will
be important to ensure regional and thematic balance at the same time as maintaining a
strategic approach.

21 Welsh Government (2017), Regional Investment in Wales after Brexit (https://gov.wales/regional-investment-wales-
after-brexit)

22 Development Bank of Wales (https://developmentbank.wales/get-business-finance/property-development-loans)

23 Based on analysis of Welsh Government estate records
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3. Economic overview

Summary

e The immediate UK outlook for economy is one of modest growth, subdued in the light of Brexit
uncertainty. However, growth is expected to strengthen over the medium term.

e Wales’ employment performance has been positive in recent years. Although there is still a gap,
the employment rate differential with the rest of the UK has narrowed over time. Unemployment
is at historically low levels, although remains relatively high in some parts of the country.

e The ‘productivity gap’ is substantial and persistent. Evidence indicates that this is driven more
by the mix of activities within sectors, rather than by the sectoral balance itself. Across the
economy, the ability to adopt and adapt to technology change will be important in future
productivity growth — and the commercial property offer is likely to be relevant to this.

e In sectoral terms, commercial services (finance and insurance, information and
communications, etc.) have grown strongly in employment terms over the past decade.
However, Wales retains a strong concentration of manufacturing activity: this has been resilient
in recent years, although is, in some sub-sectors, vulnerable to technological and structural
change.

Introduction

This chapter looks at the economic context within which the commercial market operates. It
starts by considering the broad economic outlook and Wales’ overall economic performance,
before considering sectoral trends and prospects.

The economic outlook

The current UK outlook is one of modest growth in the short term. GDP grew by 1.3% in 2019,
somewhat below the economy’s long term average growth rate?* Average forecasts in
February 2020 anticipate growth of 1.2% in 2020, rising to 1.4% in 202125,

Economic performance

Employment

Historically, Wales’ employment performance has lagged behind that of the UK. However,
recent years have shown a general improvement in the employment picture: the fall in
employment during the post-Crash recession was less pronounced than in previous

24 Economist Intelligence Unit forecast for 2019 (February 2020) (https://www.economist.com/economic-and-financial-

indicators/2020/02/29/economic-data-commodities-and-markets)

; PwC (November 2019), UK Economic Outlook (https://www.pwc.co.uk/services/economics-policy/insights /uk-
economic-outlook.html)

25 HM Treasury (February 2020), Forecasts for the UK Economy: A comparison of independent forecasts
(https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment data/file/866801/Forecom
p_February 2020.pdf)

. The current average of forecasts is slightly lower than the forecasts with the Office for Budget Responsibility’s Economic
and Fiscal Outlook (March 2019) (https://cdn.obr.uk/ExecSummary March 2019.pdf)
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downturns (in Wales and across the UK). Since 2011, there has been a steady rise in the
employment rate, with the gap narrowing between Wales and the rest of the UK:

Figure 3-1: Employment rate, 2004-19
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Source: ONS, Annual Population Survey

The implication is that absolute employment generation may be less of a policy concern than
in the past: the Economic Action Plan reflects this in its emphasis on ‘high quality
employment’, fair work and high pay (linked with improved skills), rather than aggregate jobs
growth. A high quality stock of commercial space is likely to be important in attracting and
enabling ‘higher quality’ employment. However, in some places, there is still some way to
travel to close the employment gap: of Welsh local authority areas, only Flintshire and
Wrexham currently have employment rates at or higher than the UK average, and in much of
the country (especially in Neath Port Talbot and the upper Valleys authorities of Merthyr
Tydfil and Blaenau Gwent) they are some way below?26.

Productivity

The productivity ‘deficit’...

Despite a generally strong employment performance, Wales’ productivity gap with the rest
of the UK remains substantial. Currently, productivity (measured in GVA generated per hour
worked) is around 83% of the UK average, a differential that is more or less unchanged over
time. This should be seen in the context of weak UK productivity growth, especially since the
recession.

26 At either ‘end’ of the spectrum, the employment rate in Flintshire was 77.5% (of the population aged 16-64); in Merthyr
Tydfil it was 60.1 (ONS, APS, July 2018-June 2019)
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Figure 3-2: Productivity (£ per hour worked), 2004-2017
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3.6 Addressing the long-standing ‘productivity deficit’ is a key policy objective within the
Economic Action Plan. What drives the ‘gap’? The evidence points to two issues:

First, productivity levels relate closely with economic mass (i.e. larger centres of
economic activity tend to be more productive). Consistent with this, productivity is
somewhat higher in Flintshire and Wrexham, Cardiff and the Vale of Glamorgan and
the Central Valleys (and somewhat weaker in the most rural parts of the country, such
as Powys. This is slow to change, but at a high level, improved connectivity (linking
people with jobs and businesses with customers) ought to help to address this. As the
National Development Framework points out, there are also physical limits to
Cardiff's expansion: the South Wales Metro strategy and the broader strategy for
Cardiff Capital Region (discussed further in Chapter 5) seeks to widen opportunities
across South Wales.

Second, recent research indicates that productivity differences within industries
are more important than differences in the sectoral mix itself. In other words,
part of the explanation for the gap is the type of activities that take place in different
locations within the same industry - with headquarters activities, research and
development and so on typically contributing to higher value output per worker?7.
Within the occupational structure of the workforce, there are somewhat lower
proportions of the workforce in Wales in ‘higher-level’ occupations (managerial,
professional and technical occupations) than there are within the workforce across
the UK, reflecting a relative orientation to lower value activities28. This is also reflected
in the workforce skills mix. The focus within the Economic Action Plan on driving
better paid, more highly-skilled employment, seeks to respond to this - but physical

27 Welsh Government (2018), Welsh Budget 2018: Chief Economist’s Report, p.12

28 ONS, Annual Population Survey. Around 42.4% of the Welsh workforce is employed in managerial, professional and
technical occupations, compared with 47.1% in Great Britain as a whole (within a range between 55% in Cardiff and
31.9% in Blaenau Gwent)
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capacity (or the ‘right’ physical capacity) to accommodate a mix of higher-value
activities will also be an important part of the solution.

... and long-term drivers of productivity growth

In the long run, the ability to drive and adapt to technology change will be key to future
productivity growth. The process of ‘digitalisation’ has had a transformational impact on
many sectors of the economy already (for example, in media and entertainment; and retail);
over time, all businesses will become ‘digital’ businesses, and this, combined with changing
working practices, is influencing the nature of demand for commercial property (discussed
further in the next chapter).

The Made Smarter Review commissioned in 2017 by the UK Government concluded that the
UK had significant strengths in developing ‘leading edge’ industrial digital technologies, many
of which apply specifically to Wales (for example, in the growth of the compound
semiconductor cluster in South Wales, and in parts of the life science, automotive and aviation
sectors). However, it also found that productivity, particularly within SMEs, is held back by
poor levels of technology adoption - with the risk of a wider loss of competitiveness. The
Review highlighted several challenges driving this (including a lack of technical skills and
management capacity). It also noted “low absorptive capacity to update production
processes”, the “high level of legacy infrastructure due to a low level of capital investment”,
and the generally high level of risk in investing in new technology, given disruption to existing
systems and uncertain returns2°. While the Review did not specifically highlight the provision
of premises as a contribution to meeting this technology adoption challenge, it is likely that
ageing or poorly configured industrial stock will act as a barrier to technology uptake.

Sectoral composition and change

Public services

Across Wales as a whole, there is a strong presence in public service related activities, with
public administration, education and health accounting for almost 40% of all employee jobs
(arelative over-representation compared with the rest of Great Britain, and one which applies
in all three regions and in most local authority areas).

Commercial services

Combined, information and communication; financial and insurance activities; real estate;
professional, scientific and technical; and administrative and support service activities
account for around 237,000 employee jobs (18.6% of the total). Since 2015, growth has been
stronger in these sectors combined than all-industries average growth, as Figure 3-3
illustrates:

29 Jurgen Maier for HM Government (2017), Made Smarter Review, p.79
(https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment data/file/655570/201710
27 MadeSmarter FINAL DIGITAL.pdf)
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Figure 3-3: Index of employment change in Wales (2009=0) selected industries
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Despite recent growth, ‘commercial service’ activities are less strongly represented in Wales
(and in all three regions) than they are elsewhere in Great Britain. However, this masks
significant local variation, for example in relation to the finance and insurance sector’s
concentration in Cardiff (and to a lesser extent Newport and Swansea).

Table 3-1: Commercial service employment in Wales

Sector Total jobs LQ Change Average annual
(2018) (2018)®°  (2009-18)  change (2009-18,
%)
Information & communication 26,000 0.48 2,000 7.6
Financial & insurance 33,000 0.76 2,000 1.1
Real estate 20,000 0.94 8,000 6.8
Professional, scientific & technical 71,000 0.65 23,000 5.4
Administrative & support service 87,000 0.76 15,000 2.0
Total 237,000 0.69 50,000 2.6
All industries 1,273,000 102,000 0.8

Source: SQW analysis of BRES data

30 The ‘location quotient’ (or LQ) is a measure of relative concentration. An LQ of 1 shows that the proportion of total
employment accounted for by the sector within the area of analysis (i.e. Wales, a region, or a local authority) is the same
as in Great Britain as a whole. An LQ greater than 1 indicates that the sector has a higher share of employment within the
area of analysis; less than 1 indicates that it has a smaller share.
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Manufacturing

Wales has a strong historic, and current, presence in manufacturing, currently accounting
for around 144,000 jobs (or a ‘location quotient’ of 1.4). Three observations are worth making
on the manufacturing sector:

. The trajectory of manufacturing employment over recent years shows a
distinctive pattern. Between the late 1990s and the 2008/09 recession, sector
employment fell sharply: some 80,000 jobs were lost in Welsh manufacturing
between 1998 and 2010 (a fall of around 38%)31. Linked with a relative loss of UK
manufacturing competitiveness over this period, the fall was consistent over time,
with job losses perhaps masked in the overall data by a relatively buoyant service
sector (including public sector, especially in the years to 2010) labour market.
However, since the recession, Welsh manufacturing employment has stabilised
and shown a modest return to growth (with an increase in employee jobs of around
12.5% between 2010 and 2018).

. All three regions have relatively high concentrations of manufacturing activity,
but there are especially high concentrations at local level. The highest relative
concentration is in Flintshire (where manufacturing accounts for over 29% of all
employee jobs), but there are also very high concentrations across the South Wales
Valleys (and Bridgend and Neath Port Talbot) and in Wrexham. Parts of rural Wales
also have substantial manufacturing sectors.

o The manufacturing base is diverse, but with some clear sub-sectoral
concentrations. These include the automotive sub-sector across much of South
Wales (especially Bridgend and Blaenau Gwent, but quite widely distributed, with
large concentrations in Merthyr, Torfaen and Carmarthenshire); and food
manufacturing (with high concentrations in ‘industrial-type’ economies such as
Wrexham, Flintshire, Merthyr and Blaenau Gwent, as well as in rural Wales). Two
important sub-sectors show evidence of greater local concentration: aerospace in
Flintshire and the steel industry in Port Talbot32.

Recent stabilisation in employment numbers suggests grounds for optimism (as do recent
major investments in the sector, such as Aston Martin’s new factory at St Athan). The local
authorities consulted as part of this study also reported steady enquiries from manufacturers,
and evidence of reinvestment. However, parts of the industry are vulnerable to technology
change and global over-capacity, as the recent closure announcement at Ford in Bridgend
(and job losses at other automotive sector firms such as Calsonic Kansei at Llanelli and Hi-Lex
at Baglan) demonstrate - highlighting the importance across the wider SME base of
technology adoption to ensure resilience.

Other sectors

Transportation and storage accounts for around 42,000 employee jobs in Wales. On the
whole, it is relatively small, reflecting Wales’ distance from the main UK logistics hubs in

31 SQW analysis of Annual Business Inquiry (1998-2008) and Business Register and Employment Survey (2009-18)
32 Although these sectors have a presence elsewhere in Wales, they are especially concentrated in these local authority
areas
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central England (with the largest concentration around Newport), although plays an
important role in responding to local and regional demand. Around 64,000 jobs are accounted
for by the construction industry, a figure which has been generally constant over recent
years.

The remainder of the economy is typically less associated with ‘B-class’ uses. Retail and
wholesale activity has seen a modest decline in overall employment over the past decade,
reflecting some of the wider challenges for the retail industry - although it still accounted for
177,000 jobs in 2018. Tourism and leisure-related activities, including hospitality and arts
and entertainment, have seen steady growth, and are particularly significant in the West and
North Wales coastal counties. Agriculture is obviously heavily concentrated, and accounts for
a substantial share of the economy in some rural counties (7% of all employee jobs in Powys,
for example). Finally, the utilities and environmental technologies sectors, although
relatively small, have shown steady growth in recent years.

It is worth noting that sector definitions are becoming increasingly blurred with the growth
of the digital economy (a feature recognised in the Economic Action Plan). However, sector
analysis provides a useful basis for considering potential commercial floorspace demand,
which we turn to in the next chapter.
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4. Potential commercial property demand

Summary

e Projecting forward the historical sector employment trends described in Chapter 3 and applying
them to a series of use class assumptions suggests annual demand for between 500,000 sq ft
and 1.5 million sq ft of commercial floorspace. This implies a higher level of floorspace delivery
than has been achieved in recent years.

e A number of wider trends will also impact on future demand. These include the rise of flexible
working, homeworking and self-employment, and changing regulatory requirements, especially
in relation to energy efficiency.

