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Sustainability Pays
by Professor Maximilian Gege

The German Chancellor inspects the ef-

sche Post and Deutsche Telekom –

fects of climate change in Greenland;

producing a higher quality product in

two major US toy companies recall

a way that conserves resources, impro-

Chinese products contaminated with

ving the efficiency of energy use,

lead; investment bankers fear that the

ensuring employees enjoy good

price of oil could rise by as much as

working conditions, and showing

30 percent before the year is out; Ja-

commitment to society.

panese carmakers agree to pay large

Property companies will follow this

amounts of compensation to asthma

trend – for the good of their customers

the German Working Group

sufferers. What does all this have to do

and hence themselves. After all, given

for Environmentally Aware

with real estate? A lot. Not just because

the rising cost of energy and new re-

buildings play a considerable part in

gulations on climate and environ-

the output of carbon dioxide or be-

mental protection, office and housing

cause tenants and owners may have

tenants will be scrutinising property

to pay higher heating bills this win-

in terms of environmental aspects and

ter. Far more is at stake: the interac-

energy efficiency just as stringently as

tion between economics and ecology,

private and commercial developers.

the impact that social changes have on

As much as 40 billion euros could

commercial activity and, by the same

be saved in building-related ener-

token, the opportunity as a sector to

gy costs every year in Germany – an

positively influence social development.

enormous boon to both commercial

Something that has long been appa-

companies and private households.

rent to carmakers, chemical companies

Granted, it cannot be done without

and banks is becoming increasingly

initial investment. But depending

important in the global economy for

on how fast energy prices rise, this

the property sector – namely safe-

investment would pay for itself

guarding long-term corporate suc-

after just eight to 12 years. That’s

cess through “sustainable business.”

not too long to wait, especially for

What this means in practice has been

the property sector, which is used to

demonstrated by the 500 members of

long-term planning.

B.A.U.M. e. V., the German Working

Sustainable business is crucial to a sec-

Group for Environmentally Aware

tor whose product is almost unique in

Management, which includes Adidas,

having to survive on the market for

Bosch, Siemens, DaimlerChrysler, Deut-

several decades.

Professor Maximilian Gege is
the chairman of B.A.U.M e. V.,

Management.
For more details,
log on to:

Photo: B.A.U.M. e.V.

www.baumev.de

P L A C E S & S PA C E S 0 4 _ 0 5

CONTENTS

M A R K E T & I N D U S T RY

06
Sustainable Investments Many sectors have
realised that sustainable business practices pay, and
have made them part of their corporate strategies.
The property sector used to lag behind in this
respect, but now, things are changing. Page 6

Interview Judith Gabler, managing director of
RICS Deutschland, spoke with Places & spaces about
sustainability in the German property sector, the
costs associated with energy-efficient buildings,
and the effects of the new energy pass. Page 13
Straddling Occident and Orient Due to Turkey's
growing consumer demand, international investors are currently investing more and more in Turkish

Photos: Artur/View/ Paul Raftery; Laif/Frank Tophoven; Union Investment; Corbis/Bob Sacha; Getty Images/Photonica/Nicholas Prior

shopping centres. Page 14

14

PEOPLE & WORK

S PA C E & I N V E S T M E N T

Space Savers In an effort to reduce costs, many

Beds in Demand Europe's hotel sector is booming,

companies are leasing smaller offices. Demographic

attracting institutional investors. As a result,

changes and the relocation of jobs to low-wage

transaction turnover on the hotel market reached

countries could also cause the demand for office

record heights in the past year. Page 22

space to fall. Page 18
Fine-tuning Open-ended real estate funds are
increasingly relying on financial engineering to

22

steer profit-related factors, thereby
optimising income. Page 26
Interview Reinhard Kutscher, chairman of the
management board of Union Investment Real Estate
AG, on the prospects for open-ended property funds
and the firm's international restructuring. Page 29

NEWS IN BRIEF

German Activity Union Investment Real Estate AG
details its latest acquisitions in Germany;
commercial property in Germany delivers record
turnover during the first half of 2007. Page 30

30

18

P L A C E S & S PA C E S 0 6 _ 0 7

M A R K E T & I N D U S T RY

Sustainable
Many industrial sectors have long since realised that sustainable business
The property sector seemed to be lagging behind in

Property life cycle
Given the ever-increasing price of energy, the
property sector can no longer afford to ignore
the topic of energy-efficient buildings. According to a survey by Jones Lang LaSalle, in OECD
countries, the construction, operation and demolition of buildings accounts for anywhere
from 25 to 40 percent of energy consumption,
around 30 percent of consumption of raw materials, and anywhere from 30 to 40 percent of
greenhouse gas emissions.

Investments
practices pay, and so have made them part of their core corporate strategies.

