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“We always felt we needed three years’ track record before anybody
would even consider us viable as a small business,” says Paul Stevens.
“So we got our three years’ track record, and it coincided completely with
the worst financial situation we’ve ever experienced.” 

Stevens is investment manager and branch principal of Mayfair-based
1st Port Asset Management, part of the umbrella financial services
business Raymond James Investment Services. We’re sitting in a corner
of the Lansdowne Club close to Berkeley Square, chatting with Melissa
Longley, a consultant to 1st Port through her own business, Longley Asset
Management.

Both had previously worked at Kleinwort Benson. Longley spent 11
years at Lehman Brothers, leaving in 1998 – ten years before the bank’s
collapse marked the beginning of the worst financial crisis in a lifetime.

You wouldn’t guess at the financial turmoil by just chatting to them,
though. Stevens is enthusiastic, relaxed and self-deprecating. Longley is
softly spoken and precise. Neither seem even slightly panicked by events.

Stevens was in the Canary Islands when the financial world imploded
and, in his own words, “we were really looking into the abyss”. “I said,
‘Well, look, we have to be rational about this,’” he recalls. “Are we really
saying that Marks & Spencer is not going to be selling you knickers and
socks in six months’ time? Because if we are saying that, let’s get out of
everything ... If we’re not saying that, then we’re saying the capitalist
system is the best we know, albeit flawed, and therefore we have to
believe in the longer-term numbers and the ability to recover.”

Sometimes, sitting on your hands is the best strategy. After the crash
of 1987, the market lost 30-40 per cent of its value – but, Stevens points
out, it bounced back, and those who held the line turned a profit.

“What we’re seeing now is massive, extreme volatility,” he says. “What
have we done in response? Well, we’re still likely to be overweight in
equities and underweight in fixed interest and bonds. You have to take a
macro view, and we don’t think we’ll be going into a double-dip recession
– we think it’s going to be a long, slow, uphill struggle. We’ve always
thought that the death of the dollar was overdone. We always felt that the
US was going to be the strongest economy and the quickest to recover.
So, what we do is we try to ignore the noise.”

And there is hope in equities, especially if the UK avoids a double-dip
recession. “Corporate balance sheets are probably at their strongest, in
terms of leverage, for several decades,” Longley says. “The corporates
have done a really good job of paying down their debt.”

1st Port is a traditional, serviced-based business running discretionary
portfolios for private clients. It’s a long-term player, Stevens says, and
that’s a strategy that appears to be working. 1st Port’s balanced model
(based on a £250,000 portfolio) has seen a net increase of 36.5 per cent
since inception, compared with the 33.1 per cent achieved by the
Investment Management Association’s balanced managed model in the
same period.

“The biggest issue for us – as it is for everyone – is the Eurozone
situation,” Stevens says. “But we are still of the belief that they will sort it
out, because what’s the other choice? It’s terrifying that choice.”

That said, these are strange times. Stevens says one of the investment
manager’s mantras is that the market has nothing to do with the
economy. This time it does. Companies may be in rude health, but their
values have been impacted by the global financial crisis.

Still, Stevens and Longley are hopeful. “If we get a bit of resolution out
of Europe,” Stevens says, “if we get better earnings numbers out of the
US, if the China situation doesn’t flare up … you know, markets could
surprise on the upside much more quickly than you would expect. We
certainly believe that’s the truth in the long term. That’s why we are
marginally overweight in equities.”

The biggest danger, Stevens says, is a policy mistake by the UK
government: sticking to austerity measures for political reasons, beyond
the point when it’s time to ease off. “It’s a shame that all political parties
can’t come together when you’ve got this kind of economic crisis,” he
says. “I know it’s idealistic, but they don’t seem able to say, ‘Come on,
let’s work our way through this.’”

www.1stportasset.com
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THE SIMPLE FACT THAT
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REPORTS PAUL
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OFFICES
Mayfair’s property market remains vibrant and
developers’ optimism has again been demonstrated
with announcements of two new office development
projects for delivery in summer 2013.

Just as insurance company Prudential’s property
arm, Prupim, announced that it has planning
permission to proceed with an Aukett Fitzroy
Robinson-designed 52,000 sq ft office remodelling
project at 30 Berkeley Square, Aerium and joint
venture partner Terrace Hill Group announced that
they have consent to go ahead with 31,500 sq ft on
Conduit Street and Savile Row.