Introduction

Building on the sectoral analysis in Chapter 3, this chapter provides an estimate of future
demand. It takes historic employment trends to provide an indicative range for the overall
quantum of commercial space required, looking forward to 2031. It then sets out some of the
(important) caveats associated with these estimates, and provides an overview of broader
trends that are likely to influence the nature of future commercial space demand. A more
detailed description of the approach taken in this chapter is set out in Annex C.

Estimating B-class demand

Approach

Welsh Planning Practice Guidance (PPG) on Building an Economic Development Evidence Base
to Support a Local Development Plan recommends the use of a labour demand forecasting
approach to calculating future requirements33. This involves taking employment growth
forecast data by SIC codes, assigning sectors to B-class uses and converting jobs to floorspace.

If possible, labour demand forecasting should involve bespoke modelling. However, while
separate forecasts have been commissioned in recent years as part of LDP processes, there is
no ‘standard’ forecasting model currently applied to Wales as a whole. As a ‘rough guide’ to
future demand-based requirements, we have taken historic rates of growth by sector by
district, applied a series of use class assumptions (based on recommended Welsh Government
practice and precedent elsewhere), and converted to floorspace using standard job densities.

To estimate future employment growth, we have used two sources of historic data: the
Business Register and Employment Survey, which is available for 2009-18; and the Workforce
Jobs dataset using Labour Force Survey and employer survey data, which is available for
Wales as a whole from 1996.

33 Welsh Government (2015), Practice Guidance: Building an Economic Development Evidence Base to Support a Local
Development Plan, p.34. It should be noted that the purpose of this section of the PPG is to calculate land requirements.
For the purposes of the Commercial Property Review, land requirements using the methodology are derived from
floorspace, so remain suitable. PPG also recommends a past completions method, although the data that we have from
Annual Monitoring Returns and other local authority documents are inconsistent across Wales.
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Future employment growth

Forward projections based on historic trends from these two sources anticipate between
132,000 and 136,000 additional jobs in Wales between 2019 and 2031 (i.e. an increase
of 10-11% over the period).

However, the sectoral balance is different between the two. This reflects a sharp
contraction in manufacturing employment in the early 2000s, at the same time as rapid
growth in education and public service employment. After 2010, the pattern is reversed, with
manufacturing resilience (perhaps driven by cheaper sterling and the earlier loss of less
competitive businesses) and growth in technical and professional activities and food and
accommodation services, offset by falls in public service employment and retail:

Table 4-1: Net additional employee jobs (2019-31) based on historic trend

Sector Based on 2009-18 data®* Based on 1996-2018 data®®
Agriculture, forestry & fishing 0 3,000
Mining & quarrying 0 -900
Manufacturing 10,400 -34,600
Electricity, gas, steam & air con 1,300 900
Water supply, waste mgt, etc. 5,200 1,800
Construction 5,200 15,900
Wholesale & retail, motor repair -13,000 3,400
Transportation & storage 1,300 9,300
Accommodation & food service 24,700 12,200
Information & communications 2,600 7,500
Financial & insurance 2,600 3,300
Real estate 10,400 7,900
Prof, scientific & technical 29,900 19,500
Admin & support service 19,500 24,300
Public admin & defence -3,900 5,100
Education -13,000 16,800
Health & social work 40,300 33,500
Arts, entertainment & recreation 2,600 7,000
Other service activities 5,200 500
Other 0 -1,100
Total 132,600 135,800

Source: SQW analysis

These estimates are entirely based on past trends, and it should be emphasised that past
trends are not necessarily a guide to future growth. A ‘past trend’ approach does not take

34 Using Business Register and Employment Survey
35 Using Workforce Jobs dataset (LFS/ employer survey based). This is adjusted to approximate employee jobs (see Annex
C for full description).
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account of policy driven approaches (such as those described at national level in Chapter 1
and at regional level in Chapters 5-7). Nor does it take account of structural changes within
the economy, such as the advent of ‘new’ sectors and business models, or future changes in
the UK’s competitiveness. This is visible in the sectoral differences between the projections
based on the two sets of data: for example, large recent falls in retail employment driven by
the rise of e-commerce and changing consumer preferences would not have been foreseen in
the late 1990s. At best, looking at historical trends can only provide a rough estimate.

Labour demand may also be constrained by supply. Looking forward to 2031, only Cardiff,
Swansea and Wrexham are projected to see an increase in their working age populations; in
some parts of the country (especially the West and North), the working age population is
expected to fall quite sharply. In recent years, some counties with falling working age
populations have continued to experience rising employment, with the result that job
densities (the ratio of total jobs to the working age population) have risen substantially: for
example, the jobs density in Powys rose from 0.77 in 2010 to 0.86 by 20173¢. Alternative
estimates constrained to labour supply would, in most of Wales, result in lower long-term
employment growth37.

Estimating growth in ‘B-class’ jobs...

Not all additional employment will yield demand for B-class space: for example, some
additional employment will be accounted for by education, health service, retail and tourism
and leisure activities that are not generally accommodated in commercial office or industrial
buildings.

Applying use class apportionments by sector based on the two sets of historical trend data
leads to an estimate of between 31,000 and 68,700 net additional ‘B-class’ jobs between
2019 and 2031. The range is quite wide, reflecting the impact of changing sectoral trends.

... and what that means for additional B-class floorspace demand

Applying standard employment densities (described further in Annex C) leads to an estimated
requirement for between 6.2 and 19 million sq ft B-class employment space over current
requirements. To put this into context, 19 million sq ft is around 8% of the current national
stock of commercial floorspace.

This translates into an annual ‘requirement’ of between around 500,000 sq ft and 1.5m
sq ft, broken down as follows:

Table 4-2: Future employment-based estimates of additional floorspace demand, 2019-31, sq ft;
annual demand

Based on 2009-18 data Based on 1996-2018 data
South East Wales
Office (Bla/b) 423,000 347,000
Industrial (B1c/B2/B8) 277,000 -111,000

36 ONS, Job Density
37 Labour supply-based estimates are generally set out in employment land reviews based on a range of migration
scenarios linked with future housing growth.
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Based on 2009-18 data

Based on 1996-2018 data

Total 700,000 236,000
South West & Mid Wales

Office (Bla/b) 197,000 188,000
Industrial (B1c/B2/B8) 188,000 -60,000
Total 185,000 128,000
North Wales

Office (Bla/b) 177,000 150,000
Industrial (B1c/B2/B8) 305,000 -48,000
Total 482,000 102,000
Wales (total)

Office (Bla/b) 768,000 697,000
Industrial (B1c/B2/B8) 694,000 -223,000
Total 1,462,000 474,000

Source: SQW

The table above clearly reflects the sensitivity of the calculation to the balance between

industrial and office employment growth, and should be considered alongside the wider

market analysis set out in the following chapters. Three points are important to highlight:

Employment growth over the twenty years has been much stronger in ‘office’
sectors (public and commercial services) than in manufacturing and logistics
(especially in South East Wales, where historic ‘office-based’ employment has been
influenced by the growth of the Cardiff services market). The consequence of this is
that office demand is apparently quite high, and industrial demand appears weak,
especially taking a longer-term view. However, this observation in many parts of the
country is significantly at variance with the market commentary outlined in Part 2.
This variance is also present in recent employment land reviews using bespoke
econometric forecasting, given that they also rely substantially on historic
employment data.

Not all demand for new office and industrial space will be accompanied by net
employment growth. Some demand will be derived from the obsolescence of
existing stock (i.e. the need for new premises to meet business need, without
additional job creation), or by changes in working and consumer preferences (for
example, the trend (at least in Cardiff) towards city centre offices with good public
transport connections, at the expense of out-of-town business parks.

Employment-based floorspace demand projections are likely to miss some
intra-sectoral trends. This might be especially relevant to Wales in the context of the
structural changes affecting parts of the manufacturing sector: the loss of large-scale
manufacturing employment in employers such as Ford (and the accompanying
‘surplus’ of industrial stock) may not be relevant to demand from smaller-scale
occupiers, which market consultees reported as almost universally constrained by
weak supply.
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Comparisons with historic take-up and delivery

Over the five years from 2014, average annual take-up amounted to around 3.6 million
sq ft of industrial and 1 million sq ft of office space (this is broken down regionally in
Chapters 5-7)38. This is substantially greater than the higher employment-based demand
estimate above. However, it should be borne in mind that take-up includes transactions that
are accommodated within the existing stock, and includes occupiers moving premises
without any net growth in floorspace requirements or employment.

In contrast, annual average net additional floorspace over the five years to 2018/19 was
around 308, 000 sq ft3°. This is lower than the ‘lower bound’ of anticipated demand, with
low volumes of additional floorspace delivered in the past couple of years. This should also be
seen in the context of a substantial loss of industrial stock in the mid/ late 2000s. Delivering
a net additional 500,000 sq ft per year would be an increase on the current growth in
stock; delivering 1.5 million sq ft would be a significant change. For the purposes of
planning, and given very high uncertainty over the next few years, assuming the lower level
of potential demand would seem to be prudent for planning purposes.

Trends impacting on future demand

A number of broader ‘macro’ trends are likely to impact future employment space demand
and will be relevant to all of Wales’ regions. These are mostly related to technology change
and its associated ‘cultural’ impacts:

Increased flexible working and homeworking

Atthe time of the 2011 census, around 11% of Wales’ workplace population worked, or mainly
worked, from home*0. UK-wide data indicate that there has been a growth in the incidence of
home working since then (with particularly high volumes of home working in information and
communications and professional, scientific and technical services*!. According to the Work
Foundation, around a third of the workforce work remotely some or all of the time#%, driven
by widespread broadband connectivity and a greater cultural acceptance of flexible working
practices. On the one hand, this is leading to reduced office employment densities, as fewer
workers are required to be present at any given time (a factor reinforced by the more efficient
use of space, with fewer requirements for server space and so on). On the other, recent
research has highlighted rising demand for ‘flexible’ space, both for individual workers and to
enable firms to tap into a greater diversity of labour markets+3.

38 SQW analysis of EGi data

39 Valuation Office Agency

40 Census 2011

41 TUC (2018), Growth in homeworking has stalled (https://www.tuc.org.uk/news/growth-homeworking-has-stalled).
This paper makes the point that while the incidence of homeworking has grown, more people would like to be able to
work from home if they could (i.e. demand for homeworking might be greater than the current data suggest).

42 Work Foundation (2016) Working Anywhere: A winning formula for good work?
(http://www.theworkfoundation.com/wp-content/uploads/2016/02/398 Working-Anywhere.pdf)

43JLL (2018), Flexible Space: Transforming Real Estate (https://www.jll.co.uk/en/trends-and-insights/workplace/how-

flexible-space-is-leading-companies-to-rethink-their-real-estate)
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Rising self-employment

Currently there are 207,400 self-employed people in Wales (14.2% of all people aged 16+ in
employment)44. The number of self-employed people rose by around 19% in the decade to
2019, and while slightly lower in Wales than in the rest of Great Britain, self-employment rates
are generally higher in rural parts of the country. While always significant in trades
occupations (construction, maintenance, etc.), self-employment has risen in professional
occupations in recent years, reflecting the greater practical ease of remote working and
changes in contracting arrangements. It is also worth noting that in some industries (parts of
the ‘creative digital’ sector, for example), freelancing based on changing, contract-specific
teams has become a more conventional working practice*.

From workspace perspective, some self-employed people are likely to work from home. But
they might also want access to flexible workspace (e.g. desk space, ‘collaboration’ space, or
small-scale office space on flexible terms). Across the UK, there is some evidence of over-
capacity at the ‘higher end’ of the flexible workspace market (see for example, the challenges
currently faced by WeWork), but in Wales, the hotdesking provider Indycube has expanded
rapidly in recent years and (as indicated in the market analysis chapters), ‘managed
workspace’ providers such as Business in Focus report low vacancies and high demand.

Changing regulatory requirements

Especially relevant to the industrial sector, changing regulatory requirements are likely to
impact on demand. This has been cited in relation to the food logistics and food manufacturing
sectors, where more stringent safety legislation and the increasing costs of less energy-
efficient 1970s stock has led to investment in new stock for some operators - but a loss of
competitiveness for operators and manufacturers where relatively small margins impede a
willingness and ability to invest?é,

Changing manufacturing opportunities

Finally, the opportunities presented by (for example) 3D printing for small-scale prototyping
and production may lead to changing (possibly smaller floorplate) demand for industrial and
‘hybrid’ units.

Looking in more detail at each region...

Taking these general trends into account, Part 2 looks in more detail at the commercial
property market in each of Wales’ three regions. Each chapter starts with an overview of the
strategic context, before considering the ‘supply and demand’ for office and industrial
property. It then identifies potential areas for intervention in relation to a series of themes,
setting out: the extent to which there is evidence of potential regional demand that is not
being met by the private sector; the relevance of each theme to wider regional strategy; and
the potential locations in which intervention could be focused. In line with the terms of
reference outlined at the start of this report, these exclude innovation centres and facilities

44 ONS, Annual Population Survey

45 University of Brighton/ University of Sussex/ Wired Sussex (2015), Brighton Fuse 2: Freelancers in the creative digital
IT economy (http://www.brightonfuse.com/wp-content/uploads/2015/01 /brighton fuse2 online.pdf)

46 SQW/ Welsh Government (2019), Cold Storage Capacity in Wales, p.6
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explicitly linked with the ‘knowledge base’, although the provision of innovation centres has

historically formed part of the Welsh Government commercial property offer.

