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Funds for specialists

Property has always been part and parcel of the portfolio of investments of institutional investors. Yet more and

more insurers and pension funds are using indirect forms of investment, from which the German special fund is

also benefiting. By Anne Wiktorin

I [t was a clear and yet for many surprising signal:
the property arm of the world’s largest insurance group, Allianz
SE, is about to embark on an aggressive expansion of its global
activities. At the end of January of this year, Olivier Piani, CEO
of Allianz Real Estate, announced that it intended to invest at
least €10 billion in properties worldwide within 5 years: “We
are seeking to increase the property share of the Allianz port-
folio to up to six per cent and perhaps even higher.” This would
be equivalent to an increase in property assets to about €30
billion. Currently Allianz has €20 billion invested in property,
about 4 per cent of its total assets, with 31 per cent invested
in shares, and bonds accounting for 64 per cent. Thinking big
is now the slogan not only at Allianz Real Estate. Hannover
Rick, part of the Talanx Group, is also seeking to increase the
property share of its €19.8-billion portfolio from a meagre 1
to 5 per cent. Other companies belonging to the Talanx Group,
such as HDI or the life assurance company CIV, are also plan-
ning further property investments.

“Owing to the uncertainty on financial markets, institutional
investors are turning their attention increasingly to property,”
notes Helmut Knepel, CEO of the Bad Homburg-based research
company Feri Euro Rating Services, explaining the growing in-
terest in property as an asset class. In the current year alone,
the intention to increase the property share has strengthened
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from one quarter to the next, remarks Knepel on the results of a
survey among 150 institutional investors: insurance companies,
banks, pension institutions, and industrial companies, as well
as churches and trusts. Whereas in March 2008, some 40 per
cent of investors were seeking to increase the property share,
by September 50 per cent of those surveyed intended to do so.
Those questioned were also quick to supply the reasons for their
decision: alongside the low correlation with shares and pensions,
institutional investors appreciate above all the steady returns
and low fluctuations in value associated with property.

External management in demand

“Many insurance companies have demonstrated good timing,
having divested direct national holdings during the buoyant
market of recent years,” notes Alexander Kahler, Partner and
Director of Real Estate Insurance & Pension Solutions with Ernst
& Young Real Estate in Munich, supplying a further argument.
“The liquidity released as well as additional resources are now
to be reinvested to further diversify capital assets."For the ma-
jority of investors, the focus in firmly on the international diver-
sification of the property portfolio. “This is primarily achieved
through indirect property investment products,” says Kahler and
expects that this should result in a significant expansion in in-
direct property holdings — by around 25 per cent on average.
“The institutional investors are increasingly exploiting the ad-
vantages of externally managed property investments,” confirms
Feri expert Knepel, adding”Alongside higher profitability, they
are greater diversification of the property portfolio and use of
the expertise of external asset managers.” Fundamentally, in-
surance companies and pension funds were striving to achieve
higher earnings through their property funds and investments,
says Kahler of Ernst & Young, adding that the yield target of
6.1 per cent on average annually was almost 125 basis points
above that of direct holdings.

Property investment gaining in importance
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As far as their willingness to take a risk is concerned, in-
stitutional investors are behaving in a much more restrained
way than in 2006. “We are seeing the clear impact of the in-
ternational financial crisis,” says Knepel, adding, “Institutional
investors are currently much more wary of investments with an
increased risk profile.” Core investments are dominating in all
investor classes with a share of 76 per cent, which is up from
70 per cent in 2006. The core plus share has risen from 16.5
per cent in 2006 to 18.6 per cent. The proportion of opportun-
istic investments has fallen by 4.8 per cent and currently stands
at just 0.8 per cent. By the end of 2011, Knepel is convinced,
there will be little change in this yield-risk profile.

The product of choice is the special fund. Its share of indi-
rect property investment holdings in the property portfolio of
institutional investors is currently 24.5 per cent — and this is set
to increase by at least 2.5 percentage points by 2011, the Feri
researchers predict. Major investors have meanwhile invested
€22.5 billion in the German funds, of which there are now 120.
The strongest rival to the German vehicle are the funds con-
structed under Luxembourg law, which German fund providers
are also launching for their institutional customers.

