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analysis of the level of current and future rents, and the assessment of the micro- and macro-locations of specific properties – to
mention just a few of the major components of due diligence –
all require particular care. Speeding up checks and inspections
means higher risks, and risk is precisely what responsible investors
hope to avoid at the present time, as shown by the results of our
most recent property investment climate study. Companies have
made it clear that they are in fact willing to accept lower yields
(see page 26).

The most important obligation
Responsible investment is the most important obligation of an
asset manager handling investors’ money in a fiduciary capacity

Olympic inspiration

Many secondary cities in the US – such
as Dallas, Texas – offer attractive office
locations with enticing yields.

Cover picture: Union Investment/Ralph Richter
Photos: Jürgen Frank, Getty Images, Arnaud Robin/Le Figaro Magazine/laif, buildingSMART e.V./Ludmilla Parsyak Photography, Union Investment

A market worth billions

nyone who keeps a close eye on the global property markets will be familiar with this saying from the world of
sports: Higher! Faster! Farther! It also applies to the universe of real estate professionals at present. Higher… because
prices – not just those for office buildings and shopping centres
in top locations in the regions – have reached levels that many
investors hardly dreamed of just a few years ago. Faster… because the competition for the few attractive products is increasingly fierce – and the race is often won only by those who are
ready to take action without hesitation. And farther… because
professional property investors have long been prepared to expand to distant continents in search of buying opportunities and
to spread the risk they face.

Anyone who wants to succeed in international competition
will find inspiration from the similar athletic motto “Faster,
Higher, Farther”. We produced a volume of transactions totalling
€4.6 billion in 2016. And our teams have 39 property acquisitions
and 20 sales around the globe to their credit. Some
€4 billion was invested in new acquisitions alone, exceeding the
result for the prior year by €500 million. Actively managed real
estate fund assets rose from €28.5 billion to €31.8 billion
during the year.
This offers impressive evidence to demonstrate the competitiveness of our teams. I strongly believe that competitiveness is
based on three factors: the profound expertise in our own organisation, the meticulous selection and integration of innumerable
outside advisors with a view to cooperation on an equal footing
in a spirit of partnership, and finally the fact that the in house
team and our outside sparring partners feel a commitment to the
same high quality requirements and internationally recognised
standards.

Investing responsibly
Sticking to these principles and staying in the picture by not carelessly cutting back on our training programme simply because the
games in the current tournament are rushing toward us at an
increasingly fast pace – these are among the most demanding
and yet important tasks in the current market environment.
Union Investment therefore considers it indispensable to
conduct a thorough examination of any property that is being
considered for acquisition. Cutting back on due diligence simply
to get hold of properties faster would be short-sighted and
counterproductive. The comprehensive technical check, the

Martin Brühl, Chief Investment Officer (CIO) and Member
of the Management Board at Union Investment Real
Estate GmbH, is responsible for all property acquisitions
and sales.

– as Union Investment does. In concrete terms, this means that
up-to-date risk management strategies and instruments must be
used to verify that every decision to invest offers lasting value. In
our view, failure to fulfil criteria that have been recognised as
valid would be criminal. That is why our organisation continues
to view a sustainability check – the evaluation of environmental,
economic, and social sustainability criteria – as an integral part
of all due diligence before acquisitions.
Our experience has shown that contractual partners highly
esteem this level of attention to detail. And if a deal falls through
because a competitor gets in first, before the check is completed?
We remember a lesson learned long ago: sometimes the best
deals are the ones that weren’t made.
•
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Lifestyle brands are no
longer niche players. Their
success has convinced
the major hotel chains: to
cite just one example, the
Accor Group acquired a 30
percent stake in 25Hours
Hotels in November 2016.

Hotel properties, still marginal products not that long ago, are increasingly the focus of
international investors. There are many good reasons for this – not least the global increase
in the number of tourists, along with greater mobility. By Maria Pütz-Willems

From dishwasher

Photo: Arnaud Robin/Le Figaro Magazine/laif

to billions in assets
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Income from tourism up
There’s a good reason for that: tourism is the only industry that is booming all over the world and has generally proven to be relatively unimpressed (so far) by shocks such as terrorism or natural disasters. International tourist arrivals have risen from 25 million in 1950 to 527
million in 1995 and 1.18 billion in 2015. Income from tourism has
risen analogously from $2 million to $415 million to $1.24 billion in
2014. The World Tourism Organization (UNWTO) says that
international tourist arrivals grew by 3.9 percent from 2015 to 2016,
reaching a total of 1.26 billion worldwide. UNWTO anticipates a
Hotels are becoming established as a highly popular
asset class
Trend for the volume of hotel transactions by region from 2010 to
2016 in billions of US dollars
Asia-Pacific
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t all started with a root beer stand. Back in 1927, J. Willard Marriott and his wife Alice were selling the sweet soft drink to thirsty
Americans on the streets of Washington, D.C. Almost 90 years later, in 2016, the Marriott name graces the largest hotel chain in the
world – a mega-group with 1.1 million rooms. Marriott’s founder and
his successors are a perfect example of the well-known career path
“from dishwasher to millionaire”. Many hotel operators have risen
from rags to riches in past decades, but hotels as an asset class have
themselves made good over the last ten years – and are writing their
own success stories with billions in transactions.
JLL Hotels & Hospitality Group reports that the global volume of
investments in hotels was some $61.7 billion (approximately €59 billion) in 2016, although that is down from $85 billion in 2015. The
volume of transactions has slowed in the Europe, Middle East and
Africa region, falling from $29 billion in 2015 to just $20.9 billion in
2016, according to JLL Hotels & Hospitality Group. In contrast, the
trend on the German market is anticyclical: commercial real estate
advisor CBRE found that the German hotel market had record earnings of €5.1 billion in 2016, up 15 percent on the previous record
the year before. In spite of lower transaction numbers – a decrease
of 29 percent – the volume of transactions was offset by higher average transaction sizes, leading to a rise for the seventh straight year.
The industry is still sexy after all these years.

Affordable luxury at the world’s top locations is promised by
citizenM hotels, such as this one in Rotterdam.

Zoku Amsterdam Hotel, which opened in early 2016, offers a new mix of hotel, extended stay (apartment-hotel), and microapartment – which has brought above-average occupancy rates.

7 percent increase in 2017. It is expected that 1.8 billion people will
be travelling each year by 2030, just 13 years from now. Prospects
like this have encouraged investors and hotel operators and are
one reason for the seemingly endless wave of new hotel construction
– and brands.
The hotel (property) world owes its current sex appeal to the greatest crisis of all time: hotel operators drastically cut costs in 2008 after the financial world dragged many investors down. For two years

the operators saved until they could save no more and fought at the
margins. Then the penny dropped for some of them, and they realised
they should renegotiate their contracts and get the banks and owners
to share some of the responsibility, for example by means of a turnover-based lease – in short, to stick together for better or for worse. The
banks and the owners thought so, too.

German hotel investment market sets new record
Trend for the volume of hotel transactions in Germany* from 2010 to
2016 in billions of euros
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portfolio transactions with properties exclusively in Germany. Also includes German hotels
sold as part of cross-border portfolio sales. Source: JLL Hotels & Hospitality Group, 2017

Greater choice and increased professionalism

sed professionalism – and changes in economic background conditions.
Hotels as an asset class have now risen to great heights. Over the
past few years, investors seem to be increasingly aware of how pleasant it is to have a single tenant for over 20 years and, in the bestcase scenario, to join that tenant in ratcheting up the asset value. They
also benefit from an increasing choice of both hotel brands and operating companies.

Calls to deal with one another “in a spirit of trust and partnership”
had repeatedly been heard during public discussions even before the
Deals, Deals, Deals
financial crisis, but who notices as long as the property market is
Large numbers of new, young hotel groups have been springing up
booming? And who was thinking back in 2007 about whether too
for many years now – including in Western Europe for the first time
much had been paid for property or whether a lease agreement
in a while – primarily in the budget and lifestyle segment. Some of
(Pachtvertrag in Germany) could even be fulfilled?
them (such as citizenM, Motel One, 25hours, Ruby,
The gibes of the Anglo-Saxons still sounded too
and prizeotel) have even succeeded in challenging
alluring to continental Europeans: “Don’t you
the major players. At the same time, the megawant to earn double-digit returns?” Then came
chains have been creating their own new brands
hotels with
the crash. Today’s hotel investors in Europe are
almost monthly. The number of franchisees in Europe has also increased markedly – thanks in part
happy with returns of 4 to 5 percent, and returns
can sometimes be much lower in other countries.
to multiple development agreements, which Interrooms
Experts often compare the current hotel property
Continental Hotels Group in particular used so sucbelong to the Union
euphoria with 2007, but the comparison doesn’t
cessfully to make sure of its expansion with the
Investment hotel portfolio.
really apply. There have been ten years of increaHoliday Inn and Holiday Inn Express brands. ▶
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places & spaces 1/2017

7

COVER STORY

“Due diligence takes much longer now
than it did ten years ago, and the
banks are auditing more intensively
and professionally than they used to.”

Photos: Bruce Allinson, imago/Arnulf Hettrich, Hogan Lovells International LLP

Marc Werner, Office Managing Partner
at Hogan Lovells Frankfurt am Main

The European hotel market has not been this dynamic for years.
‘hotel’ on them are moving fast.” He adds that the primary drivers
The boom seems to be continuing – at least in the “safe havens” of
are deposit-taking institutions such as funds, private equity, and highthe world, which are primarily still in Western Europe. However, vienet-worth individuals (HNWIs).
wed globally, their numbers are decreasing. Germany is still considered the island of the fortunate and is profiting from the geopolitical
Higher multipliers and greater flexibility
miseries of the world, which are shifting travel patterns and changing
That much capital pressure is breathtaking – particularly in view of the
investors’ plans. “We are living in the platinum age,
prices. Core properties on the Munich hotel market chanUNWTO predicts
not just the golden age,” says Markus Beike, Managing
ged owners for a multiplier of 25 and more in 2016,
that in 13 years
Director Northern and Eastern Europe at CBRE, sumwhile in Berlin it was still 20 times the annual rent. Bemarising the hot trend on the market in late November
fore the current rush, core properties in Munich could
2016. The supply of hotel properties is extremely thin,
still be acquired for multiples of 15 to 16. “Today that
while wallets are fat. At the same time, interest rates
corresponds to the factor for B locations,” says attorney
are still at a low ebb – and will likely remain there –
Mathias Jung of the Jung Schleicher law firm in Berlin,
billion people will
while capital seeking a place to invest continues to
explaining the enormous jump in prices. He notes that
be travelling.
grow. “The pressure to invest is intense,” says Beike,
the year-end hype is reflected in another detail: “We
explaining the trend and the high prices. He says that investors no
have never seen so many broken deals.” It has become a bad habit,
longer see gold and shares as attractive alternatives to real estate in
he says, for sellers to back out even after signing because another buythe current climate: “Everyone wants to see their money invested saer has offered more. The bidding procedure was facing increasing crifely.” For that reason, Beike and his colleagues at CBRE think the run
ticism by year end, and anyone who was able to do so responded with
on new hotel deals will continue in 2017: “All products with the word
an off-market deal (as Invesco Real Estate and Pandox did with the

1.8

€415 million transaction for a portfolio of seven hotels in core locations in Germany, Austria, and the Netherlands). But experts are again
being reassuring and dismiss a comparison with 2007/08: “Due diligence takes much longer now than it did ten years ago, and the banks
are auditing more intensively and professionally than they used to,”
says Marc Werner, Office Managing Partner at Hogan Lovells in Frankfurt am Main. The British with their Brexit vote, along with Putin, Erdogan, and now Trump, have unnerved the world of international investment, he says, so it would be no surprise if many institutional
investors continued to wear the label “extremely conservative” on their
foreheads. But the opposite is now happening, and they are also becoming more flexible, agile, and creative. As managers of OPM (other
people’s money), they have to abide by their investors’ wishes for returns and proceed to make investments. Invesco Real Estate stated in
the context of its Pandox deal that in future it might no longer limit its
investments to four-star business hotels and also invest in promising
segments such as extended stay or design/lifestyle hotels.