Table 4-3: Potential intervention themes

Theme

Description and general rationale

Offices

1. City centre and
strategic hub offices

2. Office-based managed
workspace and grow-

Description: Strategic (mainly Grade A) office developments

Indicative intervention aims: Securing higher-value employment in
sustainable locations, contributing to the diversity and vitality of town
and city centres, and driving further economic activity

Description: Smaller office provision with some shared services, made
available on flexible terms

on space Indicative intervention aims: Supporting the growth of small
businesses — especially in the context of increasingly flexible working
patterns facilitated by technology — and developing more diverse local
economies
Industrial

3. Industrial ‘starter’ units

4. Industrial grow-on

space

5. Strategic industrial
sites

Description: Smaller industrial units (typically less than 2,500 sq ft)

Indicative intervention aims: Supporting small business growth, across
a range of sectors, creating ‘better jobs closer to home’ and enabling
greater ‘churn’ in the market

Description: Larger industrial units (typically 2,500 — 15,000 sq ft)

Indicative intervention aims: Enabling growing businesses to expand
and creating greater opportunities for movement in the market

Description: Capacity for larger scale industrial uses

Indicative intervention aims: Supporting new investment (inward and
indigenous) and future expansion

Cross-cutting

6. Refurbishment

Description: Refurbishment of existing stock (office and industrial) in
relation to the categories above

Indicative intervention aims: Making existing stock ‘fit for purpose’ in
terms of business demand and environmental standards,
safeguarding employment and bringing older workspaces back into
use

These categories are ‘stylised’, and as Chapters 5-7 indicate, there are some types of space

(such as ‘hybrid’ office/ industrial units) that combine features of more than one. Consistent

with the reference in the Economic Action Plan to the property offer as a form of

‘infrastructure’, the themes above are also consciously ‘sector blind’: it is likely that a

strengthened managed workspace offer (for instance) could help to support businesses in the

‘tech’ sector (contributing to some sectoral priorities contained in regional strategy), but it

should also be relevant to a wider range of firms.
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5. Regional market analysis: South East Wales

Summary

e South East Wales is the largest of Wales’ three regions by population and economic output.
Regional strategy is focused on the Cardiff Capital Region City Deal, linked with investment in
the South Wales Metro and a focus on generating higher-value employment.

Offices

e The office market is dominated by Cardiff, which accounts for over half of the region’s
floorspace. Central Cardiff has performed strongly in recent years, although there has been little
new development beyond the city centre.

e In Newport, agents reported strong demand for city centre offices, in the context of a lack of
supply. Elsewhere in South East Wales, there has been very little office development in recent
years and agents were generally sceptical about office demand prospects (with the exception of
Pontypridd, where a new scheme is underway).

Industrial

e There is evidence that supply is very tight, relative to demand. Rental levels remain low, and
there has been little commercial development (apart from in Cardiff and Newport).

e There is weak supply of smaller units. This is compounded by ageing stock. There is also
limited stock in the 5,000 — 15,000 sq ft category across the region, and evidence that restricted
opportunities to move constrains firms to their existing premises, although agents were more
sceptical of demand for larger units, given the specific nature of occupier requirements.

Regional overview

South East Wales (also referred to as Cardiff Capital Region) is the largest of the three Welsh
regions in economic and population terms, extending 55 miles east-west along the M4
corridor from the Severn Bridge to Bridgend, and 35 miles north-south from the Bristol
Channel to the Heads of the Valleys. In 2018, it had a population of around 1.53 million across
ten local authorities.

The region is diverse and has responded to significant economic restructuring over recent
decades. Cardiff is the largest commercial, administrative and cultural centre, and an
important destination for inbound commuting across a wide hinterland (although compared
with other UK city regions, Cardiff is a relatively small ‘core’ in relation to the scale of the wider
region). Newport has also experienced recent expansion and is itself an important location for
technology-related employment. To the west, Bridgend, Pencoed and the area around
Llantrisant are major centres of manufacturing activity. The South East also incorporates the
central and eastern Valleys and the Heads of the Valleys area, which while experiencing
significant economic dislocation in the context of long-term structural change, also contain
some of Wales’ most important industrial assets (including the major industrial estates at
Treforest, Oakdale and within the Ebbw Vale Enterprise Zone). Monmouthshire and the Vale
of Glamorgan are largely rural and relatively affluent, although with important opportunities
for economic growth (for example in the development of St Athan).
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In transport terms, the South East is served east-west by the M4 and the A465 Heads of the
Valleys road (the latter of which has received significant investment in recent years), and the
main north-south Valley routes. Cross-Valley connectivity is more challenging, although
investment in (for example) the A472 has been associated with the development of significant
employment land. Rail connectivity is supported by the South Wales Main Line and the
extensive local rail network, the transformation of which as part of the South Wales Metro
forms an important part of the region’s economic growth strategy.

Around 60% of the Welsh Government’s economic assets (by acreage) are located in South
East Wales. These include the ‘strategic sites’ supported with ERDF investment at Ty Du in
Nelson (being brought forward through a joint venture with Caerphilly CBC) and at Brocastle
in Bridgend; Enterprise Zone sites at St Athan and Ebbw Vale; and the former Sony complex
at Pencoed. A further summary is set out in Annex B.

Regional strategic context

Cardiff Capital Region City Deal

Aside from implications of the national strategic context set out in Chapter 2, the key strategic
initiative at regional level relevant to intervention in the commercial property market is the
Cardiff Capital Region City Deal (CCRCD). The City Deal was agreed between the ten local
authorities, the Welsh Government and the UK Government in March 2016, and published its
Industrial and Economic Plan in February 2019. Among other infrastructure proposals, the
Plan makes a commitment to “developing a series of employment spaces across the region to
meet the needs of businesses”#7, and the City Deal executive has recently commissioned work
(being carried out in parallel with this study) to inform an appropriate strategy.

The Industrial and Economic Plan Figure 5-1: Metro connections and strategic hubs
does not specify  ‘priority
locations’, although it does identify
a network of ‘strategic hubs’
(consistent with the hubs also
identified by the Valleys Task
Force in Our Valleys, Our Future),
alongside the Enterprise Zones at
Ebbw Vale and St Athan, within the
context of a need to derive the
greatest benefit from investment

in the South Wales Metro.

The Plan also has a focus on Source: CCRCD
industries likely to be

innovation-intensive and to generate higher-value jobs, highlighting the need to develop
sectors including: compound semiconductors; fintech; cyber security; artificial intelligence
and data science; the creative economy; life sciences (especially med-tech) and transport
engineering, although within the context of a need to support access to opportunities in the

47 Cardiff Capital Region Economic Growth Partnership (2019), Industrial and Economic Plan, p.11
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region’s more disadvantaged communities (including through support for the ‘foundational
economy’ as set out in the Economic Action Plan).

At the core of the City Deal, and central to operationalising it is the creation of a 20-year, £1.2
billion Investment Fund, supported by the UK and Welsh Governments and the local
authorities. Of this, £734 million is allocated to the development of the South Wales Metro (see
below), with the remaining £495 million allocated to a ‘Wider Investment Fund’. CCRCD’s
strategy in relation to the Wider Investment Fund is to secure (at least for part of the fund) a
financial return on investment, with a view to reinvestment in successor projects. Within that
context, the first WIF investment (of £38 million in the compound semiconductor foundry for
IQE at Imperial Park, Newport) is essentially a property refurbishment intervention; earlier
this year, CCRCD published a prospectus inviting further investment propositions.

South Wales Metro

The remainder of the CCRCD Investment Fund is devoted to the development of the Metro, to
be initially taken forward through the electrification of, and improved services on, the Valley
Lines network and complementary investment (partly through the Wider Investment Fund)
in associated station and other public transport infrastructure*s. A strong emphasis is placed
in the draft National Development Framework and wider strategy on the potential benefits of
the Metro in spreading the benefits of growth in Cardiff across the region; in consultation as
part of this study, stakeholders (including commercial agents) were positive regarding the
potential of the Metro to increase demand for commercial floorspace in the better-served
locations such as Pontypridd (discussed further below).

Bridgend Taskforce

In the shorter term (although with the aim of supporting longer term restructuring), the
Bridgend Taskforce was established by the Welsh and UK Governments earlier in 2019
following Ford’s announcement that it intends to close its plant in Bridgend by the end of
2020. The Taskforce has identified a series of measures to support the development of new
economic opportunities in the town. In relation to commercial property interventions, these
include proposals for new accommodation for start-up businesses in the town centre and the
potential for strategic site acquisition#.

48 For example, through the ‘in principle’ CCRCD allocation to the Metro Central transport interchange development in
Cardiff city centre
49 CCRCD Cabinet (12 September 2019), ‘Supporting local sustainable growth - Bridgend’
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Commercial property market: Offices

Current stock

In 2018/19, there were around
20.9 million sq ft of total office
floorspace in South East Wales,

Figure 5-2: Office stock (total floorspace, ‘000 sq ft)

over half of which was in Cardiff  *%°

(in fact, Cardiff accounts for . .
around 30% of all office
floorspace across Wales as a ~ ™@%®
whole). Overall stock grew quite < o0
steadily in the first decade of the

miuennium; Since 2009' the 2000-01 2003-04 2006-07 2008-10 2012-13 201518 201818
increase has plateaued, reflecting = Cardif =Rest of region

the technology and ‘culture’-

driven shifts to flexible working Source: Valuation Office Agency
and smaller floorspace requirements discussed in Chapter 4. Outside Cardiff, the largest
volumes are in Newport and Rhondda Cynon Taf.

Market commentary

Cardiff

Cardiff dominates the South East Wales office market. In the five years to 2018. EGi
recorded 664 deals for office premises, totalling around 3 million sq ft (equivalent to average
annual take-up of about 600,000 sq ft. Within the city centre, rents of up to £22 psf (and in
one case as high as £25 psf) were recorded for new and refurbished stock; current asking
rents for available Grade A space at Callaghan Square, Kingsway and Capital Quarter are
between £22 and £24 psf. There is evidence of recent commercial investment in the city
centre, including the development by JR Smart of the Capital Quarter scheme at Tyndall Street
and Rightacres’ Central Square development. Significant city centre occupiers in new/
recently refurbished stock include Cardiff-based Admiral Insurance at Capital Quarter, the
‘challenger bank’ Monzo at Kingsway, and MotoNovo Finance at One Central Square, in
addition to the new BBC Wales headquarters building at Central Square. Commercial agents
noted that the arrival of new, high quality development, plus the loss of some older stock (for
example in Newport Road) to residential and student accommodation had driven up rents in
secondary stock>0.

Central Cardiff Bay also appears to perform well, with rents of up to £22 psf at Assembly
Square and in refurbished premises at Mountstuart Square. In addition, the Gloworks scheme
at Porth Teigr aimed at creative industries businesses (and supported by the Welsh
Government) was completed in 2015 and appears to be fully let: there have been discussions
regarding a second phase.

50 Asking rents at Brunel House, Capital Tower and Helmont House are currently around £18 psf.
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In consultation, stakeholders were of the view that “We've had five years of exceptional

central Cardiff had performed exceptionally well in  performance... we've got very
comfortable in recent years... but there’s
not much [new stock coming forward] for
there had been a significant volume of private sector  the next 2-3 years”

recent years, it was the only location in Wales where

f:leveloprr?ent, . and the cas.e for .publlc sector GaiEEE EEET AT
intervention is weak. Having said that, some
expressed concern that development in the city
centre had been quite reliant on a couple of (locally-based) developers, and warned against a

risk of complacency.

Beyond the city centre (and Cardiff Bay), there has been little new development (although
there has been some refurbishment on a relatively small scale, for example Garrison Barclay’s
scheme at Pengam Green). In consequence, agents report rising rents on business parks such
as Ocean Park (which is close to the city centre) and Cardiff Gate: EGi reports asking rents of
around £14 for refurbished stock at Cardiff Gate.

Comparing current availability (at July 2019) with recent take-up, EGi reports around five
years’ supply across the city as a whole (although this should be set against the continued loss
of secondary stock to residential uses. Most availability appears to be for units of between
1,500 and 9,500 sq ft, with relatively little sub-1,500 sq ft stock.

Newport

Newport is the second-largest office market in South East Wales, although of a different
‘order of magnitude’ to Cardiff. Between 2014-18, EGi recorded 84 office deals for around
340,000 sq ft. Much of the current stock is within Newport's fairly extensive out-of-town
business parks, with rents at Langstone Business Village (near Coldra interchange) and
Imperial Way at around £15 psf.

In consultation, agents considered that there was strong demand for office park stock,
although this is potentially driven by a lack of city centre supply: apart from Admiral’s recent
building near Newport station (and the development of innovation/ incubator centre space at
Platfform), there has been little new development. However, construction is underway on
Garrison Barclay’s redevelopment schemes at Chartist Tower and the former Royal Mail
building in the city centre (the latter targeted primarily at smaller businesses and start-ups)51.
The local authority reports a strong pipeline of enquiries for city centre premises, linked with
the cost differential with Cardiff and good rail access - and is progressing plans for the
redevelopment of the Northern Gateway area around the station. Commercial consultees
were largely of the view that further development would require some form of public
intervention, perhaps in the form of a Welsh Government or local authority lease.

Other locations

Elsewhere in South East Wales, rents in the central Valleys average around £9 psf, within a
wide range of between £4 psf for older stock in the upper Valleys through to £14 psf for good
quality premises in locations such as Nantgarw (which is essentially part of the out-of-town
Cardiff market). There has been little development in recent years, and private developers

51 ‘Former Royal Mail building in Newport being transformed into new office scheme’, Western Mail, 7 August 2019
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such as Charnwood (who built out much of the office development at Nantgarw) have no plans
for forthcoming activity.