FCP and Sicav, as these vehicles are called for short, dif-
fer especially in terms of their legal form. The “Fonds com-
mun de placement,” called FCP for short, is a special assets
fund similar to the German investment fund. The Sicav (Société
d'Investissement a Capital Variable) on the other hand is an in-
vestment company with variable share capital which conforms
with the value of the company’s net assets at any time. The most
important difference lies in the taxation of the two vehicles: with
the FCP the fiscal administration turns to the investor, and with
the Sicav to the fund. Both models offer investors great flexibil-
ity with regard to possible investment vehicles: the funds can be
invested in property, project developments or even derivatives
— such as property index derivatives — a clear advantage over
the German special fund, because like the latter the FCP can also
be assigned the security assets of a pension fund or an insur-
ance company. Companies have to keep the latter in reserve so
that in the event of insolvency the claims of their policyholders
can be covered. This applies only to a limited degree with the
Sicav: it is assigned the security assets of a German insurance
company only under special conditions and for this reason does
not always constitute an alternative to the special fund.

German special fund strengthened

“Last year the focus of the new issues was on Luxembourg ve-
hicles, but this is set to shift in favour of German special funds
again,” notes Ingo Hartlief, Member of the Management Board
of Union Investment Real Estate confidently. Thanks to the In-
vestment Act, which was amended at the end of 2007, the Ger-
man special fund had again become competitive against its Lux-
embourg counterparts, he added. “The new Investment Act is a
step forward. It strengthens Germany as a financial centre,” says
Stefan Seip, Director-General of the Bundesverband Investment
und Asset Management e.V. (BVI).

Above all the option of deviating with the consent of its in-
vestors from the investment limits laid down for special property
assets in the Investment Act has greatly boosted the appeal of the
special fund. All the experts are agreed that it will in future be the
key tool in indirect property investment. At the same time, major
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Institutional investors are increasingly interested in investing
in property indirectly, such as through the Immo-Invest: Eu-
ropa fund. The fund portfolio includes the Rembrandt Tower
in Amsterdam.

investors use the vehicle not only to supplement an existing port-
folio, notes Helmut Knepel. Through so-called contribution funds
insurers shift their directly held property assets into an externally
managed fund. This method has been used, for example, not least
by Gothaer Versicherung and Rheinische Zusatzversorgungskasse
flir Gemeinden und Gemeindeverbande (RZVK). Whether Allianz
Real Estate CEQ Olivier Piani has similar plans, he will not say.
But he is sure about one thing: unlike to date the company will no
longer exclusively acquire property directly. Above all to achieve
the desired geographic distribution, increased investments in fund
vehicles were planned, Piani confirmed.
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Protected against inflation

In times of inflation many investors prefer safe investments, with property in particular demand.

Stable-value clauses can partially reduce the risk of inflation. By Alexander Heintze

I Anyone who invests in property escapes inflation.
This protective effect may be readily quoted but is only correct
to a limited degree, as is borne out by the latest study conducted
by the Cologne-based Institute for the German Economy (Institut
der Deutschen Wirtschaft — IW) on the protection against
inflation offered by property, direct investment and shares.
According to the study, the mechanism functions only partially
— depending on the type of property.

The somewhat surprising result is that residential property
affords the best protection, followed by office and commercial
premises. “A home cannot be replaced at short notice,” is how
Michael Voigtlander, Head of the Property Economics research
centre at IW, interprets the results. It is therefore easier for
landlords to push through rent rises. The situation does vary,
however, from one country to another, he adds. In Germany,
for example, the adjustment of rents to inflation lags greatly
behind that of other countries. Any increase is therefore below
inflation as a rule — one reason why an owner-occupied home
is barely suitable for protecting against inflation.

Continued rent review
The situation is different with open-ended and closed-end
property funds which invest in a mix of premises of various
types of use. In the past, they were able to beat inflation easily
in most cases. This is made possible by what are known as
stable-value clauses, which are intended to prevent the prop-
erties from losing value. To this end, the tenants and landlords
agree that rents should be regularly adjusted in line with the
general price trend. In Germany, the Federal Statistical Office’s
consumer price index is usually consulted for this purpose. If it
rises, rents are adjusted accordingly. In many cases, however,
this is tied to conditions.