Creative niches
Like Union Investment, which was brave enough to be the first institutional investor to launch a special fund for budget and midscale
hotels back in 2013 (later with the operator Motel One as the flagship), increasing numbers of investors are turning to providers of af-

Impressive growth in serviced apartments
Number of serviced apartments in Germany from 1996 to 2016
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fordable lifestyle. Ruby Hotels, which hasn’t even been on the market
for three years and started operations with only three hotels, is continuing to expand with three new hotels in top districts of top locations in the German cities of Hamburg and Düsseldorf, as well as Vienna. The Ruby concept of “lean luxury” convinced three strong
investment partners: the residential giant Patrizia, Allianz Real Estate,
and the investment advisor ifa Institut für Anlageberatung. Union Investment is also showing some interest in the segment: “We are looking at lifestyle concepts in Europe and the United States,” reports
Andreas Löcher, Head of Investment Management Hospitality. Serviced
apartments are another impressive trend. Long-stay offerings have
increased by more than 80 percent since 2008, as noted in the “Global Serviced Apartments Industry Report (GSAIR) 2016/17”. The report, published by The Apartment Service, continues to show strong
global growth in supply as well as increasing demand by customers,
particularly business travellers. There were almost 750,000 serviced
apartments at 9,800 locations throughout the world in January 2015.
The supply had increased by 10.5 percent to 826,759 units by mid2016. The total number of residential units is projected to exceed one
million by 2017/18.

Mobility drives growth
An analysis by Boardinghouse Consulting Berlin is just as positive about
the situation in Germany. It surveys 80 operators (20 percent of providers) of serviced apartments in Germany early each year.
According to its 62-page market report, published in April 2016,
supply is expected to grow some 30 percent by 2018. Rising room
rates – up 5 percent from 2015 – go along with that, as do longer average stays, which have increased by about five nights to almost 32 nights.
Experts believe the reason for the increasing demand for serviced
apartments is greater mobility, which drives the need for temporary
accommodation. In fact, the following statement made the rounds
at the ZIA Innovation Conference in Berlin: “Hotels are the new
apartments.” This hypothesis is confirmed by the trend for micro- ▶
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Motel One is doing well in
the booming budget segment by
offering “a lot of design for little
money” in attractive city-centre
locations like here in Newcastle.

Ruby Hotels like here
in Vienna and their
“lean luxury” concept
scored big with property investors.
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“All products with the word ‘hotel’
on them are moving fast.”
Markus Beike, Managing Director
Northern and Eastern Europe CBRE

Seeking safe investments
Given the changes on the market, simply classifying investments as upscale, midscale or budget obviously doesn’t work anymore. Investors
seeking “safe” investments must also scan locations more intensively
to detect micro-markets – at least in areas outside of the main transportation hubs. But are there really any “safe” investments anymore?

places & spaces 1/2017

Andreas Löcher, Head of Investment Management Hospitality at Union Investment Real Estate GmbH,
is taking the hotel portfolio in a new direction in the United States

Exciting times ahead
The other interpretation of a “safe location” brings terrorism into play.
At the first Hotel Symposium, held by Union Investment in Frankfurt am
Main and entitled “Hotel Perspectives 2016”, panellists from UBM,
Feuring, Hogan Lovells, and Union Investment were still confident they
could handle the increasing risk of terrorism where investments were
concerned.
This was followed by the attacks in Brussels, Nice, Istanbul, and
Berlin – with the Brexit vote causing additional uncertainty, and then
the election of US President Donald Trump, who has made “America
first” his byword. The only thing it’s safe to say is that the world is in a
period of dramatic change.
•

The budget design chain prizeotel (left), in which Rezidor Hotel Group holds a 49 percent stake, is on track for expansion.
In 2016, Union Investment acquired another top hotel in the United States: “LondonHouse – Curio Collection by Hilton”.

10

Interest in lease agreements kindled

Even that term has taken on a double meaning given the dynamic changes in market conditions. For example, in their joint “Investment Barometer” (autumn 2016 survey), Union Investment and hospitalityInside
magazine asked investors and real estate experts about their current
appetite for risk. Responses showed two equally strong camps: 51 percent of respondents are following the “same return – higher risk” strategy, while 49 percent stated that they were satisfied with “lower returns and the same risk”.

Photos: Union Investment/Ralph Richter, prize Management Group (Design: Karim Rashid Inc., Photo: Eric Laignel), openphotography.co.uk, Union Investment

apartments. This product, which is similar to a hotel, is also obviously
being boosted by mobility, as clearly shown by Zoku, a new mix of hotel, extended stay (apartment-hotel), and microapartment in the Netherlands. The first Zoku opened in Amsterdam in June 2016, with occupancy at over 85 percent every month up to the end of the year and
guests staying an average of seven days. Hotel segments merging into
each other and mobile guests with a taste for experimentation, who
want to work and relax in the same place, pose new challenges for
operators and investors. Trend follows on trend at an increasing pace,
requiring ever-faster adjustments to guests’ taste. Similarly, travellers
are getting faster at finding “their own” individual product and booking it directly online. The ongoing dynamism of the market – on both
the supply and demand sides – is breaking down all of the fixed, reliable patterns of the past.

Mr. Löcher, is Europe now too small
for Union Investment?
Union Investment has been active in the
United States since 1986. We made our
first US investment in the office sector in
Washington, D.C., more than 30 years
ago. Union Investment is therefore
already a familiar name in the country.
Our colleagues have made very good
office deals in the United States, particularly over the last 24 months. As hotel
specialists, we are naturally very attracted
by the biggest property market in the
world. New York City alone is a gigantic
sub-market – the largest in the world.
As the youngest asset department in our
organisation, we have simply been
catching up.
That seems pretty daring for a fund
company that, according to German law,
is only allowed to enter into lease
agreements. In the United States, the only
possibility is management contracts in
99 percent of cases. Doesn’t the market
work completely differently there?
That’s true – and we are part of that one
percent. Our first opportunity, The Godfrey
Hotel Boston, a boutique property in
Boston, helped kindle the interest in lease
agreements. Our partners Oxford Capital
and Walton Street Capital were very open
to the subject of leasholds – much more
than we expected. They negotiate without
any dogma, simply listening to everything.
Europeans often get stuck in dogmas of
that kind and love to divide the world into
“good” and “evil”. Our experience shows
that Americans are different that way.
That’s why they signed a 25-year lease
agreement directly with us. The hotel is
now part of the property portfolio of our

UniImmo: Europa open-ended real
estate fund.
Have you developed a strategy from your
first investment opportunity?
Yes, we have – but we had already learned
a lot about the US hotel market even
before the acquisition of The Godfrey Hotel
Boston. At first we brought in partners
from Europe, but now we’re working with
local partners. The US real estate market
operates at a much higher speed, and the
highest level of professionalism is required.
Our strategy, for example, is to get
developers involved at an early stage and
then look for independent third-party
leaseholders – which is very close to our
approach in Europe.
How do your plans for additional investments in the United States look?
We completed the hat-trick in the United
States around the New Year and also
gained a foothold in the hotel market in
New York City – securing an unparalleled
location in midtown Manhattan for the
newest Courtyard by Marriott. And a
letter of intent has already been signed
for another.
How much will all of this cost?
More than in Europe. In the United States,
we’re talking about minimum investments
from $80 million to $100 million. The
LondonHouse in Chicago – a hotel that
will operate under the Hilton soft brand
Curio – cost over $330 million. We are
focusing our search in the top five cities:
Boston, New York City, Chicago, San
Francisco, and Los Angeles – the last two
a deliberate push to the West Coast.
However, 15 locations are feasible for us
– always in very good micro-locations.

Demand can’t be limited to international
travellers and must also include the
domestic market.
Are yields in the United States more
attractive than in Germany?
Relatively speaking, yes. Based on gross
initial yields, we expect more than an extra
50 basis points. However, this is also related
to the lateral movement in individual
markets at present. A further increase in the
supply of hotels in New York City will

Andreas Löcher, Head of Investment
Management Hospitality at Union
Investment Real Estate GmbH, whose
responsibilities include purchasing
new hotels.

frighten off many local investors, for
example. That could change again in 2019,
when the existing supply is projected to be
absorbed. But we’ll have to wait and see
how political and economic background
conditions in the United States take shape.
The interview was conducted by Maria
Pütz-Willems.
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A broader evidence base of performance

Indexes enhance

indicators and key data offers greater reliability –
a selection. By Kathinka Burkhardt

real estate analyses

T

he indexes used in the real estate
industry, like those in other economic sectors, show the trend for
certain segments over time. Data series
compiled by experts and sentiment indicators based on surveys are condensed into
performance indicators or key data from
a variety of perspectives, supplying important information to market participants –
from the trend for prices and yields in
various markets to investment risks and
opportunities.

Performance-based indexes

Illustration: Karsten Petrat

✏ GPR 250 Index
Global Property Research (GPR) is a
provider of real estate indexes with a
proven track record. The GPR 250 stock
index is composed of the 250 largest and
most liquid listed property securities in the
world. Stock indexes say nothing about real
estate prices, because the performance of
the entire listed company is being valued,
not just the real estate portfolio. However,
investors use them as a benchmark for
their own portfolios. The GPR 250 also
serves as a basis for indirect real estate
investments and other indexes for specific
regions and countries.

12
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✏ EPRA indexes
This index series, which represents general
trends in eligible real estate equities worldwide, is published by the European Public Real
Estate Association (EPRA) in cooperation with
the British Financial Times Stock Exchange
(FTSE) and the National Association of Real
Estate Investment Trusts (NAREIT) in the United States. EPRA/NAREIT Developed Europe
Index represents the performance of 100 real
estate companies based in continental Europe.
EPRA also maintains a sub-index for German
real estate equities. The strict criteria for inclusion include the liquidity, size, and revenue of
the index constituents. One major advantage
of the EPRA indexes is their comparability with
each other.

✏ DIMAX

Deutscher Immobilienaktien Index
The Stuttgart private bankers Ellwanger &
Geiger created the Deutscher Immobilienaktien Index (DIMAX), a comprehensive
stock index for German property companies. The DIMAX currently includes 59 listed
German companies, so it covers only the
high-end segment, but its upward
movement has for years confirmed the
boom that the entire market has recently
experienced. The DIMAX, whose function is
comparable to that of the DAX, serves as a
benchmark for securities portfolios.

✏ GREFI

Global Real Estate Fund Index
The Global Real Estate Fund Index (GREFI)
is jointly produced by data providers from
the United States, Europe, and Asia and –
like a series of fund indexes from MSCI IPD
– reflects the trend for real estate funds.
Based on net asset value (NAV) and
dividends, the performance of 477 real
estate funds is measured both on a global
scale and broken down by regions and
countries. The index makes a distinction by
fund types such as German open-ended
real estate funds. Investors use GREFI as a
benchmark and to gain an overview of
trends in various regions.