However, there is a major office development underway in Pontypridd town centre, with
the construction of new Grade A office accommodation on the site of the former Taff Vale
shopping centre:

Llys Cadwyn, Pontypridd

The redevelopment of the former Taff Vale
centre will create around 90,000 sq ft of
office accommodation in central Pontypridd,
alongside relocated library, Council
customer contact point and leisure facilities.
Built across three buildings, ¢.45,000 sq ft
(the whole of ‘Building A’) will provide a new
headquarters for Transport for Wales, with
the remainder available to be let
commercially. The mix of uses seek to ‘de-
risk’ the commercial element of the scheme
by reducing reliance on the private sector, while also seeking to drive footfall within the high street
and resolve a long-standing physical regeneration challenge®.

The Council reports interest from a number of tenants, and is in discussions with a digital/ data
science company. There has also been reported interest from some financial services firms looking
for a base in or near Cardiff.

RCT CBC purchased the former shopping centre in 2015, supported with Welsh Government
funding. The total capital cost of the scheme is £38 million. Of this, £10 million has been sourced
from ERDF, with the remainder financed through prudential borrowing.

Source: Rhondda Cynon Taf CBC; SQW

Plans for the Taff Vale scheme are partly based on the additional demand that could be created
in Pontypridd town centre following the development of the South Wales Metro and faster,
more frequent services to central Cardiff. The Council is ambitious for further commercial
development in the town centre, and is seeking to enter into joint venture with a private sector
partner for the redevelopment of a further existing office block.

In consultation, agents were moderately optimistic about the prospect of additional
office development in central Pontypridd, given the town’s proximity to Cardiff and the M4
and the planned Metro investment: of Valleys locations, it was generally seen as the most
promising for new office activity>3 (although it was noted that this would likely require public
support, either in capital investment or in the form of a public sector anchor tenant, and the
demand for Taff Vale is not yet proven).

There was much greater scepticism about the prospects for office demand elsewhere.
However, there could be town centre ‘resilience’ benefits to additional office development in
Cwmbran (given the centre’s heavily retail-oriented profile and substantial overhang of poor
quality town centre office stock), and potentially Bridgend, driven by greater demand for

52 Rhondda Cynon Taf CBC (2016), Report to Cabinet, 2 November
53 Note that there is also public sector office accommodation being built at Treforest, which will similarly benefit from
better Metro connections
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proximity to the rail infrastructure and in the light of the potential policy drive linked with the
Bridgend Taskforce.

In the Heads of the Valleys, office demand was recently characterised as “mostly low and of a
local nature”, with a general lack of interest, especially in town centre stock54. Much of the
supply is relatively poor quality, and there is evidence that even better-quality stock struggles
with take-up. This view was generally borne out in consultation with agents, who considered
demand likely to be fairly weak in upper Valley locations (notwithstanding the benefits to
town centre vitality and viability that could be generated by a more diverse range of uses).

An exception to this is demand for managed
office workspace, which appears to be strong, ,
even in relatively less promising locations (albeit

Figure 5-3: Orbit Business Centre, Merthyr

in the context of limited supply). For example, the
Orbit Business Centre in Merthyr and the
Springboard centre in Cwmbran report high
occupancy, with demand for ‘grow on’ space5s.
Both facilities were originally developed as
innovation centres with Welsh Government

support, although are now essentially good ;
quality serviced office space to a general ] Source: SQW
market (including, in the case of Springboard,

some inward investors)st. Similarly high occupancy is reported by Venture Wales and
Business in Focus, both of which operate several managed office (and small industrial)
facilities across South Wales®57. There is a growing network of small flexible working facilities
(especially operated by Indycube), including in some upper Valley locations, although in
consultation, agents suggested caution about the scale of potential demand.

Recent take-up

Across South East Wales, average annual office take-up in 2014-18 stood at around 796,000
sq ft. The great majority of transactions were for units of less than 10,000 sq ft, with a more
even distribution in terms of the total floorspace stock:

Annex TableA-1: South East Wales office take up (average annual)

Size band (sq ft) Take-up (sq ft) Take-up (% of Transactions Transactions (%
total (no.) of total

Under 1,000 32,719 4.1 59 29.3

1,000 - 2,500 113,033 14.2 68 334

2,500 —- 10,000 279,978 35.2 62 30.7

10,000 — 20,000 98,445 12.4 7 3.7

5¢ BE Group/ Merthyr Tydfil CBC (2018), Employment Land Review, p.62

55 Expansion options for Orbit and Springboard are constrained on their current sites, although plans are being developed
for a ‘Springboard II’ facility in central Cwmbran

56 ‘Innovation centre’ facilities are outside the scope of this work, and we have not consulted with innovation centre
operators, although it is worth noting the presence of facilities such as Welsh ICE at Caerphilly and the Wesley Clover
centre at Newport.

57 In consultation, Business in Focus reported 98% occupancy on its stock of 340 units (offices and small light industrial)
across 15 sites in South Wales
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Size band (sq ft) Take-up (sq ft) Take-up (% of Transactions Transactions (%
total (no.) of total

20,000 - 50,000 149,286 18.8 4 2.2

Over 50,000 122,257 15.3 2 0.8

Total 795,718 100.0 203 100.0

Source: EGi, SQW analysis

Commercial property market: Industrial

Current stock

In 2018/19, there were around 99
million sq ft of industrial

Figure 5-4: Industrial floorspace (‘000 sq ft)

108,000
106,000
Wales. Stock fell quite sharply 104000
between 2004 and 2010, partly as 192000

a ‘lagged effect’ of the loss of 1;’2232

floorspace across South East

(some) manufacturing activity in 96,000
. 94,000
the early 2000s>8. Since 2010, the 62,000
total Volume Of ﬂoorspace has ’ 2000-01 2003-04 2006-07 2009-10 2012-13 2015-16 2018-19

stabilised, with the loss of some Source: Valuation Office Agency

older stock.

Market commentary

South East Wales’ industrial stock is widely distributed, reflecting the high concentration of
manufacturing activity across most of the region. It includes the large established industrial
estates (such as Bridgend Industrial Estate, Treforest, Rassau and Llantarnam), more recent
strategic developments (e.g. the large industrial plateau at Oakdale), and numerous smaller
estates, often on former coalfield sites and originally developed by the public sector.

Overall constrained supply

With the loss of some older industrial stock over the “There is a strong shortage of industrial

past fifteen years, there is evidence that supply is and warehouse units of all sizes... with
local micro firms requiring units of up to
2,700 sq ft, while larger B2/B8 options of
up to 50,000 sq ft each are needed to

tight relative to demand:

. Based on average annual take-up relative to  allow large company growth and
availability, there is less than a year's encourage inward investment”
(notional) supply in Merthyr and less than Merthyr Tydfil CBC5®

two years’ in Cardiff and Caerphilly.

. Recent studies for the local authorities indicate low vacancy rates. Merthyr’s recent
Employment Land Review observed a county borough-wide vacancy rate of 7.9%°59;

58 [t is worth noting that the largest loss of industrial floorspace between 2000/01 and 2018/19 was (in absolute and
proportionate terms) in Cardiff, reflecting the ongoing redevelopment of the Bay.

59 Merthyr Tydfil CBC (2018), Deposit Replacement LDP, p.63

60 BE Group/ Merthyr Tydfil CBC (2018), Employment Land Review
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Rhondda Cynon Taf’s recent availability schedule reported a vacancy rate of less than
7%01; Torfaen CBC reports constraints relative to demand on popular sites such as
Llantarnam.

Those authorities that manage their own stock of industrial units report that they are
struggling to meet demand for new tenants and for ‘grow on’ space. Blaenau Gwent
CBC’s stock (mostly older 1970s/ 80s units built by the WDA and the Council itself) is
about 80% occupied, in the context of a need for refurbishment of some of the existing
buildings®2.

There is very little new-build stock on the market. It is not always clear from the EGi
data whether premises are existing or new-build. But of those stated, there was only
one new build development (Beaufort Park, in Chepstow) available in July 2019.

“There has been almost no rental growth

private sector bringing forward new supply? Rental  on industrial units at Bridgend... it’s

about £4.70 psf now, compared with £4

levels remain low: £4-4.50psf across most of the »

psf 20 years ago
region (rising to £5-5.50psf in Cardiff, Newport and
the Vale, where the private developer Formaction
has brought forward some starter units

commercially). Agents report very low rental

Commercial agent (Cardiff)

growth in recent years, an observation borne out by a comparison of rents quoted in historic

employment land studies®3. At the same time however, regional variations in construction

costs are relatively modest, with build costs in Wales estimated at around 96% of the UK

average®4. Stakeholders also cited a lack of national investor interest, compounded by the

fragmentation of many larger industrial estates (such as Rassau) originally built out by

the WDA.

A further point is worth making in relation to the ageing of the current stock. There is some

evidence of refurbishment (for example, Hansteen has brought forward some refurbished

units on the older Tafarnaubach estate in Tredegar®s). However, stakeholders cited outdated

premises as a risk to the resilience of the industrial base, particularly in relation to the food

manufacturing sector, where regulatory requirements related to premises are stringent.

61 This includes offices, although the great majority of the stock is industrial

62 Blaenau Gwent CBC, consultation

63 NLP/ Rhondda Cynon Taf CBC (2008), Employment Land Review, p.57, based on Cooke & Arkwright analysis
64 Costmodelling CostAdviser (2019), https://costmodelling.com/

65 Following the refurbishment of a unit on the estate for PCI Pharma, supported with Welsh Government grant
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Size, type and sector

532 Consultees were generally of the Figure 5-5: Available industrial units in SE Wales by size

: , (sq ft; no.)
view that “starter units could .
almost be delivered anywhere”, igg
given the lack of new development 160
. . 140
in recent years (at least outside 120
Cardiff and Newport), high levels of 100 6 *2 8
80
occupancy and the ageing existing 60
stock. In July 2019, there were 40 24 >
g to EG: A m =
(according to EGi data) 86 units 0 : : : . .
smaller than 2,000 sq ft available Le;%é%a" 25'?0080' i’g 386 1105?8000' 1256?8000' 20,000
across the region - although in Source: SQW analysis of EGi, July 2019

some areas, the supply appears to

be especially constrained®®. Consultees also considered that there is potentially a case for the
further development of ‘hybrid’ (office/ workshop) units, along the lines of the 18-unit
scheme currently being delivered with ERDF funding at The Works in Ebbw Vale.

5.33  As Figure 5-5Figure 5-4 illustrates, the availability of stock in the 10,000 - 20,000 sq ft range
is also very limited, and several consultees highlighted lack of available ‘grow on’ space as
a factor in the high levels of occupancy in smaller units: in other words, a lack of space at all
levels limits churn and (by implication) impedes businesses’ capacity for growth.

5.34  Potential demand for larger scale industrial units in general terms appears somewhat less
certain. Despite recent contraction, the manufacturing sector is vitally important to the region
(and across most of South East Wales, and all of the Valleys, the manufacturing share of
employment is substantially greater than the UK average). Historically, available property has
been an important part of the regional offer, and the ability for firms to expand locally is likely
to be an important dimension to their continued investment (c.f. General Dynamics’ expansion
to Merthyr in addition to their headquarters at Oakdale). Some stakeholders expressed
scepticism regarding the extent to which demand could be fulfilled through speculative
development, given the changing nature of manufacturing and the diversity of individual
requirements. However, less risky options could include the development of ‘shell’ units that
could be adapted for a variety of more specialist purposes (essentially, this is what PCI’s
facility at Tredegar amounted to, albeit in the form of grant-aided refurbishment, rather than
new build); or accelerated development schemes where planning is speculatively taken
forward to the point at which the requirements of specific investors could be delivered within
(say) six months.

5.35 The distribution and logistics sector is relatively small in South East Wales (and Wales
generally) and is primarily driven by local and regional demand. There is evidence of a lack of
warehousing capacity generally and there has been some recent investment in new facilities,
mainly along the M4 corridor (e.g. Bidvest's 170,000 sq ft cold storage depot at Chepstow,
which offers proximity to the cluster of logistics operations around Avonmouth). However,
while there have been some recent investments further west (for example Aldi’s depot at

66 EGi reported only one available unit of less than 2,000 sq ft in Blaenau Gwent, for example
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Wentloog, completed with Welsh Government support), large-scale demand west of Bryn-glas
is likely to be constrained by distance from the central UK distribution points®’.