For example, it is agreed in the clauses that the monthly
rent will change if the consumer price index rises or falls by
more than five points. The base year for the Federal Statistical

Office is 2005 with an index consisting of 100 points. Pegging the
consumer price index has gained acceptance in virtually all European
countries, with only small differences in the calculation. In Belgium,
for example, items which are harmful to health, such as cigarettes,
are not included in the index. Rents in France only were adjusted in
line with construction costs for a long period. However, since these
costs always rose more quickly, the government was forced to act
so as to keep housing affordable. Since early 2008, the index for
residential property has therefore been calculated from the average
consumer prices over the last twelve months. With commercial
property upper limits are often agreed so that rents cannot rise
excessively. Experts also expect that even in this segment rents will
soon be pegged to a general price index.

In Anglo-Saxon countries and in Asia, automatic protection
against inflation is largely unknown, on the other hand. In these
countries graduated rental agreements are often concluded which are
intended to have a similar effect. As a result, all stable-value clauses
have a desirable side-effect: since property prices are calculated as
a multiple of the annual net rent, the value of the properties rises
together with the rent.

No complete protection against inflation

Experts warn against overrating the built-in protection against inflation.
Office rents above all are rarely pegged 100 per cent to inflation, with
tenants usually granting themselves a few “inflation-free” years. As a
result, only between 50 and 80 per cent of the index rise is normally
passed onto tenants. Other contracts stipulate an adjustment only every
two years. In addition, supply and demand have a major bearing on the
rent trend, with index-linking also having a detrimental effect.

If vacant space rises, rent increases become very difficult to
enforce, as faced with a rent rise tenants are more likely to look
around for a cheaper alternative. Even if rental agreements do
expire, few tenants will be willing to extend on higher terms or
to sign a new contract. Investors in property can therefore rely
only on partial protection against inflation.

German open-ended property funds offer protection against inflation
Average annual performance of german open-ended property funds compared with the annual change in the consumer price index in per cent
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NEWS

The investment volume also dropped in Estonia
by 40 per cent (Viru Center in Tallinn shown here).

Acting responsibly

m What behaviour does society expect of companies? This question is the

Property boom comes to an abrupt end in the Baltic states

m Owing to the crisis in global capital
markets property investment in the three
Baltic states of Latvia, Lithuania and
Estonia has fallen sharply over the past
year. According to a survey conducted
by Colliers International, the investment
volume had slumped by some 40 per
cent to the end of October 2008 on the
corresponding prior-year period. Hardest
hit was Latvia, the country with tradi-
tionally the highest investments, where
the transaction volume during the first
ten months of 2008 reached just €40
million, compared with €253 million

during 2007 as a whole. The reason is

the complete withdrawal of specula-
tive international investors, who during
2006 and 2007 with highly leveraged
investments prompted a property boom
in Baltic markets. In 2008, in contrast,
investors with high equity especially
from Germany dominated the market,
including the capital investment
companies Deka Immobilien, Kanam
and Catella Real Estate. The yields for
commercial properties rose last year by
75 to 125 basis points to 8.6 per cent
for office and retail premises and to 9.8
per cent for industrial space.

www.colliers.com/markets/BalticStates

Looking over the architect’s shoulder

m For all those who would like to know how architects work, what

focus of the study conducted by Berlin consultancy Pleon. The most important
finding is that companies should primarily conduct their own business affairs
responsibly. Only after that does the public expect additional projects for

the environment and society. In order to be perceived as acting responsibly,

it was more important to engage directly in eco-friendly production or to
comply with occupational safety requirements than, for example, to restore

a stream to its natural state or renovate a playground. This also means that
anyone who “slips up” in their business operations cannot “buy back” their
reputation, the survey showed. This applied especially in foreign markets,
where companies came under particularly close scrutiny.

www.pleon.com

Development of the European fund volume

m Since 1998, Europe’s institutional investors have increased their indirect
property assets year on year. Whereas ten years ago “only” €86.2 billion
flowed into non-listed European fund vehicles, in 2008 this figure had risen
t0 €286.7 billion. Growth is now cooling off, predicts INREV, the European
Association for Investors in Nonlisted Real Estate Vehicles. The majority of
European property fund managers are expecting, according to an INREV
study, that the fund volume will not rise again until 2010. The investors
themselves, professional investors such as insurance companies and
pension funds, believe in a recovery only from 2011.