Photos: Getty Images/Imagemore; Corbis/Tetra Images;
Corbis/Solus-Veer/George Hammerstein; Picture-Alliance/Stefan Sauer

this respect. Now though, things are starting to change

Solar cell panels sail in Barcelona's harbour. Renewable sources of energy are
meant to help reduce the harmful effects of greenhouse gas emissions.
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The agony of choice already faced by British shoppers has recently been intensified. In addition to assuaging their
eco-consciences and demonstrating their global and social awareness by buying organic and fair-trade products, they can now do
their bit for global climate protection simply by picking items off
the supermarket shelves. How come? It’s very simple. Each of us
contributes to the global emission of greenhouse gases, be it by
driving a car, flying on holiday, showering, or buying exotic fruit
that has to be flown halfway round the world before ending up
in your local supermarket’s produce department. This individual
share of responsibility for global warming is known as your “carbon footprint.” But help is at hand with “carbon-neutral” supermarket ranges designed to minimise our carbon footprint. Those
who buy bananas grown in far-off countries can now rest assured
that the supplier has launched a scheme to offset the carbon dioxide emissions caused – for example by planting trees or even
through especially energy-efficient production, packaging and logistics. “Seen to be green” is the name of the game among more
and more British and American companies.
There’s no doubting the impact of the global climate debate.
These days everyone – customers, business partners, politicians
and society – is expected to show a sense of responsibility. They
are all “stakeholders,” after all. And it’s long been realised in the
boardrooms of multinationals that stakeholders’ opinions can
make or break a company’s reputation – and hence its business.
In fact half of a product’s price depends on its manufacturer’s
reputation, says Beate Schmid, director of the Institute of Media and Communication Management at the University of St.
Gallen. Given the recent scandals in China involving hazardous
levels of lead-based paint in toys and the collapse of a brandnew bridge, not to mention the now undisputed climate change and the urgent need to reduce carbon emissions, companies
in all economic sectors face a common truth. Only those who
take product responsibility and quality management seriously
for the good of their clients and customers and conserve our

finite resources of energy – in short, those who think globally but act locally and have tomorrow in mind in their everyday
business – are operating sustainably and hence safeguarding
their own future.
Then again, this is easier said than done – something that has
mainly to do with the complexity of the term “sustainability,” and
the debate about what sustainable business actually means. The
original idea is quite simple. The term sustainability was coined
in forestry, where the number of trees chopped down must not
exceed the number of new trees growing within a certain timeframe. That was in order to ensure a permanent supply of wood.
Those who are too greedy today endanger the foundation for
their existence tomorrow.

U S I N G E N E R G Y M O R E C A R E F U L LY
With time, this concept spread to other industries, especially those such as the automotive industry, in which product development takes years. Retail chains, insurance companies, banks
and chemical giants have all come to realise that they can only
be equipped for the future if every single decision is taken with
the consequences for tomorrow in mind. The main tenets of sustainable business currently include ecologically efficient production techniques, environmentally friendly products, the responsible
treatment of staff, nurturing the next generation of employees,
and finally, a visible commitment to society.
Accordingly, one of the main elements of all responsible corporate philosophy and practice geared to the future is the careful consumption of energy. In a survey conducted among 47,000
members of the Royal Institution of Chartered Surveyors throughout the world, about 60% declared energy supply to be the single
most important component of sustainable management, followed
by soil pollution, transport and waste issues.
Despite this, considerable differences were noted between
sectors in the Sustainability Audit conducted by the RICS and the
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Oxford Institute for Sustainable Development. For example, the
public education and healthcare sectors were found to act more
sustainably than the oil and gas industry or investment management. Even though the property sector is ideally equipped to carry
out and even directly profit from energy conservation, it appears
to be neglecting something that is regarded as the key factor of
sustainable business. Analysts at Swiss bank Zürcher Kantonalbank, for example, were only able to identify five property companies in the world (and none at all in Germany) which could be
recommended to investors keen to back companies operating sustainably. They reviewed commercial activity in terms of sustainability using more than 130 criteria. The only five companies to
fit the bill were British Land, Land Securities and Hammerson (all
with British roots), the Australian Investa Property, and Mitsubishi
Real Estate in Japan.