Recent take-up

Average annual industrial take-up was around 2.1 million sq ft in the five years to 2018. Some
28% of this was for units of 100,000 sq ft or more:

Table 5-1: South East Wales industrial take-up (average annual)

Size band (sq ft) ~ Take-up (sq ft) Take-up (% of Transactions Transactions (%
total (no.) of total

Under 1,000 63,195 3.1 65 29.9

1,000 - 2,500 68,192 3.3 33 15.3

2,500 - 10,000 397,730 19.3 80 36.7

10,000 — 20,000 360,304 175 22 10.3

20,000 — 50,000 366,014 17.8 10 4.7

50,000 — 100,000 232,526 11.3 4 1.7

Over 100,000 569,644 27.7 5 15

Total 2,057,604 100.0 217 100.0

Source: EGi, SQW analysis
Potential priorities

Based on the market overview in this chapter, the table below links potential areas for
intervention with the ‘themes’ set out in Chapter 4:

Table 5-2: Potential priorities for intervention

Theme

Locations and issues

Offices

1. City centre and
strategic hub offices

Newport: From the demand side, there is evidence of potential
market demand for city centre office space, constrained through lack
of supply. Some developer interest coming forward; potentially ‘near
to market'. In terms of policy, contributes to (draft) NDF Policy 27 and
longer-term growth of the city, linked with the city centre’s transport
connections; aligns with City Council wider objectives

Pontypridd: Substantial new development underway at Taff Vale; the
rationale for further development in policy terms is building on critical
mass and reinforcing the town’s role as a strategic hub in the context
of improved connectivity through the Metro. Likely to be the most
attractive location north of the M4 in demand terms. However, there is
probably a need to prove demand for the existing scheme first, given
its scale

Other locations: As the market appears to be functioning effectively
in Cardiff (at least in the city centre), the case for intervention is
limited at present. Other locations (e.g. Cwmbran, Bridgend) are likely
to be higher risk in demand terms

67 SQW (2019), Cold Storage Capacity in Wales: Report to the Welsh Government
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Theme

Locations and issues

2. Office-based managed
workspace and grow-
on space

‘Strategic hubs’: In terms of demand, there is evidence of high
occupancy within ‘managed workspace’ schemes, including in
locations with weak general office markets. From a policy
perspective, there is potential to create more diverse uses in town
centre locations (and potentially to make better use of existing office
space where there is weak conventional demand.

Potentially several locations, including the Valleys Strategic Hubs
and Bridgend (the latter linked with the Bridgend Taskforce
recommendations), and associated with improved Metro access.

Industrial

3. Industrial ‘starter’ units

Dispersed, but concentrated on well-connected locations: There
is strong evidence (from the data and from stakeholders with a
knowledge of the market) that there is a weak supply of smaller units,
relative to demand (and demand for hybrid units). The supply/
demand imbalance is compounded by ageing stock, but delivery is
unviable across much of the region.

In terms of policy, this is a universal infrastructure offer which helps
to broaden the choice to the market. Potentially several locations,
although in terms of intervention, probably outside Cardiff and
Newport where there has been recent private sector activity.

4. Industrial grow-on
space

Dispersed but focused on strategic sites. In terms of demand,
there is limited stock in the 2,500 — 15,000 sq ft category across the
region, and evidence that restricted opportunities to move constrains
firms to their existing premises — compounding the challenges in
relation to Theme 3.

As with Theme 3, this is an infrastructure offer helping to broaden the
choice to the market. Potentially several locations as with Theme 3,

although likely focused on those strategic sites in proximity to earlier

stage growth demand.

5. Strategic industrial
sites

Key Welsh Government (and other public sector) land holdings.
While new investment demand is unpredictable, the manufacturing
sector is important — and several major investments have come
forward through the effective use of Welsh Government land. The WG
as an extensive stock of existing sites in South East Wales, although
many of these require substantial investment to bring them forward.
The focus here is on maintaining a range of serviced sites for
investment that can be brought forward quickly, through joint work
with Cardiff Capital Region partners.

Cross-cutting

6. Refurbishment

In demand terms, partly responds to the same drivers as Theme 4.
However, also responds to the risk of disinvestment as a result of
high refurbishment/ renewal costs (or the potential to repurpose
existing stock for alternative use). In policy terms, responds to
environmental and resource efficiency drivers and improves the
investment attractiveness of key business locations.

Potentially focused on major/ larger estates, although could also
respond to the needs of specific occupiers where there is a
disinvestment risk. Could also support Themes 1 and 2 in the
locations highlighted, where there is refurbishment potential in the
‘overhang’ of redundant office stock.
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6. Regional market analysis: South West and
Mid Wales

Summary

e  South West and Mid Wales is a large and diverse region. It consists of two ‘sub-regions’ for
partnership purposes: the ‘Swansea Bay’ area, including Swansea itself, Neath Port Talbot
and West Wales; and rural Mid Wales.

Offices

e Swansea is by far the largest office market. However, there has been little new development in
recent years, and much of the stock is ageing and of poor quality. There are opportunities to
support further investment as part of the wider regeneration of the city centre, although these
will require public sector intervention.

o Elsewhere, general office demand is limited, although there is evidence of demand for flexible
and ‘innovation’ space.

Industrial

e Asin South East Wales, there is strong demand and very constrained supply in relation to
smaller industrial premises, reflecting a lack of recent development and widespread viability
challenges (especially in rural parts of the region, further from the M4).

Regional overview

South West and Mid Wales covers the local authority areas of Carmarthenshire, Ceredigion,
Neath Port Talbot, Pembrokeshire and Swansea. Geographically, it is the largest of the three
Welsh regions, and had a population in 2018 of 907,400.

Although designated as a single ‘region’ within Prosperity for All and served by a single Chief
Regional Officer, the region is, for some economic development governance purposes,
considered as comprising two distinct areas: Mid Wales, covering the rural counties of
Ceredigion and Powys, and South West Wales, covering Pembrokeshire, Carmarthenshire,
Swansea and Neath Port Talbot. Where relevant, we have referred to the two sub-regions
separately.

Mid Wales is deeply rural, with a population across the two counties of 205,400. The sub-
region is sparsely populated, with the main centres at Aberystwyth (which, despite being a
relatively small town, contains a number of facilities of regional and national significance,
including Aberystwyth University), and the Severn Valley towns of Llandrindod Wells,
Newtown and Welshpool.

The South West (often referred to as ‘Swansea Bay’) is itself diverse. The eastern part of the
sub-region is strongly urbanised, including the city of Swansea, the Western Valleys and the
industrial centres of Port Talbot and Llanelli, and contains most of the region’s key industrial
assets. To the west, Carmarthenshire and Pembrokeshire are largely rural, with (especially in

SQW a



6.5

6.6

6.7

6.8

Commercial Property: Market Analysis and Potential Interventions

the case of Pembrokeshire) large visitor economies. It also includes two Enterprise Zones: at
Port Talbot and in the Haven ports in Pembrokeshire.

In transport terms, South West Wales is served by the M4 and A40 and the South Wales Main
Line (which branches in the west to serve Milford Haven, Pembroke Dock and Fishguard). Mid
Wales is connected to the English Midlands via the Cambrian and Heart of Wales lines (and
Powys in particular has strong travel-to-work relationships with Shropshire and
Herefordshire). Although remote, there have been improvements in recent years to the Severn
Valley road network.

Regional strategic context

Swansea Bay and the Swansea Bay City Deal

A regional economic partnership serving Pembrokeshire, Carmarthenshire, Swansea and
Neath Port Talbot has been in existence for several years. More recently, the Swansea Bay City
Deal has been agreed as a £1.3 billion programme (including £241 million from the Welsh and
UK Governments) supporting a series of 11 projects across the sub-region. The measures
supported by the City Deal include a sectoral focus on health and life sciences, advanced
manufacturing (including the steel industry), energy (especially linked with the
Pembrokeshire coast), and the creative sector (including the new S4C studios in Carmarthen).

Separately, early work is underway to progress the concept of a Swansea Bay Metro, initially
involving improvements to the existing South Wales Main Line, but potentially also involving
new connections between Swansea and Baglan and in the Neath Valley.

Mid Wales Growth Deal

The Growing Mid Wales Partnership was set up in 2015 to articulate the shared economic
priorities across Ceredigion and Powys and, following several years of discussion, the UK
Government committed £55 million to the creation of a Mid Wales Growth Deal, the last of the
four Welsh City and Growth Deals to be concluded. The strategy adopted by GMW Partnership
seeks to address the region’s challenges of rurality, peripherality and dependence on small
employers, through a focus on strengths in manufacturing, the visitor economy and defence-
related activities (as well as through the region’s university base), and measures to address
connectivity and workforce skills. Of particular relevance to the commercial property offer,
Strategic Economic Priorities for the Mid Wales Region identifies “ensuring the right supply of
employment land and premises to meet business need” as a key priority, proposing a “long
term, targeted programme of investment” in the sites and premises offer®s.

68 Growing Mid Wales Partnership/ AECOM (2019), Strategic Economic Priorities for the Mid Wales Region, p.6
(https://en.powys.gov.uk/article/5547 /Growing-Mid-Wales)
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Commercial property market: Offices

Current stock

In 2018, there were around 7.5 Figure 6-1: Office stock (total floorspace, ‘000 sq ft)
million sq ft of total office floorspace L0000
in South West and Mid Wales. Of this, 9000

half was in in Swansea. Following 3%3
steady growth in the early years of 20
the millennium (followed by a fall in gg
stock in 2011/12), there has been 2000

. . 1000
very little growth in overall o
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ﬂoorspace in recent years.

®mSwansea ™ Rest of SW Wales Mid Wales

Market commentar
y Source: Valuation Office Agency

Swansea dominates the office

market in South West Wales, although supply was described by stakeholders as ageing,
with little new development in recent years. In the five years to 2018, EGi recorded 148
deals for office premises, totalling around 359,000 sq ft (equivalent to average annual take-
up of about 72,000 sq ft). To put this into context, this is only about 12% of the annual take-
up recorded in Cardiff, discussed in the previous chapter. Within the city centre, achieved
rents are between £9.50-£11.50 psf. The only new build on the market in July 2019 was at
Picton Yard, a complex of city centre live/ work units and office/ workshop space, supported
by the Welsh Government®?, and within the Urban Village scheme (a development of homes
for social rent, offices and retail as part of the regeneration of the High Street area). In the light
of very strong demand in the city centre for student housing, there has also been a recent loss
of secondary office stock, with a major city centre office block recently acquired for
development.

In consultation, agents considered that there is potential to develop the Swansea office
market, and that the demand is currently constrained by the poor quality of the supply.
However, this is likely to require public sector intervention to grow the market before
commercial developers are willing to invest. In that context, the City Council is currently
investing City Deal funds in a new 100,000 sq ft development focused on the ‘digital’ sector as
part of the wider regeneration of Kingsway7?, with plans for further office, retail and leisure
uses, and reports that there is strong interest from potential occupiers.

Elsewhere in the region (both South West and Mid), the office market largely responds to local
demand, and where new schemes have been promoted, it has been hard to generate interest
from office occupiers”l. Some consultees considered that there could be scope for some small-
scale development in county towns such as Haverfordwest and Carmarthen, although there is
generally an excess of supply over demand across most of the region, based on analysis of EGi
data. An exception to this appears to be in demand for ‘innovation centre’ type space (e.g. at
Baglan), which the local authorities report to be strong (for example, space was recently taken

69 http://www.biophilicliving.co.uk/about
70 Wales Online, 23 February 2018 (https:
swansea-14328290)

71 Consultation with Neath Port Talbot CBC, in relation to the Harbourside scheme at Port Talbot
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at Harbourside by an IT/ software firm based in London, at rent of around £12 psf, attracted
by good connectivity and access to a pool of graduate talent at Swansea University).

Recent take-up

Across South West and Mid Wales, average annual office take-up in 2014-18 was around
109,000 sq ft (i.e. around the size of the Kingsway development planned for Swansea),
strongly skewed towards smaller size bands:

Table 6-1: South West and Mid Wales office take up (average annual)

Size band (sq ft) Take-up (sq ft) Take-up (% of Transactions Transactions (%
total (no.) of total

Under 1,000 16,632 15.2 28 48.4

1,000 - 2,500 27,264 25.0 18 32.3

2,500 - 10,000 41,616 38.1 10 17.2

10,000 — 20,000 11,643 10.7 1 14

20,000 — 50,000 11,999 11.0 0 0.7

Over 50,000 0 0. 0 0.0

Total 109,154 100.0 57 100.0

Source: EGi, SQW analysis

Commercial property market: Industrial

Current stock

In 2018/19, there were around 48 Figure 6-2: Industrial stock (total floorspace, ‘000 sq ft)
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Swansea, Neath Port Talbot and 5400
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. Source: Valuation Office Agency

floorspace has remained largely

constant over time.

Market commentary

South West Wales

In common with the position in South East Wales, consultees reported ageing stock in the
general industrial market and limited supply. Carmarthenshire County Council, which
operates around 700 units across 13 estates (mostly in units of up to 5,000 sq ft) reports that
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almost all its stock is fully let, with the majority of tenants occupying premises for long periods
(a similar position was reported by Swansea City Council, which also directly operates its own
provision).

Rental levels remain relatively low, averaging around £4psf according to EGi data (although
Carmarthenshire County Council reports average rents of around £3 psf across much of its
own property portfolio). Further east, the viability gap is reported to be lower, and two recent
industrial schemes have been taken forward in Port Talbot with the support of Property
Development Grant’2. However, there was a general view from both public sector and
commercial consultees that for significant schemes to be brought forward, there needs to be
direct public sector intervention.

Mid Wales

While the economy of Mid Wales is small and dispersed, the manufacturing sector is relatively
important, including in the food processing industry linked with the agricultural economy and
in a more diverse range of sub-sectors. Historically, the public sector has played a significant
role in ensuring a supply of smaller industrial units catering mainly to local demand (and the
Welsh Government retains quite extensive residual assets, especially in Powys, linked with
investment from predecessor organisations such as the Development Board for Rural Wales.

There has however been little development across most of Mid Wales in recent years, with
the exception of some bespoke schemes (for example for ZipClip at Welshpool) supported by
the Welsh Government. Consultees highlighted the significant viability issues associated with
development in rural Mid Wales - unsurprising given very low rental values, according to EGi
data, and even where substantial infrastructure investments have been made with the
intention of opening up new employment sites, commercial development has failed to
materialise’. In consequence, business consultees considered there to be a significant
shortage of industrial units of all sizes across Powys in particular, with Newtown and
Welshpool (the better connected of the Powys towns) under the greatest pressure and with
very little site availability in Newtown. This is reflected in analysis for the Growing Mid Wales
partnership, which notes that “there is still little or no private sector investment in Mid Wales"74.