Valuation-based indexes

✏ IPD country indexes
The country indexes published by MSCI IPD
are recognised as a performance standard
for real estate markets all over the world
and also provide the basis for trading in real
estate derivatives. The total return indexes
are not based on actual purchase prices, but
rather on valuations, cash flows, and CapEx
(capital expenditures) at the property level.
IPD receives data about this from institutional investors. “When it’s a question of what
markets to get into as an investor, these
indexes play a role,” says Marcus Cieleback,
Head of Research at Patrizia Immobilien.
MSCI IPD publishes the German Property
Index (DIX) for the commercial real estate
market in Germany each year. In addition to
rental and leasing income (before taxes and
financing), the index tracks changes in the
value of directly held portfolio properties.
The DIX helps institutional investors who
want to compare the performance of their
real estate portfolios with the overall market
trend.

✏ GPI German Property Index
Once each year, the consultant and analysis
company bulwiengesa issues the German
Property Index (GPI), which tracks capital
growth and yields from rental income for
commercial and residential properties. The
calculation includes information on rents,
purchase prices, initial yields, management
costs, and vacancy rates obtained by
bulwiengesa. “The GPI looks back at a
relatively long data series and allows
analyses that would otherwise be
impossible,” says Marcus Cieleback of
Patrizia Immobilien. The GPI has tracked
the trend for yields in some 125 German
cities since 1975, comparing A, B, C, and
D cities.

✏ vdp Property Price Index
The Association of German Pfandbrief
Banks has published the vdp Property Price
Index, one of the few transaction-based
indexes for the German market, four times
a year since 2005. Even the German
Central Bank uses it. “The vdp index
benefits from a relatively large quantity of
data, because Pfandbrief banks input
transaction data from their lending
business into the database,” explains Jan
Linsin of CBRE. As a result, the index
reflects the trend for prices that were
actually paid. However, it is less useful for
the commercial real estate market, since
vdp members focus on the financing of
residential properties.

Sentiment indexes

✏ Investment Climate Index
Union Investment’s Investment Climate
Index is a barometer of sentiment in the
three largest real estate markets in Europe:
the United Kingdom, Germany, and France.
Some 160 European professional property
investors have been surveyed every six
months since 2008 to find out what they
think of the market structure, background
conditions, local conditions, expectations
for their activities, and the outlook for
individual segments (see current report
on page 26).

✏ IW Real Estate Index

(Immobilien-Index)
The sentiment indicator issued by the
Cologne Institute for Economic Research
(IW) in cooperation with the Roever
Broenner Susat Mazars auditing firm is
based on quarterly surveys of directors of
large German real estate companies on
how they assess their companies’ current
state of business and how they expect it to
develop. From their answers it is possible to
draw conclusions for the economic
prospects of the entire real estate sector
for the next 12 months.

✏ RICS indexes
The Royal Institution of Chartered
Surveyors (RICS) constructs two indexes
– each global and at country level – based
on extensive surveys of its members: the
Investor Sentiment Index (ISI) combines
investor demand with the availability of
properties for sale and expectations concerning real estate prices, while the Occupier
Sentiment Index (OSI) tracks demand for
rentable space, its availability, and incentives that letters offer potential tenants.
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The office market in the United States
MARKETS

offers great opportunities for
institutional investors. That doesn’t just

Nashville is well-known to
every country music fan. And
the office market in Tennessee’s capital is also hitting
“just the right note”, according to investors.

apply to New York City, Los Angeles,

First choice

and other major cities, but also to
second-tier locations – with due regard
for their particular features.
By Christian Hunziker and Birgitt Wüst

in the second tier

Y

ou don’t need to be a country fan to know that Nashville
has been the centre of that musical style for decades. Johnny Cash, Dolly Parton, and Willie Nelson made music there.
Elvis Presley recorded his hit song “Are you lonesome tonight?” in
the legendary Studio B there. But the music in Nashville, Tennessee’s
capital city, is pretty sweet in another way, too: the city features an
attractive office market with a vacancy rate of 4 percent, lower than
in any other large US city.
The example of the Music City shows that the United States offers office property investors attractive opportunities that are not limited to major cities on the East and West Coasts. “We are taking
advantage of the wide variety of outstanding locations on the US
market for our funds,” says Martin Brühl, CIO and Member of the
Management Board at Union Investment Real Estate GmbH. “Select
secondary cities offer interesting opportunities for entry with high
yield spreads,” confirms Zoltan Szelyes, Head of Global Real Estate

Strategy at Credit Suisse Real Estate Management in Zurich. And Andrew Nelson, Chief Economist USA, Colliers International states: “We
should see a broader set of investor classes take a closer look at assets in secondary markets.”

Positive growth and structures
Some investors have already pounced. A whole series of large office
properties changed hands in the secondary markets in 2016, as listed
by Jones Lang LaSalle (JLL). Fortis Property Group acquired the Chase
Tower in Dallas, Texas; Deutsche Bank bought the Bank of America
Plaza in Fort Lauderdale, Florida; and Union Investment purchased
the 20-storey office building 2000 McKinney in Dallas, Texas. Union
Investment spent a total amount equivalent to €1.3 billion in office,
hotel, and retail properties in the United States last year. As Martin
Brühl emphasises, many American cities “from the second tier” enjoy
positive population and job growth, are centrally located, and have ▶

Many secondary cities in the United States offer attractive office yields
Net office yields in the central business district (CBD) of 9 primary cities and 20 secondary cities, percent*
Primary Cities
Houston
Dallas
Chicago
Seattle-Bellevue
Washington, D.C.
Boston
Los Angeles
New York
San Francisco

Seattle-Bellevue

Portland

Minneapolis
Boston
Chicago
Salt Lake City

Pittsburgh

Stamford
New York
Philadelphia
Washington, D.C.

New Jersey

Denver

San Francisco
Oakland

Nashville

San José

Raleigh-Durham

Los Angeles
Orange County

Atlanta

Phoenix

Charlotte

Dallas

San Diego

Photos: Getty Images (2)

Primary Cities
Secondary Cities
CBD net office yields
6.0 % or over
5.0 to 5.9 %
4.0 to 4.9 %
3.9 % or under
* End of first quarter 2016
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Austin
Houston

Tampa
Miami

6.0 %
5.7 %
5.3 %
4.5 %
4.4 %
4.3 %
4.3 %
3.8 %
3.6 %

Secondary Cities
Minneapolis
7.0 %
Salt Lake City
6.8 %
6.5 %
New Jersey
6.5 %
Pittsburgh
Raleigh-Durham 6.5 %
Phoenix
6.3 %
Tampa
6.3 %
5.8 %
Charlotte
Denver
5.8 %
5.7 %
Atlanta
Austin
5.5 %
Nashville
5.5 %
5.5 %
Philadelphia
Stamford
5.5 %
5.3 %
Portland
San Diego
5.3 %
Oakland
5.0 %
5.0 %
Orange County
San José
4.8 %
4.3 %
Miami

Source: JLL, PMA, RCA, and Credit Suisse, July 2016
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a diversified economic structure: “Based on those indicators alone,
they would be counted as large cities in Germany.”

Emphasis on gateway cities

Martin Brühl, CIO and Member of the
Management Board at Union
Investment Real Estate GmbH

for the primary and secondary markets, according to JLL. But the difference in yields between the gateway cities and the smaller cities
has now risen to about 110 basis points. “Markets like Austin, Texas;
Minneapolis, Minnesota; Seattle, Washington; Denver, Colorado; and
Portland, Oregon – and that list can certainly be added to – currently have considerable liquidity on the property capital market, not least
because, on a risk-adjusted basis, they offer an attractive yield premium compared with the established round-the-clock cities such as
New York City, San Francisco, or Chicago,” confirms Union Investment
expert Martin Brühl.

smaller large cities so they can offer higher quality of life to their employees. “Smaller cities are advantageous for recruiting skilled professionals in the ‘war for talents’ era,” observes Harald G. Engbrocks,
founder and Managing Director of the consulting firm Atlanticus in Bad
Homburg, Germany, who advises investors in the United States. According to him, the cost of living is lower there, and commuting to work
generally takes less time.

Opportunities from the second tier

Potential challenges

The risks in the secondary cities are not necessarily higher. They even
come out ahead where the vacancy rate is concerned. Nashville, Tennessee, is an example of this at 4.6 percent. According to JLL, 7.3 percent of office space in Salt Lake City, Utah, stood vacant during the
third quarter of 2016, compared with 8.3 percent in San Francisco and
10.0 percent in New York City. “The secondary cities have a solid economic base that is driven over the long term by an economic and demographic trend that is projected to be positive,” says Zoltan Szelyes
of Credit Suisse, adding that they have “healthy property market characteristics and frequently allow participation in a strong local economy.” Local economies will probably stay satisfactory in the future, too.
Many companies are moving their headquarters from megacities to

Engbrocks also points out some challenges associated with investments
in second-tier cities. “The advantage of the primary cities is that you
can quickly invest and then quickly sell again,” he explains. “In contrast, if you invest in a secondary city, you have to assume that, given
a ten-year investment horizon, there are three to four good years. That
means you have to anticipate that under certain circumstances there
will be five or six years when you can’t even sell.” Therefore, he adds,
investments in secondary markets are particularly appropriate for institutional investors with a long investment horizon.
Andrew Nelson of Colliers International points out a second particular feature. As he puts it, investors interested in big-ticket items can

move several hundred million dollars in a single transaction in one of
the gateway cities, whereas, in the secondary markets, they have to go
to the effort of putting together a portfolio to get a larger transaction
volume. In fact, single properties have sold for more than $1 billion in
New York City on several occasions, while the most expensive office
property in the secondary cities during the third quarter of 2016 cost
“only” $300 million, according to JLL.
There is a third challenge, too: success in secondary cities requires
outstanding knowledge of any quirks of the local market. “You have
to have a good network and you need a reliable partner on site,” stresses consultant Engbrocks. “Being able to react quickly is important in
the leasing business.” With sufficient attention to those particular features, Engbrocks considers investments in secondary cities to be a good
“addition for building up a portfolio or rounding out an investment
strategy.”

Many interesting cities
So which cities are particularly suitable? This is where the character
of the American office market with its many strong locations comes
into its own. “Rather than putting all of their eggs in one basket, I ▶

Photos: Getty Images (2), Fotolia, mauritius images/Ian Dagnall/Alamy, Union Investment/Jürgen Müller

The selection is large, because there are plenty of attractive locations
in the United States. At least 70 cities have populations over 250,000.
From an investment viewpoint, many of them are among the global
elite: of the 25 world cities that, according to Cushman & Wakefield,
received the largest volume of investment in 2016, no fewer than 15
were in the United States.
However, it is clear that, as Janice Stanton, Executive Managing
Director of the Capital Markets Group of Cushman & Wakefield, puts
it, “The most important and 'blue chip' investment markets are the
gateway cities in the US.” Stanton says these are New York City; Washington, D.C.; San Francisco, California; Boston, Massachusetts; Los
Angeles, California; and Chicago, Illinois. Other market experts like to
include the Texas cities Dallas and Houston in this category, along
with Seattle, Washington (see map on page 15). The importance of
the gateway cities is shown by statistics for the first nine months of
2016: three quarters of the capital that foreign investors put into office buildings in the United States went to the primary cities, with
New York City accounting for a 45 percent share. The strong demand
comes at a price. Yields (cap rates) have continuously fallen over the
past few years and were recently 4.4 percent based on the average

“We are taking advantage of the wide
variety of outstanding locations on the
US market for our funds.”