This spring Grosvenor will complete 40-54
Grosvenor Hill, a 20,000 sq ft building, and has
137,000 sq ft of West End office developments on
stream in the next three years. Grosvenor may also
now refurbish 20 Grosvenor Street when the
surveying firm Savills vacates the building to go to
Margaret Street, north of Oxford Street.

It might be tempting fate to claim that the office
property markets of Mayfair and St James’s are
recession proof, but there can be few examples of
markets that are quite so recession resistant and it
really does seem to be a “bubble”. The simple fact
is that demand from both potential tenants and
investors outweighs supply to such a degree that
the area can withstand considerable adversity.
Grade A space is a rare commodity in the West
End, says surveyor Drivers Jonas Deloitte and
amounts to just nine per cent of available space. 

While property consultant Cluttons points out
that the West End is not immune to the economic
situation and a reduction in occupier activity which
began in the third quarter of 2011 increased the
West End vacancy rate from 4.8 per cent to 4.9 per

cent, Mayfair vacancy fell to 3.6 per cent, its lowest
since February 2008.

Among those that have found space are oil and
gas company Soco International, which took 7,000
sq ft at 48 Dover Street and Genel Energy, which
has taken 4,719 sq ft at 1 Grafton street, paying a
rent of £102.50 per sq ft. 

The TMT (telecoms, media and technology)
sector accounts for much of the demand in the
West End. Telefonica Digital has taken a lease on
50,000 sq ft at the Crown Estate’s Quadrant 3
development off Regent Street where Halfords
Media has also taken 30,000 sq ft.

More space may soon become available for
refurbishment or redevelopment as long leases
signed in the 1980s and 1990s expire and
occupiers seek more modern space. However, one
problem that property advisor H2SO’s Paul Smith
foresees is the compulsion to convert to residential. 

“It is almost impossible for commercial use to
compete with aggressive valuations that are
generated by the opportunity for creating high-
quality residential. For example, in Mayfair and St
James’s, current office rents would have to double
to compete with the equivalent residential value.”

Rents are nevertheless high and restricted
supply means that in the fourth quarter Mayfair and
St James’s prime office rents were at £80 per sq ft,
while Mayfair’s “super prime” property saw as much
as £106 per sq ft. Small wonder then that investors
are still hot for Mayfair, that prime property changes
hands on initial yields of 4.25 per cent and this yield
has not fluctuated in six successive quarters. 

Recent investment deals include Malaysian
pension fund Employees Provident Fund’s
acquisition of 11-12 St James’s Square for £147

million and Aviva Investors’ £155 million sale of 1-3
Berkeley Street to Crosstree Real Estate.

Cluttons says that investors remain positive to
the West End office market with volumes up by over
a third on 2010 to £990 million, well above the long-
term average. 

RETAIL
One reason for the resilience of the Mayfair/St
James’s area is its diversity, in particular its lively
retail, art dealer and restaurant communities that
provide a constant attraction.

In the last 18 months, the Crown Estate has
acquired £15 million of new property as part of a
£500 million investment strategy to deliver high-
profile restaurant and retail lettings. Philippe Le
Roux’s Villandry has taken 8,000 sq ft in the Grade
II listed Trafalgar House on Waterloo Place where
the Crown Estate is spending £5 million on
refurbishment. The unit will open in 2013.

While Bond Street remains highly fashionable
with substantial premiums being paid for leases,
jeweller Fabergé recently signed up for 1,500 sq ft
on Grafton Street in the former Elegance Boutique
unit after a 97-year absence from London. New
York art dealer David Zwirner took 10,000 sq ft at
24 Grafton Street at about £100 per sq ft in a deal
engineered by David Rosen at Pilcher Hershman.

Meanwhile, Caffé Concerto has set a new
record for retail rents with its deal on 61 Piccadilly
after the parent company of former occupier Napket
went into administration. Caffé Concerto is paying
£270,000 pa for a 2,164 sq ft unit, a zone-A rent of
£240 and a new benchmark for the area. Briant
Champion Long acted for landlord CBRE Global
Investors. 

Recession resilient
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