In Ceredigion however, there has been some private sector development coming forward, in
the form of the Glan-yr-afon industrial estate at Aberystwyth, offering a combination of light
industrial and trade counter uses mainly catering to local demand (although Glan-yr-afon was
previously enabled with Welsh Government support for infrastructure). Glan-yr-afon
currently dominates industrial availability in Ceredigion, and appears to be successful,
commanding relatively high rents of £6-7 psf7’5. Consultees considered that this reflects
Aberystwyth’s unique position in the local market as an important regional centre (despite its
small size), although were more sceptical of the potential for this to be achieved in other Mid
Wales locations.

72 Consultation with Neath Port Talbot CBC

73 The development of the Newtown bypass was cited by consultees as a case in point here.

74+ Growing Mid Wales Partnership/ AECOM (2019), Strategic Economic Priorities for the Mid Wales Region, p.16
75 EGi
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6.20  Average annual industrial take-up was around 829,000 sq ftin the five years to 2018. Similarly

to the pattern in South East Wales, a quarter was for units of 100,000 sq ft or more (in

Carmarthenshire, Neath Port Talbot and Swansea), although the great majority of transactions

were for units of 10,000 sq ft or smaller:

Table 6-2: South West and Mid Wales industrial take-up (average annual)

Size band (sq ft) ~ Take-up (sq ft) Take-up (% of Transactions Transactions (%
total (no.) of total

Under 1,000 30,327 3.7 38 334

1,000 - 2,500 29,503 3.6 15 13.4

2,500 - 10,000 222,884 26.9 46 40.2

10,000 — 20,000 131,326 15.8 9 7.7

20,000 - 50,000 104,143 12.6 4 3.2

50,000 — 100,000 100,632 121 1 1.1

Over 100,000 210,370 254 1 1.1

Total 829,184 100.0 114 100.0

Potential priorities

Source: EGi, SQW analysis

6.21  The table below sets out potential priorities, linked with the themes outlined in Chapter 4:

Table 6-3: Potential priorities for intervention

Theme

Locations and issues

Offices

1. City centre and
strategic hub offices

Swansea: From the demand side, Swansea City Council reports
evidence of market interest, and there is a view from commercial
agents that there is the potential to ‘demonstrate the market’ for a city
centre offer. At the same time, the city centre’s overhang of poorer
quality secondary stock is being reduced in the light of high residential
and student accommodation demand

In terms of policy, there is investment underway by the City Council
(via the Swansea Bay City Deal) in new office accommodation, linked
with wider regeneration objectives — although there is a recognition
that this is likely to require public sector support

Other locations: Likely to be limited demand elsewhere in the region

2. Office-based managed
workspace and grow-
on space

As in South East Wales, evidence of demand for ‘managed
workspace’ schemes (c.f. the innovation centre offer at Port Talbot).
From a policy perspective, there is potential to create more diverse
uses in town centre locations (and potentially to make better use of
existing office space where there is weak conventional demand.

Potentially several locations, including Swansea, Port Talbot, Llanelli
and the county towns in Powys, Ceredigion, Pembrokeshire and
Carmarthenshire.

Industrial

3. Industrial ‘starter’ units

Dispersed, but focused on well-connected locations: There is
strong evidence (from the data and from stakeholders with a
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Theme

Locations and issues

knowledge of the market) that there is a weak supply of smaller units,
relative to demand. This is compounded by ageing stock, but delivery
is unviable across much of the region (with a strong view from
stakeholders in rural Mid and West Wales that new supply is likely to
require intervention)

In terms of policy, this is a universal infrastructure offer which helps
to broaden the choice to the market. Potentially several locations
(linked with the ‘Regional Centres’ designated in Draft NDF Policy 24
(Carmarthen, Llandrindod Wells, Newtown, Aberystwyth and the
Haven Towns), plus Llanelli, Swansea and Port Talbot), although the
viability gap is significantly greater in west of Swansea than in the M4
Corridor

4. Industrial grow-on
space

Similar to Theme 3; focused on strategic locations, but evidence
unmet demand (albeit likely to be less predictable) in rural locations
(this was especially highlighted in relation to Mid Wales, particularly
the acute lack of available sites in Newtown).

5. Strategic industrial
sites

The South West contains a number of nationally-significant strategic
locations, which have been supported with Welsh Government
investment (including at Cross Hands, Port Talbot/ Baglan and
Felindre in Swansea). The local authorities report a steady stream of
enquiries for industrial uses, although commercial development is
unlikely to come forward without intervention. The need to bring
forward regionally-significant sites in Mid Wales was also highlighted.

Cross-cutting

6. Refurbishment

In demand terms, partly responds to the same drivers as the themes
above. However, also responds to the risk of disinvestment as a
result of high refurbishment/ renewal costs (or the potential to
repurpose existing stock for alternative use. In policy terms, responds
to environmental and resource efficiency drivers and improves the
investment attractiveness of key business locations.

Potentially focused on major/ larger estates
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/. Regional market analysis: North Wales

Summary

e North Wales incorporates one of the country’s most important industrial districts around
Wrexham and Flintshire, with strong connections to England’s North West, as well as a deeply
rural area of high environmental quality.

Offices

o The North Wales office market is very limited. While there are some large private sector office
occupiers in Flintshire and Wrexham, there is generally weak demand for the existing offer, and
limited prospects in the short term.

Industrial

e There is evidence of strong demand for smaller and medium-sized industrial units, and a
perception from consultees that new supply would be successfully taken up, both on strategic
sites (as promoted in the North Wales Growth Deal) and on a more widely distributed basis.

Regional overview

North Wales covers the six local authority areas of Anglesey, Conwy, Denbighshire, Flintshire,
Gwynedd and Wrexham. In 2017, it had a population of around 690,000, and generated
around £13.6 billion GVA.

Like the other two Welsh regions, North Wales covers a large and diverse geography. In the
east, Flintshire and Wrexham both have large concentrations of industry. This includes some
of Wales’ largest industrial parks at Deeside, Broughton and Wrexham Industrial Estate, as
well as several major employers (including Airbus at Broughton and Magellan Aerospace at
Llay; Tata Steel on Deeside; and JCB and the medtech firm Wockhardt at Wrexham). The area
also contains some significant service sector employers, including the headquarters of Iceland
and the call centre group Moneypenny.

Beyond the industrial east, the main concentrations of population (and economic activity) are
along the North Wales coast to Bangor and the Port at Holyhead, via Rhyl, Colwyn Bay and
Llandudno. The rest of the region is rural and characterised by a high-quality natural
environment, much of which is contained within the Snowdonia National Park. Apart from
Wrexham and the larger North Coast towns, most of North Wales’ urban settlements are small
(although Bangor, in the context of its extended rural hinterland and important university
presence, has a wider regional significance). The region also contains three Enterprise Zones,
at Deeside, Anglesey (sites at Holyhead and Llangefni) and Trawsfynydd.

In transport terms, the area is served by the A55 North Wales Expressway and the North
Wales Main Line, with local rail connections to England from Wrexham and Deeside (and rail
services in the southern part of Gwynedd via the Cambrian Line). However, transport
connectivity across much of the rural heart of the region is challenged by its topography and
widely distributed pattern of small settlements.
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Reflecting North Wales’ transport connections and the distribution of economic activity,
travel-to-work flows in Flintshire and Wrexham show close connections with Cheshire and
Liverpool City Region, as well as with neighbouring areas in Wales. Further west, Anglesey
and Gwynedd are more self-contained.

Strategic context

North Wales Growth Deal

The local authorities and other strategic partners on the North Wales Economic Ambition
Board (NWEAB) published a ‘Growth Vision’ for the region in 2016. This has subsequently
translated into the North Wales Growth Deal, for which the Welsh and UK Governments have
each allocated £120 million. The Growth Deal identifies the region’s strengths in relation to
its network of ‘anchor’ businesses (especially associated with advanced manufacturing), land-
based industries and tourism, and low-carbon energy generation, and sets out a strategy to
raise productivity by building on these, and by addressing the region’s long-term structural
challenges in relation to workforce skills, connectivity and the availability of employment
sites’s.

Of particular relevance to the commercial property market, one of the key interventions
proposed as part of the North Wales Growth Deal is a ‘Land and Property Programme’
focused on both residential and commercial development. On the commercial side, the Land
and Property Programme seeks to establish a joint venture between the Welsh Government,
local partners and private sector developers and end-users to bring forward development on
strategic sites at Wrexham, Bodelwyddan (near Rhyl) and Parc Bryn Cegin at Bangor?7.
References in the Growth Deal to land and property investment actually build on a longer-
standing commitment to a shared regional approach, set out originally in the 2014 Regional
Employment Land Strategy and subsequently in a schedule of some 15 ‘strategic sites’,
published by NWEAB in 2016. It is worth noting that while work has been done to prioritise
these ‘strategic sites’ based on their deliverability (in terms of site constraints, etc.), there does
not appear to have so far been a coordinated assessment of capacity or potential demand?7s.

The Growth Deal also proposes the development of a Rural Economy Hub, focused on the
food sector and linked with Grwp Llandrillo Menai’s existing food technology centre, with the
intention of bringing forward incubator space containing flexible food grade units for SMEs.
Currently, summary business cases have been set out in NWEAB’s Draft Implementation Plan,
with further business case development underway.

Strategic transport

In relation to transport investment, NWEAB, together with the Mersey Dee Alliance (a cross-
border economic development partnership) and Cheshire and Warrington Local Enterprise
Partnership published Growth Track 360 in 20167°. Growth Track 360 focuses on

76 North Wales Economic Ambition Board (2019), A Growth Deal for North Wales: Draft Implementation Plan
(https://northwaleseab.co.uk/resources/north-wales-growth-deal)

77 The Land and Property Programme also proposes investment in the Port at Holyhead, linked with the expansion of the
renewable energy industry.

78 Conwy CBC [Lichfields] (2019), Employment Land Review, p.37

79 www.growthtrack360.com
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improvements to the rail network, including electrification, with the aim of improving
connections between North Wales and the North West of England. Linked with this, the
proposed North East Wales Metro envisages a network of bus and rail services connecting
the major employment locations at Deeside, Hawarden and Wrexham with residential
communities and neighbouring centres in Chester and the North West of England?9.

Strategic sectoral initiatives

Within the Growth Deal proposition, substantial emphasis is placed on the growth of the
energy sector, in particular the development of the ‘Energy Island’ programme on Anglesey.
While the Energy Island proposition includes several elements, including a marine
renewables development at the Port of Holyhead and a large proposed biomass plant, the
major strategic project linked with the energy sector has been the development of a new
nuclear power station at Wylfa Newydd. Wylfa Newydd had been regarded as of regional
significance, and was anticipated to draw on a labour market and supply chain extending
across North Wales - and Horizon Nuclear Power, the developer of the power station, has
played an active role within the NWEAB. However, Horizon announced in January 2019 the
suspension of its UK nuclear power programme: while not formally cancelled, the scheme
appears highly unlikely to progress in the near future. The demise of the Wylfa Newydd
proposals presents a challenge to the approach to strategic economic development in North
West Wales. This remains to be worked through, and the Growth Deal Implementation Plan
includes a request for supplementary funding to develop alternative growth options - but
potentially, the commercial property offer could play an important role in economic
diversification.

The other ‘sector focused’ initiative of regional significance is in relation to the advanced
manufacturing sector and its concentration of activity on Deeside. The Welsh Government has
invested £20 million in the new Advanced Manufacturing Research Centre Cymru at
Broughton, within the Deeside Enterprise Zone, with Airbus as the anchor tenant. Managed
by the University of Sheffield, AMRC Cymru opened in November 201981,

80 Welsh Government (2017), Moving North Wales Forward: Our Vision for North Wales and the North East Wales Metro.
Moving North Wales Forward also sets out a series of priority highways schemes, mostly focused on the A55, A483
(Wrexham-Chirk), A487 (near Caernarfon) and the Deeside urban area.
(https://gov.wales/sites/default/files/publications/2017-09 /north-east-wales-metro-moving-north-wales-forward.pdf)
81 AMRC (https: i i
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Commercial property market: Offices

Current stock Figure 7-1: Office stock (total floorspace, ‘000 sq ft)

In 2018/19, there were around 6.2 7000

million sq ft of total office space in 6000 W
North Wales. This was fairly evenly izz

distributed across the local 2000

authorities (with the exception of 2000
Anglesey, where the current office 1000
. 0
stock is very small, and accounts for 200001 200304  2006-07  2009-10  2012-13  2015-16  2018-19

only around 230,000 sq ft). Apart
from some losses in the early years of

Source: Valuation Office Agency

the millennium, the stock of office
space has grown, albeit slowly.

Market commentary

On the whole, commercial agents consulted as part of this study were sceptical about the likely
demand for office space across the region. Office demand is quite localised - including in
Wrexham, where the town is seen as a secondary location in comparison with Chester. One
consultee noted that across the region, “there’s plenty of supply, but the demand’s not there”,
an observation backed by the two employment land reviews completed in the region this year.
Office rents across the region are relatively low: agents reported that “there has been no
noticeable rise in office rents for 25 years”, and that good quality small industrial space could
now command similar rents to second-hand office stock.