Raleigh, the capital of North Carolina, and neighbouring cities Chapel Hill and Durham form
the “Triangle Area”, which is a well-known technology region.
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Portland is the economic centre of the state of Oregon. The Port City in the north-western United States is known for its urban flair
and as a hipster haven, eco-paradise, and home for creatives – as well as a popular location for international corporations.
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“Smaller cities are advantageous for
recruiting skilled professionals in the
‘war for talents’ era.”

believe investors are well served by having diversified exposure to the
US office markets,” says Randy Giraldo, Managing Director at the investment company TH Real Estate. He heartily recommends focusing
attention on cities where technology companies and other knowledgedriven industries such as the financial sector, the media, the healthcare
sector, and the life sciences are strongly represented: “These innovation
centres attract the youngest and brightest employees, establishing a
self-sustaining base of knowledge-based growth.”
There is a whole raft of such locations. The Atlanta, Georgia, metropolitan area – where Union Investment acquired Ten 10th Street, an
office building some 39,000 square metres in size, in 2016 – is home
to some 60 percent of all US fintech companies. Nashville, Tennessee,
is a centre for the healthcare industry and biotechnology. Biotech also
plays an important role in Denver, the capital of Colorado, where numerous service providers are also located. The analysts from Credit Suisse think investors should also have a look at markets such as the
state of Minnesota and the cities of Raleigh and Durham in North Carolina, which are considered cost-effective places for backoffice relocations. The strongest effect comes from the booming start-up and
internet scene, which of course is concentrated in San Francisco and
Silicon Valley in California. But other cities are also attracting increasing numbers of young people seeking careers in the tech sector, as
Felix Lechner, Managing Director of the consulting firm Transwestern,
based in San Francisco, points out.

Uncertainty following the election

Attractive office rents in the US
Average office rents* in 9 primary cities (PC) and 20 secondary cities
(SC) from 2007 to 2016 (Index: 31.12.2007 = 100)

US vacancy rates are down
Average vacancy rates in 9 primary cities (PC) and 20 secondary cities
(SC) from 2006 to 2016, percent

130

30

120

110

Market participants will have to live with some uncertainty. There is
hardly an expert who dares, before the end of the “first hundred
days” in office, to make a prediction about how the election of
Donald Trump as 45th President of the United States will ultimately
affect the property market. Most experts have a positive view of Donald Trump’s promise to invest a lot of money in infrastructure, while
they are negative about his intention to limit free trade. It is not just
Randy Giraldo, Managing Director, TH Real Estate who states that
“ultimately, we expect these two factors to largely offset each other.”
In other words, it is likely that the band will play on for the US office
market – and not just in Nashville.
•

25

SC South-west

20

90

The Texas cities Austin (in the “Silicon
Hills”) and Dallas are up-and-coming
centres for the telecom, computer,
financial services, and transport sectors.
Union Investment has acquired the
“Ten 10th Street” building in Atlanta,
Georgia, the American city with the
third-largest concentration of Fortune
500 headquarters.

SC North-east

SC Midwest
SC South-west
PC
SC Mid-Atlantic
SC South-east
SC West
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5
0

80
2008

2010

2012

* Quoted rents ** End of 1st quarter 2016
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And the band plays on

PC

SC Mid-Atlantic
SC South-east
SC West
SC North-east
SC Midwest

100

As a whole, the background conditions appear auspicious. “In our view,
the general macro environment remains positive from today’s vantage
point,” says Credit Suisse expert Zoltan Szelyes. “Core economic fundamentals generally remain positive,” confirms Colliers Chief
Economist Andrew Nelson. The International Monetary Fund still anticipates that economic growth in the United States will be 2.2 percent
in 2017. And employment will likely remain high. That influences
the office market, which is characterised by a rising trend for rents
and by lower vacancy rates – even if they still average about 12 percent nationally.

Photos: Getty Images (4), Union Investment/Ralph Richter, Atlanticus

Harald G. Engbrocks, Managing Director
of the Atlanticus consulting firm
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Investments in specialist properties are on trend in Europe.
The focus is currently on data centres and senior housing

Attractive

101110
101100

and care facilities, as clearly shown by data from Real
Seniors Housing & Care
Volume of investment in Europe 2015 and 2016

Capital Analytics (RCA). Both types of operator-managed
real estate are considered independent of economic trends

billion euro

2.44 billion euro

3.6

Source: RCA, 20 Dec. 2016

2015

+386 %

Considerable growth in
Seniors Housing & Care

+192 %

Extraordinary growth
in Data centres

Strong growth in the niche
Incredible amounts of data in the zettabyte era
Global data traffic in computer centres in ZB*

Europe is getting old
Percentage of total European population
projected to be over 65 years old

Data Centre and
Seniors Housing & Care

18.9 %

0.4
Medical
offices

22.4 %

26.9 %

4.7 ZB
2020

2030

2050
2015

Source: World Population Prognosis by UN / desa
Department of Economic and Social Affairs 2015

19.1
Shopping
centres
Student 5.0
housing

Care facilities a growth market in Germany
Number of people requiring care, millions
2.03

2.08

2.13

2.25

2.34

2.50

2.63

2001

Total 84.9
in 2015

Logistics 9.0

Hotels
16.7

5.5 %

1.0

20

Total 60.8
in 2016

Data centres
2.0

3.0

4.0

5.0

*Prime yields; Source: CBRE, January 2017; Corpus Sireo, January 2017
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2020**

Rapid growth
of data traffic

*1 zettabyte (ZB) = 1,073,741,824 terabytes (TB)
**Forecast; Source: Cisco VNI: Forecast and Methodology 2015-2020, Nov. 2016

Average yields in Europe
2016 in %

101110
101100

+226 %

2.86

Hotels
26.7

Seniors Housing & Care*

15.3 ZB

6.0

7.0 %

7.0

2003

2005

2007

2009

2011

2013

2015

12,354

13,030

13,596

Number of care facilities
9,165

9,743

10,424

11,029

11,634

2001

2003

2005

2007

2009

Large data centres popular worldwide
Number* of large data centres worldwide
259

2011

2013

2015

Source: Destatis, Pflegestatistik 2015, January 2017

2015

297

2016

346

2017

399

2018

447

2019

485

2020

*Forecast from 2016; Source: Cisco Global Cloud Index 2015-2020, Synergy Research, Nov. 2016

Specialist properties are built for a specific type of use
Data centres and senior housing and care facilities are a niche segment in the category of specialist properties. Specialist properties are buildings constructed for a specific type of
use. The possibility of using them for another purpose is therefore limited or non-existent. These are often what is known as operator-managed real estate, with examples including
shopping centres, hotels, and logistics buildings. The economic success of a specialist property is highly dependent on the user’s operational business. For a definition and delineation
of specialist properties, see, for example, The Appraisal of Real Estate, 14th ed. published by the Appraisal Institute
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Research/analysis: Elke Hildebrandt, Mathias Rinka, Birgitt Wüst; Graphics: www.infografiker.com

Logistics 11.7

Source: RCA, 20 Dec. 2016

2016

Source: RCA, 20 Dec. 2016

+96 %

10.5

33.6 Shopping
centres

2016

2015

Data Centre and
Seniors Housing & Care

billion Euro

1.18 billion Euro

Specialist properties: investment volume in Europe
The annual volume of investment in specialist properties in Europe fell between 2015 and 2016 –
some of the segments are shrinking considerably, but two areas are experiencing strong growth
(data in billions of euros)

8.5
Student
housing

5.74

4.77

and offer attractive yields.

niches

0.7
Medical
offices

Data centres
Volume of investment in Europe 2015 and 2016
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T

here is scarcely another investment category that has rallied
as much in recent years as property. Having spent $600 billion in 2016, investors look likely to pay $700 billion in 2017
for office buildings, shopping centres, hotels and logistics space in Asia,
Europe and on the American continent alone, say international property consultants JLL. That figure is 25 percent up on the 2010 to 2014
average.
The reasons for this run on property that has lasted for seven years now have been obvious for a long time – and not just to insiders:
in a world of extremely low interest rates, all types of investor – from
large institutional investors down to small private savers – will be hard
pushed to find an alternative that offers a comparable return to risk

“Like it or not, we are at an advanced
stage in the cycle.”

ratio. That is why everyone has the same battle on their hands with
the well-known consequences of the boom: despite brisk construction
activity, supply remains limited, which is intensifying competition among
investors who are under extreme investment pressure. The knock-on
effect is rising purchase prices, which conversely means that acquisition yields are falling. JLL put the global average prime yield for office
buildings at the end of 2016 at just 4.7 percent. At the beginning of
2009, it was still around 7 percent. Nevertheless, 4.7 percent is still a
respectable yield, considering that a top-notch government bond such
as the German 10-year government bond is not even yielding 0.5 percent. And let’s not even mention Japanese bonds which, at the start
of 2017, were hovering only slightly above the zero-percent mark.

Testing times
Europe’s core property markets are at an
advanced stage of the cycle.

for investors

Daniel Tochtermann, Global Head of
Real Estate Acquisition and Sales at
Credit Suisse Real Estate Asset Management

How long will the boom last?

no one in the real estate industry is not looking at the issue of how
long this market cycle is going to last: “We are all interested in how
long the property market can maintain these dynamics or at least stabilise at a high level,” says JLL’s expert of the increasing uncertainty
among professionals in the property business. Daniel Tochtermann,
who is responsible for global property acquisitions at Credit Suisse
Real Estate Asset Management, is also convinced that, “Like it or not,
we are at an advanced stage in the cycle.” And Gunnar Herm, Head
of Research & Strategy Europe, Real Estate & Private Markets at
Switzerland’s major bank UBS, is even convinced that, “We are approaching a turning point.”
A whole series of facts does indeed back up this theory. For example, the rise in prices on the global markets is slowing down considerably, according to analysts at PGIM Real Estate, the property arm
of US insurance giant Prudential, which has investments around the
world. “Yields have already reached historic lows in many markets –
and there are increasing concerns that prices are starting to overheat,”
researchers in the United States observe.

It therefore looks like business as usual in global property markets at
the beginning of year eight of the boom – on the surface, at least. For
example, as Union Investment’s Investment Climate Index (see page
26) reveals, the majority of professional real estate investors in Europe
are preparing for this market cycle to last another one or two years,
with basic conditions remaining unchanged. Frank Pörschke, President
EMEA Markets at international property consultants JLL, believes that

Commercial properties
are in great demand in
Germany. Hamburg’s investment market alone
set a new record in 2016
with a turnover in excess
of €4.8 billion.