WWW.inrev.org

inspires them and which tools they use when designing, Elke Krasny
has taken a look behind the scenes of international architects’
practices. From Alvar Aalto to Venturi Scott Brown & Associates,

the book offers surprising insights into the creative processes of
architects. This is not about glossy profiles. Rather, the aim is to
demystify the design process. Every practice is portrayed with a char-
acteristic tool, providing an overview of the tools of the architect’s
trade over different generations — a novelty in the world of architec-
tural records.

Elke Krasny, The Making of Architecture, Birkhduser 2009, ISBN: 978-3-7643-
8980-2

Ten years of growth
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NEWS

The Russian Savings Bank resides in a modern
office building in Moscow.

Only Germany remains steady

m European office rental markets are also suffering from the worldwide

Moscow: office rents falling, vacant space rising

m The Moscow office property market is expe-
riencing a sharp downswing. During the course
of this year as much high-quality existing space
is likely to be available as newly built office
space for the first time. By the end of 2009,

the vacancy rate will rise in the upmarket
segment to 15 per cent, predicts the interna-
tional property consultancy Knight Frank. During
the first half of 2009 alone, some 150,000
square metres of space in the best existing
properties will lie vacant. This is firstly the conse-
quence of expiring rental agreements, chiefly
for large-scale lets of more than 5,000 square
metres in the upper price segment. Secondly, a

number of tenants who signed their agreements

during the peak rental phase up to the autumn
of 2008 can no longer fulfil them. As a result,
many tenants are not even moving into their
rented space. In addition, an increasing number
of banks, investment companies and consultan-
cies are subletting space, notes Knight Frank. In
2007, these companies signed 28 per cent of the
rental agreements in the upmarket segment. A
proportion of this space is already on the market
again, even including office space just leased

in 2008. The rents had already fallen in the
fourth quarter of 2008 by some 25 per cent on
the previous quarter and were set to drop by a
further 5 to 10 per cent, Knight Frank concludes.
www.knightfrank.com

Looking to the future

m With its "City in 2050" initiative, the international Urban Land

recession. The European rental index calculated by Jones Lang LaSalle for offices
in 24 index cities fell in Q4/2008 by 3.4 per cent on the previous quarter. In a
year-on-year comparison, the top rents declined by 2.4 per cent. The only market
to show slight growth during the fourth quarter was Lyon (+2.0 per cent), whilst
the London West End (-11.6 per cent), Stockholm (-6.8 per cent) and Dublin
(-5.2 per cent) registered the sharpest declines on the previous quarter over the
same period. The top rents of the six German property strongholds remained
steady except for Stuttgart in the fourth quarter, with Berlin (+4.8 per cent),
Hamburg (+2.2 per cent), Munich (+1.7 per cent) and Stuttgart (+2.9 per cent)
even showing growth in a year-on-year comparison.

www.joneslanglasalle.com

Institute (ULI) is seeking to further advance the debate on the
interaction between urban development and property investment

in a globalised world. The key topics of the future were higher
demands on the part of capital markets, rising energy costs, growing
awareness of climate change and demographic change. Within its
initiative the globally operating research and education organisation
with over 40,000 members in 94 countries is seeking an answer to
the question of how planners and property experts would define the
“best future in 2050" for their city. The project team is happy with

the ideas generated.
2050@uli.org
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We open up new perspectives.
For shared success.

Discovering new perspectives requires a willingness to see things differently.

We adopted this principle right from the start, which has made us one of Europe’s leading property
investment management companies. With over 40 years of real estate experience under our belts,

we thrive in the international arena and have a strong focus on adding value, as witnessed by our
exclusive portfolio of 200 high-quality properties in 25 countries worldwide. Including award-winning
works and even a genuine Rembrandt: the Rembrandt Tower in Amsterdam — a masterpiece of modern
architecture that takes elegant design to new heights.

Looking to the future, we plan to enter new markets with innovative products and strategic partner-
ships. Why not join us in creating lasting value? After all, success can only truly be savoured when it

is shared. Union
www.union-investment.com/realestate lnvestment