Looking in more detail at different locations within the region:

. In Gwynedd and Anglesey, Parc Menai Business Park just outside Bangor dominates
in terms of recent deals and current availability. Recent rents varied from £7psf for a
2,700 sq ft unit (leased to the Welsh Government for operational use) to £14 psf for a
small 300 sq ft office82. Parc Menai appears to attract a diverse range of public and
private sector occupiers (and also hosts Coleg Menai). Agents considered that the park
has been generally successful, although in the context of mostly locally-driven
demand, and there was a perception that occupancy at Parc Menai was to some extent
to the detriment of occupancy in Bangor city centre. In relation to the latter, while
there would be wider economic benefits in building up more ‘critical mass’ in central
Bangor, there was general scepticism that there would be sufficient demand to
warrant investing in new office stock.

. In Conwy and Denbighshire, the office market is quite small. In Conwy, rents are
generally around £8 psf (rising to £11psf at the Penrhos Manor managed workspace
scheme; agents reported some excess capacity driven by a loss of public sector
demand following the Welsh Government’'s move to a purpose-built regional
headquarters facility at Llandudno Junction. Further east, Denbighshire’s office sector
is dominated by the St Asaph Business Park, a large ‘strategic’ office park at which

82 EGi
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rents on second-hand stock are around £8 psf. Commentary in Denbighshire’s recent
employment land review suggests that some of the stock is now dated and too large
for modern demand. However, some new development has recently come forward at
St Asaph, with Pure Commercial’'s New Vision scheme, with office/ hybrid units
currently on the market for around £13psf.

In Wrexham and Flintshire, the office market is largely business park based, with
rents up to £13psf on Wrexham Technology Park. While the general picture is one of
weak demand, there is evidence of a gap in supply for specific occupiers: Moneypenny
was cited by consultees as an example of an indigenous Wrexham business that has
grown rapidly, wants to remain in the area, has struggled with expansion space and
is currently in discussions with the NWEAB in relation to its proposed Land and

Property Fund.

There does also appear to be some evidence of
demand for more specialist facilities and for
‘flexible’ space. For example, Glyndwr
University reports that demand for flexible office
space (550 - 1,650 sq ft) at the OpTIC Innovation
Centre at St Asaph Business Park is strong (in
contrast to the generally weak demand that
seems to prevail on older stock at St Asaph
generally)8s. Business consultees in
Denbighshire’s recent employment land review
also highlighted a perceived need for small office
and ‘grow-on’ space (up to 2,000 sq ft) in Denbigh

Figure 7-2: M-Sparc, Gaerwen

Source: SQW

and other market towns84. Bangor University’s M-Sparc facility at Gaerwen on Anglesey is also
reported to be around 60% occupied (whether there is scope for additional ‘innovation

centre’ facilities at Bangor associated with the University was not explored as part of this

study, although we assume that the University’s main focus at the moment is on M-Sparc).

Consultees were also positive about potential demand for hybrid units, provided the scale/
configuration and quality are right. There are some examples of this sort of development

coming forward in region: for example, at Boundary Park, Deesides5 and at Pure Commercial’s

development at St Asaph.

Recent take-up

Across North Wales, average annual office take-up in 2014-18 was around 95,000 sq ft. Of the
six transactions above for units of over 10,000 sq ft, five were in Flintshire:

83 Denbighshire County Council/ BE Group (2019), Employment Land and Economic Growth Assessment, p.30
84 Denbighshire County Council/ BE Group (2019), Employment Land and Economic Growth Assessment, p.31
85 These are primarily industrial, with a limited amount of office accommodation
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Table 7-1: North Wales office take up (average annual)

Size band (sq ft) Take-up (sq ft) Take-up (% of Transactions Transactions (%
total (no.) of total

Under 1,000 11,293 11.9 20 48.3

1,000 - 2,500 19,324 20.4 11 28.1

2,500 - 10,000 34,933 36.9 8 20.2

10,000 — 20,000 13,538 14.3 1 25

20,000 — 50,000 4,743 5.0 0 0.5

Over 50,000 10,800 11.4 0 0.5

Total 94,630 100.0 41 100.0

Source: EGi, SQW analysis

Commercial property market: Industrial

In 2018/19, there were around 52  Figure 7-3: Industrial stock (total floorspace, ‘000 sq ft)
million sq ft of industrial space across

North  Wales. Wrexham and 52000
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landscape, accounting for around 51000
70% of total stock (in fact, the two

areas contain the largest and second
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contrast to South East Wales, there 48000
has been general growth in
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Source: Valuation Office Agency
floorspace over the past couple of

decades, reflecting the resilience of the Deeside manufacturing base.

Market commentary

As elsewhere in Wales, there is evidence of strong demand relative to supply for smaller
industrial units of less than 5,000 sq ft. In Wrexham and Flintshire, there is some evidence
of new development coming forward, with new units on the market on Croesfoel Industrial
Estate in Wrexham, and refurbished smaller units at Mold Business Park and at the Mostyn
Road estate in Holywell.

Mostyn Road, Holywell

L&LITT
"
! ‘l‘--“",

A 14 acre site in Holywell, Flintshire, the
Mostyn Road business park was formerly the
site of the AMRI chemicals factory, which
closed in 2015 with the loss of about 60 jobs.
In 2018/19, it was redeveloped as a light
industrial business park with 15 units of
between 180 and 12,500 sq ft.*

“.

Source: Legat Owen
(http://legatowen.agencypilot.com/store/documents/other/319931 48sx94xs1dy7xj79.pdf?agtype=7&agkey=313+3785)
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However, “west of Mold”, consultees considered that commercial development, of any type, is
more challenging to bring forward commercially, with rents averaging around £4.70 in
Gwynedd and Anglesey, and £5 in Wrexham and Flintshire8e.

Agents considered that there is likely to be demand for smaller (up to 5,000 sq ft) and medium
(10-15,000 sq ft) sized units across much of western and rural North Wales, if they could be
enabled to come forward. Gwynedd County Council, which operates its own stock of
commercial property, reports occupancy rates of over 90%, with negative consequences for
rural businesses looking to expand - a view supported by consultees as part of Conwy CBC’s
employment land review?8?. There was a view that smaller industrial units would be popular
in locations such as Bryn Cefni (a large industrial estate at Llangefni recently built out with
Welsh Government funding) and at Parc Menai. In this context, consultees considered St
Asaph Business Park to be something of a “missed opportunity”: as set out above, office
demand at the Park is weak, but there is an acknowledgement that if industrial provision could
be brought forward on the site, it would have a greater prospect of meeting market need.

As indicated above, the NWEAB also places a strong

. Cri . L A h f ller il jal uni
emphasis within its strategic plans on bringing ny scheme of smaller industrial units

would be successful... if there was
forward a series of strategic sites - and the Welsh  smaller space available at Parc Menai, it
Government has played an important role in, for Wouldly”

example, bringing forward the Bryn Cefni site on Commercial agent (Wrexham)
Anglesey. Stakeholders held mixed views regarding

the extent to which serviced sites, as opposed to

built premises, should be the priority for investment, although strong demand for additional
serviced sites for a range of sizes was reported in relation to Wrexham and Flintshire (and
especially at Wrexham Industrial Estate). Further west, there was felt to be stronger demand
for built premises, especially given the greater balance of demand towards locally-based

businesses.

Recent take-up

Average annual industrial take-up was around 757,000 sq ft in the five years to 2018. All
transactions for 100,000 sq ft or more were for properties in Flintshire:

Table 7-2: North Wales industrial take-up (average annual)

Size band (sq ft)  Take-up (sq ft) Take-up (% of Transactions Transactions (%
total (no.) of total
Under 1,000 27,532 3.6 26 26.8
1,000 - 2,500 31,650 4.2 16 16.2
2,500 —- 10,000 194,226 25.7 42 42.4
10,000 — 20,000 136,040 18.0 9 9.1
20,000 — 50,000 101,405 13.4 3 3.0
50,000 — 100,000 116,641 15.4 2 1.6
Over 100,000 149,379 19.7 1 0.8
8 EGi

87 Conwy CBC/ Lichfields (2019), Employment Land Review Update
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Size band (sq ft) Take-up (sq ft) Take-up (% of Transactions Transactions (%
total (no.) of total
Total 756,874 100.0 99 100.0

Potential priorities

Source: EGi, SQW analysis

Within the NWEAB’s Implementation Plan, and from consultations with the NWEAB and
strategic stakeholders, there was a strong desire for a more coordinated approach between

the Welsh Government and other parts of the public sector (especially in assessing the specific

demand for and bringing forward the network of strategic sites identified in the Growth Deal).

In addition, the table below links potential activities to the themes set out in Chapter 4:

Table 7-3: Potential priorities for intervention

Theme

Locations and issues

Offices

1. City centre and
strategic hub offices

There is no real evidence of demand at present, with agents sceptical
of the prospects for new Grade A development.

2. Office-based managed
workspace and grow-
on space

As elsewhere, evidence of demand for workspace on flexible terms.
Potentially focused on larger centres where demand less likely to be
met by the market (e.g. Bangor, Colwyn Bay).

Industrial

3. Industrial ‘starter’ units

There is evidence (from the data and from stakeholders with a
knowledge of the market) that there is a weak supply of smaller units
(industrial and hybrid), relative to demand. This is compounded by
ageing stock, but delivery is unviable across much of the region.

In terms of policy, this is a universal infrastructure offer which helps
to broaden the choice to the market. Potentially several locations,
although focused outside of Wrexham and Flintshire where there has
been some recent private sector activity.

4. Industrial grow-on
space

In terms of demand, there is limited stock in the 5,000 — 15,000 sq ft
category across the region, and evidence that restricted opportunities
to move constrains firms to their existing premises — compounding the
challenges in relation to Theme 3.

Potentially several locations although likely focused on the network
of larger strategic sites.

5. Strategic industrial
sites

While new investment demand is unpredictable, there is interest from
local partners in bringing forward a network of sites for investment,
and the North Wales Economic Ambition Board has proposed a joint
venture agreement to bring forward a series of priority sites. However,
market commentary notes caution in terms of the risk of market over-

supply.

Cross-cutting

6. Refurbishment

Responds to the risk of disinvestment as a result of high
refurbishment/ renewal costs (or the potential to repurpose existing
stock for alternative use. In policy terms, responds to environmental
and resource efficiency drivers and improves the investment
attractiveness of key business locations.

Potentially focused on existing estates, outside of Flintshire and
Wrexham
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8. Market challenges: Understanding the gap

Summary

e As the regional analysis demonstrates, there are widespread imbalances between demand (or
potential demand) for commercial property and its supply. These impact across much of the
country.

e To help understand the nature of the imbalance — and in particular the causes of a lack of
commercial supply —we have run a series of baseline appraisals for industrial, office and
‘hybrid’ developments in different parts of Wales. These demonstrate non-viability for advance
build projects in most (although not all) cases, driven by constraints on the demand
(affordability) and supply sides highlighting the need for public sector intervention.

Introduction

Based on the regional market analysis, there are strong similarities in the issues and
challenges faced across the country. In terms of office supply and demand, the picture is one
of a generally ‘functioning’ market in Cardiff, emerging/ potential demand in Newport,
Swansea and perhaps one or two well connected locations in South East Wales (although this
will require encouragement), but weak demand elsewhere in the light of changing working
practices and requirements. In terms of industrial premises, the demand and supply
imbalances are starker, and include:

o A general shortage of modern, small-to-medium size industrial units, with little
new supply coming forward (apart, to some extent, from smaller-scale commercial
developments in Cardiff, Newport and Flintshire/ Wrexham) and significant viability
challenges.

. Artificially constrained demand, as firms with the potential to expand are limited
in their ability to do by the absence of supply.

. Ageing stock, exacerbated by the fragmentation of some larger industrial estates, and
potentially presenting a ‘resilience’ challenge to future business retention.

. Weak development (and refurbishment) viability, impeding the ability to bring
forward the development of new premises on strategic sites (especially in the West
and North West), despite investment in infrastructure.

Building on the market analysis, this chapter considers why the market is unable to
respond to (apparent) demand, drawing on local evidence and UK-wide research and
considering in detail the nature and composition of the ‘viability gap’, supporting the analysis
in Chapter 10 of the potential interventions that the Welsh Government could make to
overcome these.
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Market challenges: Some overall constraints

In addition to the general demand/ supply imbalances highlighted above, consultation as part
of this study (and evidence from wider research) has identified several constraints on the
supply of employment land and property. These include:

. Planning policy issues, in particular a view that employment land allocations do not
always or properly reflect the current needs of the market (a factor potentially
exacerbated by a shortage of land in some locations, reflecting topographical and
environmental constraints). In some cases, a more strategic approach is required
across local authority boundaries to plan for how key sites are allocated and
developed, and the mix of uses that can produce shared benefits. The approach to
‘larger than local’ planning for economic development set out in TAN 2388, and the
emerging Strategic Development Plans at regional level are intended to help with this.

. Ease of obtaining planning permission, including a view in some quarters that
there could be opportunities to ‘streamline’ the process, by working with local
authorities to ‘pre-approve’ the majority of issues so that sites can be brought forward
to a point at which they are ‘ready to build’.

. Changing demand for utilities and infrastructure on existing and new sites. This
includes growing demand for higher levels of electrical power capacity (often
entailing high costs and uncertain delivery timescales), the need for the right levels of
higher-capacity broadband, and advance infrastructure (water, gas, drainage, etc.) in
key locations. Linked with this, stronger environmental regulation has also been cited
as a driver of either obsolescence or the need for substantial new investment in some
older stock.

o Issues associated with alternative uses, particularly given pressure in some
locations (for example around Cardiff) to deliver significant housing volumes, and
environmental limits on development in some locations.