ECB sticks to its easy monetary policy

This means that professional investors
need to adjust their investment and

Photo: Getty Images, Credit Suisse

portfolio strategies. By Anne Wiktorin
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That is particularly true of the European markets. For example, the
average office prime yield between December 2015 and December
2016 fell again by 31 basis points to 3.9 percent, says Hela Hinrichs,
who is responsible for European property research at JLL. Paris recorded the lowest net initial yield (3.0 percent), followed by Munich
at 3.3 percent and Berlin at 3.5 percent. However, Hinrichs concurs
with her US colleagues at PGIM, believing that yields will fall by only
five basis points in 2017.
UBS strategist Herm therefore advises that investors should if
possible avoid any strategy that relies on initial yields falling. His
reasoning is that “interest rates will rise because quantitative easing
– in other words, the easy monetary policy – of the central banks
will come to an end.” The mechanism is such that as interest rates
rise, yields for government bonds will also start to climb – and with
them the yields that investors are looking for from their property investments.
As we know, the US Federal Reserve has already raised its key
interest rates. It has also announced that it will be tightening its monetary policy in 2017 and will probably increase interest rates three
more times. That has produced a textbook result: bond yields in the
United States have risen and consequently office prime yields in some
markets such as New York City, Los Angeles and Chicago have already
moved up slightly by 10 basis points. “Further moderate rises are expected over the course of the year and also in other markets,” says
JLL’s expert Hela Hinrichs. The situation in Europe is different – for ▶
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A host of uncertainties
But monetary policy is not the only thing property investors look at
when trying to gauge how mature markets are likely to develop in
the near future. “We live in a world of diverse challenges, highly volatile markets and numerous anomalies,” is how Martin Brühl, CIO
and Member of the Management Board at Union Investment Real
Estate GmbH, describes the current situation. In particular, the largely unexpected election of Donald Trump as US president – and the
consequences that has for Europe and Germany – is fuelling concern.
His first acts in office, especially the course he has embarked on to
restrict trade, give reason to fear that economic background conditions for Europe could worsen. “Realistically we are not likely to be
able to assess that until the second half of 2017,” says JLL manager
Pörschke. “Until then insecurity and uncertainty will dominate the
macroeconomic discussion.”
Tobias Just, Professor at Regensburg University and Academic
Director of IREBS International Real Estate Business School, shares
this opinion: “In the short term and seen in isolation, Donald Trump’s
economic policy will probably have a positive impact on the real estate sector in the United States,” says Professor Just. But it is not
possible to deduce with any clarity what impact the US presidency
will have on Europe’s property markets: “If the Trump administration
really does increase government spending and lower taxes, while
raising customs duties, this could very well fuel inflation in the United States and Europe and increase the pressure to raise interest rates on both sides of the Atlantic.”
UBS analyst Gunnar Herm is also convinced that property investors are going to have to prepare for a phase of increasing political
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uncertainty. Because, as he reminds us, the new administration in the
United States is not the only imponderable: another is Brexit, that is
the United Kingdom leaving the European Union, the consequences
of which are still unforeseeable, and added to that there are elections
coming up in Europe in 2017, the outcome of which is also wide
open.

Yield compression has been halted
What does that mean for the property markets? The days of low yields
– combined with unabated asset appreciation – could be numbered,
says UBS strategist Herm. The consequence: the comparatively riskfree interest rates for property we have seen in recent years could
become an “interest-free risk”, Union Investment manager Martin
Brühl warns. For the investment strategy of a professional property
investor this means one thing above all: “successful portfolio management will depend on risk diversification and the ability to take
advantage of global market cycles.”
Gunnar Herm from UBS has no doubt that “properties will continue to be a relatively attractive option in a multi-asset portfolio.” Because “there is a healthy supply and demand for properties.” After all,
the supply of space is under control in most markets. In other words:
although project developers have unquestionably expanded their activities during the boom of recent years, we have not seen the kind of
excesses and unduly high numbers of speculative building projects that
we saw in the run up to 2008. A glance at the global market for office
projects confirms this: “New build activities will decrease again after
2018,” says JLL researcher Hela Hinrichs.
But there is a consensus among experts that this will not prevent
what is known as yield compression – falling interest rates for new
acquisitions accompanied by property asset appreciation – from experiencing a significant slowdown at the very least. Instead of concentrating on the appreciation of assets, “current yields will become the
decisive performance factor in future,” says Herm.

Photo: Getty Images

the time being. The European Central Bank (ECB) is currently sticking
to its more lax monetary policy and just a few months ago – in December 2016 – decided to pump billions of euros of new money into
the markets. It also extended its comprehensive bond-buying programme, which was supposed to end in March 2017, to December
2017. ECB President Mario Draghi did, however, announce that from
April 2017 the bank would limit the number of bonds it buys to €60
billion a month. Until then, the ECB will continue to spend €80 billion per month on purchases.
Calls within the ECB for a gradual change in monetary policy are
also becoming louder. These calls are coming especially from the German central bank because in Germany – one of Europe’s comparatively strong core countries – inflation is also beginning to rise significantly. And the combination of zero interest rates and accelerating
inflation is an absolutely toxic mix for both investors and savers. It is
still unclear when the representatives of the Southern European countries, whose economies are still lagging behind Germany, will adopt
a similar policy to the German central bank. What is, however, clear
for most observers is that sooner or later a change of paradigm in
monetary policy is on the cards in Europe too.

At 3.0 percent, net initial yields in Paris, which in terms of floor area is Europe’s largest office market, are currently the lowest of
all the European strongholds in the office property business. Yields are expected to decline further in 2017.

A portfolio re-think is required
For an investment manager’s risk strategy this means, says Martin Brühl
at Union Investment, “re-thinking how we build a portfolio.” He argues
firstly that investors should consider more international property holdings. The Hamburg-based property investment company is therefore
starting to look more closely at Australia and the United States. In addition, Brühl believes, a greater “mix within the hierarchy of centres”
is called for. Instead of focusing solely on major global cities, where
the availability of high-calibre commercial properties with creditworthy
tenants and sustainable yield prospects is particularly limited, it is important to identify interesting smaller towns and cities. He sees outstanding investment opportunities in selected growth markets. “The
competition is not as tough there and they offer more attractive mar-

High level still expected
Global investments in commercial properties in billions of US dollars
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gins than primary cities.” But there the focus would remain on highquality buildings with long lease periods and relatively attractive riskadjusted yields.
In order to avoid the high degree of competitive pressure that continues unabated and is likely to become a risk, especially in markets
where the property cycle is already advanced and price levels are accordingly high, Brühl also sees what are known as off-market deals as
a reliable option. These are acquisitions where the owners of interesting properties are contacted directly. This has worked well in Australia, but also in Japan and sometimes in Germany, Brühl reports.

Taking the long view
A tightly organised and efficient investment management process that
includes an in-depth survey of the property is, as Martin Brühl sees it,
one of the most important factors in enabling investors to respond
quickly to attractive opportunities in today’s market environment. For
institutional investors it is therefore advisable, says Gunnar Herm, “to
hold enough equity to be able to respond to any purchase opportunities that may suddenly arise.”
In mature markets, too, the established principle for property investors is: “Stay focused on the long game.” Cyclical ups and downs
are primarily a sign of one thing – a healthy market – and are therefore a manageable risk.
Like it or not, property investors are also going to have to accept
the fact that, in times of multiple uncertainty such as today, there is
also a “fat tail risk” – in other words a sudden, unforeseeable and
therefore incalculable risk. And the only thing that helps here, Martin
Brühl says, is to realise that the principle of “normal distribution” is
the last thing that applies to life.
•
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Growing acceptance

of lower real estate returns

Investment climate survey: European real estate investors are adjusting to a prolonged
market cycle. By Fabian Hellbusch

L

Whether in Berlin, London or Paris, almost half of all the investment
professionals questioned believe that the current property
market cycle will continue for the next one to two years. Some 27 percent of those surveyed even expect the current market cycle – which
began eight years ago – to last another three years. 38 percent of the
companies taking part in the survey believe that the current property
market cycle will continue until at least 2018. In view of increased ma-

Investment confidence strongly dampened in the UK
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croeconomic and geopolitical uncertainty, real estate
investors are now gearing their investments even more closely to a
“lower returns – same risk” strategy than they were last year. The
last survey, conducted in summer 2016, showed that 56 percent of
investors were maintaining their risk structure and were therefore
prepared to accept that they would not meet the yield targets they
had set themselves or those defined by their clients. That figure has
now risen to 64 percent. Accordingly, the number of companies prepared to take on more risk in order to compensate for factors such as
the impact of falling acquisition yields declined from 35 percent to just
30 percent.

GmbH is restructuring its investment activities

in the property sector by

under new CIO Martin Brühl. As the head of

Union Investment grew

overseas investment, Philip La Pierre (top left)

in 2016. This confirms

will take on responsibility for international

Union Investment’s leading

investment business (Americas, Asia-Pacific)

position among open-ended

in the office segment. European investment

retail funds for

activity, which La Pierre has been in charge of

institutional investors.

since 2013, will now be headed up by Martin

1.3

The volume of transactions in Europe is
expected to rise
This situation is reflected in the fact that over half the investors
surveyed do not expect to achieve their yield targets in the next three
years. “The search for the right balance will continue to be a key driver
of investment activity in Europe in 2017. High capital availability
requires risk-averse investors to become much more active in their
European core markets while also exploiting return potential in
opportunity markets. This is likely to result in a significant rise in
volumes of transactions in CEE markets and also in the peripheral southern European countries in 2017,” says Olaf Janßen, Head of
Real Estate Research at Union Investment Real Estate GmbH,
Hamburg. As the Union Investment survey shows, allocating more real
estate investment outside Europe is only an option for a very small
proportion of investors. Just 6 percent of the property professionals
surveyed intend to scale back investment in Europe in favour of nonEuropean markets.
The fundamentally positive expectations of investors in European
commercial property markets are clearly evident in many responses to
the survey. Some 35 percent of those questioned anticipate rising transaction volumes in Europe in the current investment year, while a further
45 percent expect transaction volumes to remain at the same level as
last year. However, the difference in how the three countries viewed
investment conditions is greater than it has been for a long time. After
the Brexit vote, the climate index in the UK fell again by approximately three more points and has now reached a new low of 61.2 points.
This means the UK index has fallen further behind the national indexes
in both Germany (66.5 points, which is down 1.0 point since the last
survey) and France (68.6 points; up 1.7 points).
•

As of 1 March, Union Investment Real Estate

of institutional investments

Schellein (top right), who since 2013 has

estate administration and most recently
worked for RREEF Management GmbH, where
he was a managing director with responsibility for transactions and asset management.
Union Investment’s appointment of Jörn
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Boards of both property investment
management companies has finalised

charge of retail investments, while Andreas
Löcher will continue to be responsible for
global hotel investments. “We are very happy

acquisition volume was
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positions whose professional development

United States in 2016.
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96.2

extensive experience in deal-making and
outstanding networks in their respective
markets,” says CIO Martin Brühl.
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Jörn Stobbe has been the new Chief

is how much the volume

ow interest rates, low returns: the response to the question of
how long the current market phase is likely to continue is
beginning to become clear as European investors review their
real estate strategies. The majority of professional property investors
are preparing for the market cycle to last another one or two years,
during which time the same fundamentals will apply. Accordingly,
investors are demonstrating a greater willingness to accept lower
returns on real estate investments during this phase. It has become
more important than ever in this investment year to avoid additional
risk and develop successful property strategies that take into account
the expectation that returns are going to be lower for longer. Those
are the findings of Union Investment’s latest property investment
climate survey. Carried out twice a year, this latest study involved
a representative survey of 175 real estate investors in Germany, France
and the UK.

2010

Jörn Stobbe named new
Chief Operating Officer

the central, strategically-important location
on Rosenheimerstrasse in the Haidhausen
district of Munich, the capital of Bavaria.
The extension will be accompanied by
extensive modernisation work to reposition
the hotel as one of the leading business
hotels on the Munich market.

Martin Brühl, the Chief Investment Officer
(CIO), will now be responsible for all property
acquisitions and sales. Martin Brühl has
taken over the Europe business from Frank
Billand, who left the Management Board on
1 March after almost 15 years of service and
has now retired. Volker Noack will continue
to be responsible for asset management.
Jörn Stobbe joins the other Member of the
Management Board of Union Investment
Institutional Property GmbH, Wolfgang
Kessler.

•

•
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Henrike Waldburg, seen here
against the backdrop of Columbus Circle in New York City, is
fascinated by retail investments:
“Commercial properties are
particularly interesting because
they are one of the most complex
categories of real estate asset.”

establishing and maintaining contacts with relevant key players as one
of the most important parts of her job. Waldburg, who is a qualified
architect, lives in Hamburg but regularly spends two to three days a
week on business trips. Wherever she happens to be, she is reminded
again and again that, “Our business partners can be anywhere in the
world.” The personal contacts she has built up over many years both
at home and abroad bear impressive testimony to that.
Waldburg and her business partner at TIAA-CREF, one of the largest pension funds in America and biggest property investment managers in the world, also knew each other well from Europe. “That
was an advantage for our joint venture deal in the United States. We
acquired a 49-percent stake in four good American high-street properties from TIAA and incorporated them into the portfolio of our UniImmo: Global open-ended retail real estate fund.” Waldburg intends
to consider very carefully the best way of working towards the 2017
investment targets for high-street properties, retail parks and shopping
centres in the United States: “We will take a very close look at all the
parameters including, on the one hand, how the current American
government’s political programme and the macroeconomic environment develop. On the other hand, we will keep an eye on the interest
rate landscape and continue to intensively explore the US retail property market.”

Dynamic growth in the retail property portfolio

Henrike Waldburg has been buying and selling retail properties at Union
Investment Real Estate GmbH for the past 10 years. In conjunction with her

New

team, she has developed a retail property portfolio worth billions. She is now
looking to the future and working on transforming those properties from places
to shop to places to be. By Elke Hildebrandt (copy) and Jürgen Frank (photos)

trade routes
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t was a successful coup – and another milestone for Union
Investment’s retail property portfolio. Last October, Henrike Waldburg and her investment management team acquired the company’s
first retail properties in the United States. The purchase marked the
beginning of a greater involvement in retail in the United States. The
acquisitions were four properties in prime retail locations in New York
City, San Francisco and Philadelphia, and Henrike Waldburg believes
they have enabled the company to get off to a good start in the US
market. “We have two strategic goals for our retail property portfolio
that go hand in hand: diversification and internationalisation,” says
Henrike, who is Head of the Investment Management Retail Department at Union Investment Real Estate GmbH. She speaks English, Italian and Japanese and believes in choosing experienced and like-minded partners in the international investment business. She sees

When Henrike Waldburg says “we” she usually means her retail investment management team in Hamburg. She has headed up this team
since 2009 and is a strong brand ambassador for Union Investment.
With its staff of six, her department represents Union Investment’s
central investment expertise in the retail sector. “Commercial properties are particularly interesting,” says Waldburg, “because they are one
of the most complex categories of real estate asset.”
Her investment department is an impressive success story: the retail sector currently accounts for over 30 percent of Union Investment’s
global real estate assets of €28.5 billion. The portfolio currently includes 71 retail properties, 48 of which are shopping centres, in the United States and 13 other country markets in Europe. In conjunction
with the investment managers responsible for the individual countries,
Waldburg has bought and sold retail properties worth €7.5 billion
since 2006. The dynamic growth in the retail space portfolio, which
currently comprises 1.7 million square metres, guarantees Union
Investment’s strategic position. Sales are also part of the investment
team’s track record. “Exits,” explains the investment expert, “play a
very important part in adjusting the portfolio. But we do actually buy
more than we sell.”
However, not all the 23 country markets scattered around the world
in which Union Investment currently invests are a good option for retail acquisitions, explains Henrike Waldburg. “In Mexico, for example,
where we already have a foothold in the office segment, rents for retail space are usually in local currency, which is extremely expensi- ▶

places & spaces 1/2017

29

REAL PEOPLE

When Henrike Waldburg says “we” she mostly means her retail team in Hamburg. When it comes to global investments she also
values the collaboration with her international investment colleagues, such as USA-based Willis Kim, Matthew Scholl and Tal Peri
(from left to right).

Henrike Waldburg plans to comprehensively explore the US retail property market. Intensive talks with international business
partners and local experts are part of her business trips. She is pictured doing just that, as she enjoys a coffee with Willis Kim in
New York City.

The retail business is undergoing a sea change
Waldburg is proud of her team and stresses their role as experts. At
the same time, the fact that they work with local teams on global investments in North America and Asia is the key to success, she says. In
addition to her work with Union Investment Real Estate GmbH, she is
also active in many industry institutions. She is a member of the Royal
Institution of Chartered Surveyors (RICS), sits on the Supervisory Board
of the European International Council of Shopping Centers (ICSC) and
is also a mentor with the ICSC. In addition, Waldburg has held a number of university teaching posts in the past. She is happy to explain
what makes her department so successful: “The decisive factor is the
way we all work together here and get intensively involved with our
business partners and markets.”
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The massive changes affecting the retail trade in Europe are proving to be a challenge not just for retailers but also for property investors such as Union Investment. Waldburg cites digitalisation and ecommerce, demographic change and advancing urbanisation as some
of the parameters defining the sea change which the retail sector is
experiencing. She puts in a nutshell what many market players have
not yet realised: “We are on the threshold of a new era in the retail
business.” And she does not believe in classifying changes as a threat
to the retail business. “Online retailing offers opportunities for conventional retailers and property investors too,” says Waldburg with conviction. The point of sale, she adds, is still the most important place for
brand contact; in fact it is the decisive one.
She believes that product and brand experiences will continue to
take place in shops. The important consideration for property investors,
she stresses, is that the sustainability of rents depends on a shop’s sales figures. “The weaknesses in the clothing retailing industry are without doubt a challenge. That is obvious from the bankruptcies of the
last 24 months,” says Waldburg.

Competition remains tough
The fact that the retail industry will have to offer more than just space
for individual retailers in future is something which retail experts in
sales and acquisitions and asset management have been thinking about
for some time. Waldburg believes that retail spaces, especially large
shopping centres, have to morph from “places to shop into places to
be.” Food outlets will play a major role, which is why Waldburg sees
attractive cafes and restaurants and digital services as “key distingu-

As an example, Waldburg cites the €70 million investment in Les
ishing features.” She is convinced that multi-channel concepts and
creative shop ideas will be just as important in the future as creating
Grands Prés shopping centre in Mons, Belgium. It has been part of the
attractive places to be. She also believes that Union Investment as a
retail property portfolio since 2004 and a further 8,700 square metres
building owner can make this happen and she intends to push for that
were added in 2012. Henrike Waldburg makes sure she keeps abreast
of any interesting opportunities arising on
globally. And, of course, cultural differences are also important here. “In Poland,
the investment horizon. “We speak regufor example,” says Waldburg, “trendy food
larly to our business partners who might
Henrike Waldburg studied architecture in Aachen
courts are so successful because eating is
potentially be selling or developing projects.
and
Venice,
real
estate
economics
at
the
EBS
a favourite pastime there 24/7. That is abAnd, of course, we try to get involved in
European Business School and international managesolutely not the case in France, where peothese processes as soon as possible.”
ment at SGMI Management Institute in St. Gallen. She
ple prefer to eat lunch and dinner at the
The 44-year-old investment manager
traditional times.”
believes
things will continue to be exciting
is a member of the industry associations RICS, ICSC,
The structural challenges in the retail
at Union Investment because the retail proand IMMOEBS. She has over 17 years of internationsector are accompanied by tough compeperty portfolio is set to grow still further
al experience in the real estate business, including
tition for attractive investments, which
and she and her team constantly have feesix years working with Arthur Andersen, later Ernst
shows no sign of abating. “That is true for
lers out for any possible new countries. So
&
Young.
She
joined
Union
Investment
Real
Estate
the property expert’s travel schedule does
all categories of retail property,” says
GmbH as an investment manager in 2006 and has
not look like it is about to shrink any time
Waldburg. Her investment department has
soon.
been observing an extreme trend in prices
been Head of Investment Management Retail since
in retail parks, for example. One and a half
And because Henrike Waldburg travels
2009, responsible for global retail transactions.
years ago, we were still seeing multipliers
so much for her job, she prefers to spend
between 14 and 16. They are now between 19 and 20. “That is an asher free time at home in Hamburg with her husband and daughter. But
tronomical rise, which is, on the one hand, due to the general ‘wall of
she has also remained loyal to her home region Westphalia, still supporting the local football team, Borussia Dortmund. Being actively inmoney’ but also to food retailers’ rumoured resilience in the face of
volved in sporting activities in her free time is also something she enonline competitors,” says Waldburg. For Union Investment, which has
the right know-how, developing projects in existing retail properties is
joys. “I run extensively. That is something I can combine easily with
still a worthwhile investment.
business trips.”
•

Career

Photos: Jürgen Frank

ve to hedge – even more so since the Trump administration took office.
The sums just don’t add up.” On the other hand, in countries where
there are attractive acquisition opportunities, Henrike Waldburg and
her team are well known for their quick decisions and high transaction
security. She knows what her business partners particularly like about
Union Investment’s reputation: “We give a highly qualified evaluation
ahead of a deal. Our declaration of intent is reliable, all the key issues
have been sorted out. The necessary board decisions have also been
taken. That means we have authority to act and can start the due diligence process straight away. That is our great strength.” The team then
gets a number of external service providers on board to carry out the
final due diligence so that they can wind up acquisitions and sales
quickly and effectively.
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Cooperation

“People are not yet taking sufficient
advantage of the opportunities offered by
cooperation between established property
firms and young, innovative companies.”

instead of disruption

Christian Schulz-Wulkow,
Partner at Ernst & Young Real Estate

Increasing numbers of young companies with digital business models are on the verge of changing the
property sector. The established market participants must respond to this. But how? One solution

N

book The Innovator’s Dilemma, it means the displacement of existing
business models by new market participants coming from the outside.
This makes the question of how to deal with the wild youth that have
come together under the name PropTech increasingly urgent for established industry representatives. The name is a combination of the
words “property” and “technology” and refers to young companies
that operate in the property industry using technology-based digital
business models.

could be cooperative ventures that leave the young companies a lot of freedom. By Christian Hunziker

o one who frequents real estate industry symposiums and
conferences can fail to see the change: people wearing the
customary business attire are increasingly rubbing elbows
with market participants – usually younger – dressed in jeans and
open-collared shirts. They represent property industry start-ups and

confidently proclaim their aspiration of shaking up the conventional
processes and procedures of the real estate industry. “Disruption”, the
omnipresent battle cry in Silicon Valley, home to the digital revolution,
is a word the start-up representatives love to use. Coined 20 years ago
by Clayton Christensen, a professor at Harvard Business School, in his

Strong growth
The PropTechs (and also the FinTechs working in the financial services business) certainly have the wind beneath their wings. According
to CB Insights, an American information portal, $1.8 billion was invested in PropTechs worldwide during the first half of 2016, up 85
percent from the same period the year before. The lion’s share (60
percent) was in the United States, followed by the United Kingdom,
India, and Germany. The blog www.gewerbe-quadrat.de counted at
least 170 PropTechs in Germany in October 2016.
Not all traditional market participants have faced up to the new
challenge. “Only a handful of major property firms have seriously
come to grips with digitalisation,” is the criticism levelled by Alexander Ubach-Utermöhl, co-founder of the PropTech accelerator blackprintpartner and Chairman of the German PropTech Initiative (gpti),
which represents some 20 start-ups. Expert Mario Facchinetti of
SwissPropTech, a Swiss network platform by PropTechs for PropTechs,
observes that many institutional investors “still feel very confident”
about the challenge posed by PropTechs. He thinks that’s a mistake:
“Institutional investors must also grapple with radical, disruptive methods.”