Unpacking the viability challenge

Viability has been highlighted throughout this report as a critical issue, and is closely linked
with the wider planning and other challenges listed above. The viability of development in
some locations, and for specific ‘products’ appears to be good (such as larger employment
accommodation in the North East and parts of the South East, and offices in central Cardiff)
and the private sector is generally able to deliver the sites and floorspace required, assuming
that land continues to be allocated, serviced and brought forward at reasonable values.

Elsewhere however, there are several categories (smaller/ medium sized industrial
floorspace, offices or hybrid office/ workspace premises) across the country, which
experience viability issues for a number of challenging (and sometimes linked) reasons, which
the following paragraphs explain.

88 Welsh Government (2014), Technical Advice Note 23: Economic Development
(https://gov.wales/sites/default/files /publications/2018-09 /tan23-economic-development.pdf)
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Supply side factors

From the ‘supply side’, developer/ investor activity may be constrained due to:

. A general reluctance from landowners and developers/ investors (where they
are in control of land) to release land at less than optimal value. For many of the
categories of employment floorspace referred to above, this is simply unaffordable.

. ‘Information failures’: the evidence of demand (and changing demand) for a wide
range of accommodation types and sizes at local and regional level is not always
appreciated within the wider development/ investment market.

. Market-related issues, adversely impacting viability in many locations outside parts
of the North East and South East, and across the development types referred to above.
These include relatively low rental levels, low rates of return, poor yields impacting
on investment values, and the high risks linked to poor tenant covenants and
‘lettability’ (with developers/ investors often requiring pre-lets, which are not
available in the market). Consequently - and as the market analysis chapters
demonstrate - there is a preponderance of older, lower value premises, which
creates a “tone of value” within a sector. This renders any new opportunities
unviable without a significant step change in rental values, yields and demand.

. Investors are often keen to develop a ‘build to sell’ product. However smaller
floorspace does not lend itself to this exit route: consequently, it requires a view to be
taken by the investor on long term income with the focus linked to flexible lease
patterns/ shorter terms, etc.

Alongside these considerations, relatively high infrastructure costs (including site
preparation, accessibility and utilities), rising construction costs and required levels of
developer profit (driven by competing development propositions elsewhere) all impact on
viability. Lack of funding, from both public and private sources, is also often an issue:
anecdotally, views have been expressed that there has never been so much investment
funding available, but it has never been so difficult to get hold of - and where funding is
secured, interest rates are often high.

In this context, why would a developer be persuaded to invest in less than optimum
circumstances, when other opportunities are available? Anecdotally, we have been told
that there are no developers who would speculatively build a small unit scheme - even offices
- without some form of incentive. This does depend on circumstances, and developers who
control land and the risks of direct development are generally more confident that in the right
location, they can make smaller unit schemes viable (and there are examples, cited in the
market analysis chapters, of schemes that have come forward commercially).

However, since the recession, there are fewer commercial developers, especially at the
lower end of the size categories in the market: in Wales, local firms, such as Charnwood in
Cardiff vicinity, have historically been important in building out new commercial space, but
our consultations indicated few companies currently active in the market.
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The demand side: Affordability

A further factor impacting on viability is the need for newly constructed premises to be
‘affordable’ to businesses, with rental levels pitched so that the business can cover rent
within its overall operating model.

Businesses are generally used to paying the range of typical rents around the country (i.e. £4
to £6psf for industrial and £8 to £15psf for offices). They see these as “affordable” and would
generally say that their business plans and operating models do not allow them to pay higher
accommodation costs given that these would challenge their overall profitability. As the
market analysis chapters noted, in several places, rents have not shown any significant
appreciation for many years.

‘Ability to pay’ has not been specifically researched in this study, but traditionally, property
costs are around 20-25% of a company’s total outgoings. Small increases are therefore
unlikely to impact significantly on overall profitability, particularly if a new property can make
a difference in terms of other operational costs, such as energy consumption, efficiency of
production, ease of access and higher levels of utility availability.

A key question is therefore whether businesses are able to pay more rent for their
required property (without impacting their overall business plan/ profit aspirations). If this
could be achieved, it might over time enable developments to be delivered across a range of
locations where they are currently considered unviable. Increasing firms’ ability and
willingness to pay for higher standards of accommodation should be a long-term objective for
investment by the public sector, and ought to contribute to the objectives of the Economic
Action Plan.

However, irrespective of the above, it is a fact that the availability of ‘affordable’
development is critical in many places and is in demand. Delivering new accommodation
at what are commonly considered ‘affordable rents’ (around £4 to £6 psf or even lower in
some places) is a real viability challenge, without the added liability of high land values, which
will make the financial equation even more undeliverable.

Understanding the significance of the viability factor

In the light of the issues described above, we now consider the range of issues that influence
the private sector’s decision to develop, and how these can be quantified.

The standard development appraisal will sit behind any decision to develop and identify
the viability of a particular scheme. The basic premise is that:

. Receipts from selling all components of a development must exceed all the costs of
undertaking the development plus a reasonable developer’s profit; or

. The annual (net) income level from letting a completed scheme must provide a
reasonable annual return on all costs.

To understand how significant the viability factor is, and what possible solutions are available
where the market is failing to meet demand, we need to interrogate the components which
make up a development appraisal and, where results do not support the bringing forward of
a scheme, understand which are the determining factors and how these can be changed to
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establish a viable proposal. In other words, if a development appraisal doesn’t stack up, then
why not?

Having highlighted the critical factors which render schemes unviable we are then able to
sensitivity test those criteria and determine how much it is going to take to vary the appraisal
criteria sufficiently to ensure that the development becomes commercially viable (if indeed
that is possible).

To understand the scale of the viability challenge, we have run a number of ‘baseline’
appraisals, for a standard industrial and office ‘product’ (based on a one-acre plot), across
each local authority area, adopting average rental, build cost and yield information (based on
an analysis of EGi and CoStar data over the last 5 years). We have assumed nil land value in all
cases, so the purpose of the analysis, has been to see how positive the “residual land value”
will potentially be (assuming a range of standard other costs, fees and commitments), and
therefore whether this will be sufficient (compared with current, commercial market land
values) to persuade a landowner to sell or a developer to develop. If not, the development
opportunity is considered non-viable.

Industrial

The available evidence demonstrates that:

. There is a wide range of rental levels spanning £4psf to £8.50psf and even higher in
some cases. This reflects a wide range of property types, accommodation sizes and
geographic locations, including some specific local factors (for example, relatively
high rental values in remote, but important local ‘hub’ locations such as
Aberystwyth)s°,

. Investment yields also vary considerably, and are not only dependent on geographic
location and the type/ age of the premises, but also on the strength of the tenant
covenant and the length of the lease commitment under offer. Yields range from 6.5%
(for a good quality property, in a good location and with a strong covenant) to 10% /
11%, reflecting a very poor investment proposition, typically reflecting an old
property, in a poor condition, poorly located with a weak tenant covenant and short-
term lease arrangement.

. For build cost, the latest BCIS data® reflect a wide range of geographic and other
differences (type, scale, specification of the completed floorspace, and the number of
contracts recorded). This results in a very broad range of construction figures, with
average median levels around £75psf, however lowest and highest deciles can be
some 50% or more, above or below this figure. Anecdotally we have also been
informed that in many places, this median figure would be exceeded, as a matter of
course. We have therefore adopted a new build construction range for general
factories of between £75 and £85psf, in order to reflect the above sentiments.

89 Variance in local averages also highlights the number of transactions that have been recorded in any one local authority
area: some include a significant number, while others are likely to be skewed by very few results, some of which might
reflect very specific circumstances.

90 BCIS is a source of building cost information data maintained by the RICS and widely used in the construction and
property industry. See https://www.rics.org/uk/products/data-products/.
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Within the baseline appraisals, we have also kept a number of factors consistent to identify
the differences in performance as a result of the main variables. These factors include: an
allowance for rental voids (set at an average period of 6 months, which allows staged letting
over 12 months), developer’s profit fixed at 15% of all costs, and professional costs at some
8% of overall costs.

The broad results of the appraisal exercise are set out in the table below:

Table 8-1: Industrial appraisal results (based on 1 acre plot, equivalent to ¢.25,000 sq ft
development

Rental range Yield Construction Viability Commentary
cost

£4.00 to £6.00 psf 10% £75 to £85 psf Overall loss in excess
of £1m

£4.00 to £6.00 psf 6.5% £75 to £85 psf Significantly non-  Overall loss £0.5m to

viable £1m

£6.50 to £8.00 psf 10% £75 to £85 psf Overall loss in excess
of £1m

£6.50 to £8.00 psf 6.5% £75 to £85 psf Non-viable Overall loss less than
£0.5m

£8.50 to £10.00 psf 10% £75 to £85 psf Significantly non-  Overall loss £0.5m to

viable £1m

£8.50 to £10.00 psf 8% £75 to £85 psf Non-viable Overall loss less than
£0.5m

£8.50 to £10.00 psf 6.5% £75 to £85 psf Viable Acceptable
development profit at
£10 psf

£10.50 to £12.50 psf ~ 10% £75 to £85 psf Non-viable Overall loss less than
£0.5m

£10.50 to £12.50 psf 8% £75 to £85 psf Viable Acceptable
development profit at
£12 psf

£10.50to £12.50 psf  6.5% £75 to £85 psf Viable Acceptable

development profit

Source: SQW analysis

From the appraisal results above, it can be concluded that developments offering
established/ “affordable” rental levels which meet current business expectations
demonstrate significant overall viability challenges. However, at the higher range of
rental levels, and particularly where good covenant strength is assumed, schemes can be
viable and deliverable.

This is consistent with the results of our consultations and earlier analysis, which suggests
that with the exception of very few areas, it is extremely difficult for any developer to
construct new, speculative industrial premises, without (inter alia) a good pre-let at a high
rental level and control over the land. It should however be noted that the margins between a
non-viable and viable development are small in a number of places, and it would not be out of
the question for slight shifts in achievable rents and rental security (i.e. the investor’s certainty
of securing rental income, particularly in the short term) to have an impact on the private
sector’s ability to deliver.
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There is also something of a ‘two-tier’ market, in which owner occupiers/ developers, who
own land and have experience in the development sector, are more able and likely to bring
forward viable schemes than speculative developers. However, grant incentives are often an
important part of the funding mix.

Offices

A similar exercise has been conducted for office developments. This is again based on a one
acre plot and adopting average rental, build cost and yield information (based on an analysis
of EGi and CoStar data over the last 5 years within each local authority area, and consultations
with developers and agents). The broad results are set out in the table below:

Table 8-2: Office appraisal results (based on a one-acre plot, equivalent to ¢.25,000 sq ft
development)

Rental range Yield Construction Viability Commentary
cost
£6.00 to £8.00 psf 10% £140 to £155 psf Overall loss in
excess of £2m
£6.00 to £8.00 psf 6.5% £140 to £155 psf Overall loss in
excess of £2m
£8.50 to £10.50 psf 10% £140 to £155 psf Overall loss in
excess of £2m
£8.50 to £10.50 psf 6.5% £140 to £155 psf Overall loss in
excess of £2m
£11.00to £13.00 psf ~ 10% £140 to £155 psf Overall loss in
excess of £2m
£11.00 to £13.00 psf 6.5% £140 to £155 psf = Significantly non-  Overall loss £1m to
viable £2m
£13.50 to £15.50 psf 8% £140 to £155 psf = Significantly non-  Overall loss £1m to
viable £2m
£13.50 to £15.50 psf 6.5% £140to £155 psf  Non-viable Overall loss less
than £1m
£16.00 to £20.00 psf 10% £140 to £155 psf = Significantly non-  Overall loss £1m to
viable £2m
£16.00 to £20.00 psf 8% £140to £155 psf  Non-viable Overall loss less
than £1m
£16.00 to £20.00 psf 6.5% £140to £155 psf  Viable Acceptable
development profit
at £19 psf
£20.50 to £25.00 psf 10% £140 to £155 psf  Non-viable Overall loss less
than £1m (even at
£25 psf)
£20.50 to £25.00 psf 8% £140to £155 psf  Viable Acceptable
development profit
at £22.50 psf
£20.50 to £25.00 psf 6.5% £140 to £155 psf ~ Viable Acceptable

development profit

Source: SQW analysis
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There is an even wider range of variables within the office sector than there is in the industrial
sector. This reflects the difference between the products available (ranging from Grade A
accommodation in Cardiff city centre to business parks to secondary town centres in which
office space is more likely to be dated, above retail premises, etc.):

. Rental levels range from around £6.00psf to over £22psf, with evidence of higher
transactions in some locations?L.

. Investment yields (attributable to this range of transactions), are again extremely
varied, and even more dependent than industrial on location, type/ age of premises,
and strength of covenant/ lease terms secured. Yields range from 6.5%/ 7% (for a
good quality property, in a prime city centre location and with reasonable covenant
strength) to 12%, for poor quality floorspace/ locations and weak covenant strength.

. For build cost, the latest BCIS data®? again reflects a wide range of geographic and
other differences (as above), for up to two storey offices, resulting in a very broad
range of construction figures, with average median levels around £145psf. However,
lowest and highest deciles can be some 40% to 50% or more, above or below this
figure. Anecdotally we have been informed that in many places, this median figure
would probably be exceeded. We have therefore adopted a new build construction
range for offices of between £140psf and £155psf, in order to reflect the above
sentiments.

Factors kept constant include an allowance for rental voids (set at an average period of 6
months, which allows staged letting over 12 months), a developer’s profit at 15%, professional
fees at some 8% and finance costs at 5%.

The appraisals demonstrate that in all cases, where broadly “affordable” rental levels are
used, schemes are not viab