Partnerships between
PropTechs and real
estate firms offer great
potential for innovation
in the property sector.

Photos: Getty Images (2), Ernst & Young GmbH

“Potential for more efficient business processes”
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There will be some catching up to do, as shown by a survey conducted for Ernst & Young Real Estate and the German Property Federation
ZIA, which represents the interests of the German property sector, in
2016. It found that 17 percent of the property firms surveyed still acknowledge that they do not use any innovative digital technologies.
And a striking 85 percent do not believe that PropTechs threaten their
business model. The PropTechs naturally see things completely differently, and almost two thirds of them are convinced that they have the
potential to threaten established property firms.

Another conclusion of the survey is that only 39 percent of the
“old” market participants state that they support PropTechs through
cooperation on projects and inputs or through financial involvement.
“People are not yet taking sufficient advantage of the opportunities
offered by cooperation between established property firms and young,
innovative companies,” says Christian Schulz-Wulkow, a partner at
Ernst & Young Real Estate. There are now some incubators in which
cooperative ventures of this kind can be developed – such as the
German Tech Entrepreneurship Center (GTEC), which comes under
the aegis of the business school ESMT Berlin and, along with Union
Investment, is offering the international PropTech Innovation Award.

Partnerships and cooperation
There have been some examples of partnerships in various areas of the
real estate sector. The international investment management firm Jones
Lang LaSalle (JLL) is cooperating with Leverton, a PropTech based ▶

PropTechs boost innovation
Digital technologies are changing the property industry – selected
examples
Working areas

Applications

Links

Visualisation

Virtual reality,
augmented reality

immoviewer.com
matterport.com

Letting

Matching procedure for letting
apartments, pop-up stores in
retail

medici-living.de
brickspaces.de
42floors.com

Planning and
construction

Building Information Modelling
(BIM), of contracts for crafts or
trades work

doozer.de
buildingsmart.de
honestbuildings.com

Use and
management
(incl. big data)

Smart buildings, digital data
rooms, document management
systems

leverton.de
architrave.de
allthings.me

Financial services

Crowdinvesting (crowdfunding)

exporo.de
fundrise.com

Internet portals
and blogs

German PropTech Initiative,
German PropTech blog,
the International Blockchain
Real Estate Association,
American PropTech blog

gpti.de
gewerbe-quadrat.de
ibta.org
cbinsights.com

Source: Study “Einsatz digitaler Technologien in der Immobilienwirtschaft”,
ed.: German Property Federation (ZIA) and Ernst & Young Real Estate GmbH
(EY Real Estate), market survey, summer 2016; our own research, January 2017
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PropTech
Innovation Award

In spite of all that, Tobias Just points
in Berlin that uses artificial intelligence
to evaluate contracts. The international
out that the success of PropTechs is in
no way a given: “A whole series of them
giant Google made headlines when it
won’t survive,” he says – particularly thopaid $3.2 billion for Nest, a start-up speThe deadline for submissions to the first international
se whose business model is easy to copy.
cialising in smart thermostats. In fact,
PropTech competition was 15 March. Union Investment
Günter Vornholz, professor of real estate
the Anglo-Saxons are in the lead where
and the German Tech Entrepreneurship Center (GTEC)
economics at EBZ Business School in BoPropTechs are concerned. Expert Mario
hope that the PropTech Innovation Award will attract vichum, Germany, also cautions against
Facchinetti reports that “the background
sionary ideas for the real estate world of
irrational exuberance: “Certainly, properconditions for PropTechs are better in
tomorrow. The prize money will total €35,000.
ty firms must be careful not to miss the
the United States than in Europe at preboat. But not everything that is technisent.”
Winners will also have the opportunity to
However, there has also been some
cally feasible is also economically advisafurther refine their concepts during a 12-month
ble.” So the question is, in what parts of
close cooperation in German-speaking
support programme at the GTEC Lab in Berlin.
the real estate industry will business mocountries. JLL has acquired an interest
The prizes will be awarded on 17 May in Berlin.
dels that are both innovative and econoin the Hamburg estate agent start-up
For more information:
mically advisable prosper? Experts agree:
Maklaro, and the smarthome provider
www.gtec.berlin/proptech2017
almost every part. Just, for example, can
innogy, a subsidiary of the energy giant
imagine that “in the future there will be
RWE, is collaborating with the Berlin
large auction platforms for office builstart-up Kiwi, which has developed a
system for key-free door locks. And the traditional Swiss financial indings, retail properties, and other commercial properties.” Therefore
stitution Postfinance has entered into a joint venture with the crowdit’s no wonder that many large transaction advisors would prefer to
lending platform Lendico.
occupy this business segment themselves – which is why JLL created
Institutional investors are also looking at the opportunities ofits own online transaction platform for commercial properties in
fered by digital business. “The new technologies hold enormous po2016.
tential for more efficient business processes and successful new busiFrom the viewpoint of institutional investors, Tobias Just considness models,” says Reinhard Kutscher, Chairman of the Management
ers asset, property, and facility management to offer particular poBoard at Union Investment Real Estate GmbH. “It’s worthwhile for
tential for value creation based on digitalisation. “Processes can be
both sides – the established industry and up-and-coming founders
– to invest in the dialogue. After all, the most sustainable innovations
result when courage on one side is combined with patience, experience, and solidity on the other side.”

made considerably more efficient if there is automatic recording,
for example, of which office users are working at which workstation
and during what times they are working,” Just explains. “In portfolio management, data can help improve the structure of the portfolio. Due diligence will also get faster when data is automatically collected and analysed.”

Big data and Blockchain
Property professor Günter Vornholz sees another exciting field: “The
subject of big data is of particularly interest to institutional investors”
because analysing large quantities of data makes it possible to predict
market trends and orient investment strategies to them. In contrast,
Vornholz advises taking a calmer stance with regard to crowdinvesting, which means the financing of property projects by numerous private funders: “Commercial property financers won’t feel any threat to
their jobs from crowdinvesting.”

“We want to build bridges”
Jens Wilhelm, Member of the Management Board at Union Asset Management Holding AG, believes
cooperation between digital innovators and the established real estate industry offers many opportunities
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The digitalisation of the real estate industry is also
helping advance creative ideas from young start-ups
in the PropTech sector.

Photos: Getty Images, Union Investment

Integration or distance?
But the question of the form cooperation of this kind should take is
a thorny one. Start-up experts tend to advise against the acquisition
of entire PropTechs, instead recommending cooperative ventures in
which the independence of the young companies is mostly maintained. “Experience shows that the best approach is not simply to buy
a start-up. That runs the risk of losing the entrepreneurial spirit,” explains PropTech expert Mario Facchinetti. In his view, this is because
“two cultures clash: failure is considered unacceptable in the conservative property world, whereas tolerance of errors is a decisive
factor in the success of PropTechs.”
Nonetheless, the acquisition of a complete start-up can make
sense, says Tobias Just, Academic Director of IREBS International Real
Estate Business School, particularly in the case of a complex business
model that is hard to copy. “However,” emphasises Just, “it is important to keep these teams at arm’s length, to give them a lot of
freedom, and not to shoehorn them into established structures.”

Blockchain technology, however, will have far-reaching consequences, according to experts. “It could fundamentally change property transactions and letting processes,” says Marion Peyinghaus,
digitalisation expert and Managing Director of Competence Center
Process Management Real Estate GmbH. Blockchain is a database
technology that has become familiar from the digital currency Bitcoin
and links participants in financing or merchandise transactions directly, without a central authority. According to proponents of the
technology, Blockchain could make both banks and notaries redundant. However, Peyinghaus points out that the technology and the
legal background conditions are not yet sufficiently advanced to allow Blockchain to be used in a big way.
Peyinghaus appeals to the industry not to view PropTechs as a
threat, but rather to see them as bringing new opportunities: “These
young companies may offer a chance to make one’s own business
processes more efficient.”
•

Mr. Wilhelm, Union Investment and the
German Tech Entrepreneurship Center
(GTEC) will be conferring the first PropTech
Innovation Award in May. What is the
motivation for this initiative?
With this award, we have jointly created an
incentive for young companies to present
their ideas for driving forward digitalisation
in the real estate industry so they can be
evaluated by a jury of neutral experts. We
came up with the idea because most
PropTech companies in Europe are from
Berlin and GTEC has an excellent network
there. At the same time, the PropTech
Innovation Award is an international
competition. That dimension is very
important to us, because the property
sector thinks globally.
What benefits do you expect for Union
Investment from the competition?
The future development of the real estate
industry is the subject of a wide-ranging
public debate. Our aim is to work with

various partners to stimulate that debate
and, if possible, to establish new standards
for the industry which will then benefit
everyone. Essentially, we hope to build
bridges between the digital innovators and
the established, influential real estate
economy.
What is Union Investment’s digitalisation
strategy?
We initiated automation of the core
processes of our business model long ago.
We will continue to pursue this so we can
further improve the efficiency and quality
of those processes. We also believe that the
entire property industry still offers a great
deal of potential for the collection and
evaluation of data as part of big data
analyses. Fund management could greatly
benefit from this, for example. We are also
involved in implementing BIM (Building
Information Modelling) in our projects. It is
strategically important to understand
digitalisation as an integrated task along

Jens Wilhelm is a member of the Management Board at Union Asset Management Holding AG. As Chief Investment Officer he is responsible for
portfolio management and real estate
fonds business.

the value chain of the entire real estate
economy.
The interview was conducted by
Fabian Hellbusch.
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BIM buildings
Digital processes are making designing, constructing and
operating buildings easier, more transparent and more cost
Photo: buildingSMART e. V./Ludmilla Parsyak Photography

effective. However, for most players in Germany, tools such
as Building Information Modelling (BIM) are still unchartered
territory. And yet the pressure to embrace innovation is
increasing palpably. New builds that are not preceded by a
digital prototype will soon be a thing of the past. By Miriam
Beul-Ramacher
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are coming!

Participants at a conference in
the Immersive Engineering Lab
at Fraunhofer IAO, Stuttgart.
A digital design and construction process, combined with 3D
visualisation and virtual reality,
makes it possible to illustrate
the parameters of complex
building structures and easier
to design a building with a
range of options, and it even
permits automated, or at least
semi-automated, manufacturing
of building components.
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“It is not possible to build housing
cost-effectively without standardised,
digital processes.”
Christoph Gröner,
CEO of the CG Gruppe

Photos: Drees & Sommer (2), Sauerbruch Hutton Berlin, CG Gruppe Ph

T

he press hailed the Elbphilharmonie, which was inaugurated
be bottom up. To put that in vastly simplified terms: in the past, the
at the beginning of the year, as “Hamburg’s hall of wonders”.
architect/designer would talk to the client/investor and then come up
In fact, many people thought that, after years of the project
with proposals which the investor would agree to. The construction
being delayed and overshooting its budget, it was nothing short of
phase would then start. By contrast, with BIM-enabled processes the
wondrous that the building was able to open its doors to the public
design – of functional buildings such as hospitals, for instance – is not
at all and that Hamburg now has a concert hall with outstanding acoujust in the hands of specialists in the building industry. Users can also
stics and world-class architecture. On the other hand, as one disastbe brought into the process. To stick with the example of a hospital:
rous announcement followed another over the years, property experts
at the beginning of the design process, doctors, nurses, and adminishad long since ceased to be surprised. “We would netrators also feed in information, along with their exver have had all this trouble if they had only used BIM,”
perience and ideas, about what goes into making a
was the philosophical opinion voiced.
well-functioning medical facility. An example of this
BIM stands for Building Information Modelling and
would be ensuring that the rooms where surgical inis a new, transparent and networked 3D design tool.
struments are sterilised are not too far away from the
of German
What is special about it is that buildings are first of all
operating theatre.
Interfaces play an important role in making sure
completed as computer models in a multi-stage proarchitects work with BIM.
everything runs to plan. Ultimately everything has to
cess that incorporates all the trades. Only then does
be coordinated – before and also during construction. And here there
construction begin. This digital prototype contains all the information
about the building: the floor plans, fixtures and fittings, materials used,
are still all manner of obstacles to be overcome. “Everyone involved
the various building phases, schedules, costs and all the tradespeople
in a project – and that includes architects, structural engineers, builand companies involved.
ding services engineers and all other engineers – will have to be far
more disciplined than they were in the past and will have to step up
Radical culture change
to the plate and resolve technical problems,” says Dirk Druschke, ar“All the possible options – with costs and timing – can be simulated
chitect and CEO of Duisburg-based architects practice Druschke and
at an early stage of the design process. This makes it possible to idenGrosser. The firm is in the process of switching to BIM and his team is
tify any potential sources of risk and minimise interfaces between the
undergoing appropriate training. Because Druschke is certain of one
different trades,” says Peter Liebsch, Head of Digital Tools at Drees &
thing: BIM is set to become standard practice.
Sommer AG. “Building it twice” insiders call it. And they even talk of
building in a “fourth and fifth dimension”, because BIM not only proConsiderable success
duces a three-dimensional model, it is also the first tool to make it
It already is standard practice in the United States. Years ago, two propossible to continually review timings and costs – which from time
jects – the Disney Concert Hall (built in 2003) and the Denver Art Muimmemorial have been the most sensitive and conflict-ridden aspects
seum (2006) – piloted the introduction of BIM. “Whereas at the beof building – in a transparent way. Most of the problems experienced
ginning the results fell a long way short of expectations, processes in
with the Elbphilharmonie or the Berlin-Brandenburg airport could no
the second project were optimised with considerable success,” says
doubt have been avoided with BIM.
Jan Reinhardt. Today BIM is a reality in all types of construction proBut BIM is far more than a computer programme for simulating a
ject: whether large or small, complicated or simple – no one in the
building in 3D during the design stage. BIM is about new ways of maUnited States would consider giving up the advantages of exact design
naging projects – and the industry is already talking about a radical
and more efficient construction, says the Principal of Adept Project
culture change. It is a change not just for architects, designers and the
Delivery, a Philadelphia-based consultancy specialised in BIM.
By contrast, BIM is still in its infancy in Europe – with the excepconstruction industry. It will also be a challenge for clients and users
who will have to define very precisely what they want from a builtion of the United Kingdom. Drees & Sommer’s BIM manager, Peter
ding before the first sod is cut. And that is new. It is new beLiebsch, thinks the fact that the Anglo-Saxon countries are out in front
cause until now the modus operandi in the design and
on this stems from the difference in the way structures have historibuilding process was top down, whereas it will now
cally evolved and from the difference in their attitude to data and ▶

15%

The design team (above) are working together on a digital model.
Peter Liebsch (third from the left) is BIM manager at Drees & Sommer. He coordinates the various processes, evaluates any design and
interface issues and describes the best solutions. His company has
used BIM from day one in its work on the experimenta new build
(below). This futuristic building, scheduled for completion in 2019, is
set to be the new eyecatcher on the edge of Heilbronn city centre.
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“We have to develop in-house BIM capacities,
especially in the IT and project management
departments.”
Bent Mühlena, Head of the Real Estate
Project Management Department
at Union Investment Real Estate GmbH

open data platforms. “In the United States and Australia, for example,
Management Department. In the case of this project, an external BIM
people do not see data protection as the most important aspect when
manager – a general contractor with their own construction departit comes to web-based projects. In Austria, Germany and Switzerland,
ment – was responsible for bringing all the different threads together.
on the other hand, open platforms and cloud solutions tend to be vie“But we are well aware that we are going to have to develop in-house
wed more critically,” says Liebsch. And so it’s no wonder that many
capacities here, especially in the IT and project management departcompanies in Germany are immobilised in the face of the digital revoments,” Mühlena continues. Ultimately, at some point every building
is completed and then all the data from all the different departments
lution – like rabbits caught in the headlights.
have to be available so that they can be passed on to the Asset Ma“No one has a clue, but everyone is doing BIM,” says engineer
nagement Department, for example.
and architect Wolfgang Zimmer of the Essen-based architectural practice Koschany + Zimmer Architekten (KZA), who has written numerous
reference works on BIM. Basically everyone is convinced it is a good
A new era of transparent buildings
idea to work with computer-aided design models. But just how to do
BIM-based buildings offer massive advantages over conventional
this often has a large question mark attached to it. A not insignificant
buildings, especially in the operating phase when it comes to repairs,
part of the uncertainty is the cost factor. Hardware,
maintenance and conversion work – even just in
software and training cost several thousand euros
terms of the vast amount of available information.
BIM stands for
per employee, and the time people need to become
For example, data on every building component
Building
Information
Modelling,
familiar with the system also has to be factored in.
used is stored in the system, something experts call
a new, transparent and
“It’s not just a matter of pressing a button. You have
“attribution”. If a window needs fixing, the propto allow six months per employee,” says Zimmer.
erty manager just scans the barcode with their
networked method of designing in
In his own company, all 40 designers in the
smartphone to instantly find out the window’s age,
60-strong workforce have switched to 3D software.
series and manufacturer and the price paid for it.
It is currently hard to say to just what extent
Data is even stored on how much CO2 was proBIM has established itself in the German construcduced in the process of manufacturing it. “And then
tion and property sector. There are no figures here. If the system takes time and cost into I just have to press a button to order a replacement
“We know from surveys that about 15 percent of account, experts speak of a fourth and window,” says Mühlena, brimming with enthusiGerman architects are currently working with BIM
asm for “transparent buildings.”
fifth dimension.
in varying degrees,” says Zimmer, who is active in
But any BIM model is only as good as the data
the BIM expert group within the Federal Chamber
it contains, he stresses. And the systems that everyof German Architects (BAK), which has its head office in Berlin. The
one needs to access have to be compatible with one another. Hownumber of architects who want to treat every building as a one-off
ever, a look at the countries where BIM is well established shows that
and design and build it on that basis is decreasing noticeably. The Berthere are different ways of organising the platforms. In the United
lin-based CG Gruppe, which is currently carrying out housing projects
States and the United Kingdom what are known as closed BIM envithroughout Germany worth €1.8 billion, intends to be on top of the
ronments have become the norm; everyone involved in the project
digital revolution by the end of the year. “I believe that it is no longer
works on a single platform with the same software.
possible to build housing cost-effectively without standardised, digital
By contrast, most European countries use open BIM platforms.
processes,” says CG’s boss, Christoph Gröner.
Each of the authorised companies involved in the project is free to
choose which software to use. But that does not always run smoothSimulate and calculate tenants’ wishes
ly as became clear in the initial pilot projects. “If there is a choice of
A new office build in Amsterdam – head offices for Stibbe law firm –
many different data formats, users have to agree on the lowest comhas also given Union Investment Real Estate GmbH a taster of what
mon denominator for sharing data. This can cause loss of information
working with BIM is like. “We were able to use a 3D model to track
during the design process,” says Drees & Sommer’s expert Peter
the construction progress on a daily basis, right down to the smallest
Liebsch, talking of his experience. There has to be harmonisation across
building element,” says Bent Mühlena, Head of the Real Estate Project
IT systems – and, of course, the same is true for the project partners. •

Two projects – the Walt Disney Concert Hall in Los Angeles, California, which was built in 2003 (below) and the Denver Art Museum
in Colorado, built in 2006 (above) – piloted the introduction of BIM. At the beginning, the results fell short of expectations, but
optimised processes in the second project produced considerable success.

Photos: imago/UPI Photo, Getty Images, Union Investment
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When parking is a treat for the senses
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places & spaces
The Real Estate Magazine of Union Investment

Cars replace big screen stars
The Michigan Theatre in Detroit, United States,
provides a parking experience in the French
Renaissance style. Since it was not possible to
demolish this former cinema without destroying the adjacent office building, it was turned
into a three-storey car park in 1977, 50 years
after its opening.

Green and centrally located
The idea was that 18 Kowloon East would not
be yet another of Hong Kong’s cold and shiny
tower blocks. And so the parking decks on the
lower storeys of the building were intensively
planted. This has a huge impact on the way
the building looks but, at the same time, the
plants improve the air quality on the parking
decks and in the neighbourhood.

A multi-coloured car park
Brightly coloured geometric patterns have
transformed Sydney’s underground car park
72DP into a vibrant and inviting work of art.
Architects Marsh Cashman Koolloos (MCK)
worked with the designer/artist duo Craig &
Karl to create this bright colour scheme to
dispel any hint of dark underground gloom.

The beauty of the beasts
Some car park structures have a special
look that catches the eye. There are no constraints on the materials they can use: glass,
wood, aluminium or textile fabric. The motifs might be taken from the car park’s surroundings or be based on individual wishes.
Anything is doable, as the herd of zebras on
the car park at Heidelberg zoo illustrates.

Sexy six pack

As if magicked away

Architects’ practice Herzog & de Meuron
had a whacky idea for Miami’s 1111 Lincoln
Road parking garage: the car park would
be naked from the waist up to show its
muscles, just like the sexy bodybuilders on
Venice Beach. Reason enough to not bother
with a façade.

Car lifts in car parks are a great idea wherever
there is a shortage of space. The 17th century
Palazzo Compostella già Dolfin in Crema, Northern Italy, has been elaborately refurbished.
Since then the entire courtyard has been used
as an invisible car park with 18 parking spaces
beneath its paving.
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Curious, innovative, sexy: some car parks are out to impress with their unusual architecture and offer far more
than just somewhere to leave your car. By Elke Hildebrandt
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Morphosys headquarters, Planegg
Union Investment has acquired the headquarters of biotech company Morphosys in
Planegg, near Munich. The 14,000-square-metre office building, which is fully let, is the
first acquisition by UII German M, the new open-ended retail fund for institutional investors, which was launched with an initial endowment of €313 million in property assets.
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Grand Central Saint-Lazare, Paris
Union Investment acquired the Grand Central project at Saint-Lazare station in Paris for
UniImmo: Deutschland, an open-ended retail real estate fund. The business centre with
its 23,600 square metres of rental space was sold by The Carlyle Group project developers. Completion is scheduled for mid-2019.
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The building on 1511 Third Avenue in Manhattan is one of four high-street properties
that Union Investment acquired in 2016 as part of a joint venture deal for UniImmo:
Global. American company TIAA-CREF, one of the world’s largest pension funds and property investment managers, retains as vendor a 51-percent share in the retail portfolio.
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+++ The next edition of places & spaces will be available in September 2017 +++
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