R E W A R D I N G S U S TA I N A B I L I T Y
Sustainability reports complying with the rules of the Global
Reporting Initiative are indeed non-existent in the German property sector. The GRI Guidelines, already in their third edition,
prescribe the way in which a company’s economic, ecological
and social performance should be presented. International property corporations are more likely to follow the GRI standards.
For example, in May, Portuguese shopping centre developer and
operator Sonae Sierra became the first company to win the ReSource environmental prize awarded by the International Council
of Shopping Centers (ICSC). According to the jury, Sonae Sierra
was chosen specifically because of its “innovative sustainable
development management.” The jury highlighted two of Sonae
Sierra’s shopping centres as outstanding examples of sustainable project development: the brand-new Mediterranean Cosmos
in the Greek city of Thessaloniki and the ecofriendly expansion

of RioSul Shopping, a retail and leisure centre in Seixal just outside Lisbon. “The aim is to make each individual shopping centre
both profitable and environmentally friendly,” the head of the
jury, Stephen Pragnell, said as he explained Sonae Sierra’s approach at the awards ceremony. The company has realised that
although environmentally aware construction may not always be
the cheapest option, it harbours more advantages in the long
run – namely “good return on investment and satisfied customers,” Pragnell said.
Professor Adrian Pitts from the School of Architecture at the
University of Sheffield in the UK also emphasises that an environmental approach to building pays off in the long term for
developers. “This means that the value of investment in buildings can be optimised not by simply building cheaply and relying on asset value growth, but by management to maximize
income from rental over the lifetime of the building,” he said.
“Nowadays companies are interested in renting smaller but more
flexible, high-quality premises – and are willing to pay a higher
price for them.” Project developers and property investors who
respond to the needs of this clientele stand to reap handsome
rewards as, ultimately, the investment will offer higher security
in the long term. “Many major companies are now interested in
renting smaller spaces but of higher quality and with more flexibility,” Pitts said. “And such spaces are more easily let in areas
or times of oversupply.”
“Sustainable construction has a number of advantages, as
you can lower a building’s costs in the long run, raise tenant
satisfaction and protect the climate,” said Professor Maximilian
Gege, chairman of the German Working Group for Environmentally Aware Management, also known by its acronym ‘BAUM’
(coincidentally, the German word for tree). With more than 500
member companies, B.A.U.M. e. V. is the biggest organisation
of its kind in Europe. “More than anything else, energy effici-
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Oil and Gas

28.1

ency will play a huge role in the future, meaning that everyone
would be well advised to pay attention to it now and to act accordingly,” Gege said.
In the future, energy consumption is likely to become one of
the main indicators of a building’s quality. “As long as energy costs
keep rising, tenants will react extremely sensitively to the costs of
all overheads, the lion’s share of which is known to be accounted
for by energy,” said Jörg Nehls, CEO of property consultants DTZ
Deutschland. A recent survey among 100 British property companies revealed that the overwhelming majority would be willing to
pay 10 percent more rent for a building designed to be energy-efficient. “Energy efficiency will hence become the new quality criterion for premium property,” predicted Nehls.

Photos: Union Investment (2)

E N E R G Y- E F F I C I E N T B U I L D I N G S
This development looks set to be encouraged by the introduction of a Europe-wide energy pass, a concept which has already passed into German law. Under the new legislation, as
of July 2008, anyone selling or letting a property built before
1966 will be obliged to have an energy pass drawn up. Owners
of newer buildings will be granted an additional six months to
have the energy consumption of their property certified by a
qualified expert. For non-residential property such as offices,
hotels, shops and schools, this obligation will only come into
effect as of July 2009. The impact is likely to be similar to that
already observed in connection with refrigerators, washing machines and cars, with customers being able to see at a glance
whether a building is leaking heat and whether its design and
technical systems mean that energy is used at all economically.
The scheme is designed to raise awareness of energy efficiency
among private home-owners, landlords of flats and offices, as
well as project developers and investors – and to motivate them
to bring the buildings they own up to scratch. According to Judith Gabler, managing director of RICS Deutschland, the energy
pass will give an extra boost to the topic of sustainability. “The
energy pass will lead to more openness,” she said. “Tenants
will be able to directly compare the energy figures of different
buildings. And this will give low-energy buildings a competitive
edge.” (See interview on page 13)
The importance of this long sought-after legislation is demonstrated by statistics. “Buildings account for nearly 40 percent of carbon emissions during construction and use,” Gabler
said, adding that in very large cities and conurbations, buildings
are responsible for as much as 70 percent of the carbon dioxide
released into the atmosphere. The reasons why many buildings
leak so much energy include poor or inadequate insulation, inefficient heating and cooling systems, the lack of regenerative
fuels, low exploitation of daylight – and the fact that they are
sometimes far bigger than necessary.
A brief look at Germany’s housing stock illustrates what an
immense quantity of energy could be saved. About 80 percent
of the country’s housing stock was built before 1979 – the year
in which thermal insulation regulations first came into force for

The Central Plaza Hamburg, known as the Unilever House (above),
belongs to Union Investment Real Estate AG's portfolio. The company plans to begin the sustainable reconstruction of the building
in early 2009. Once completed, the building (simulation, below)
will meet current regulations on energy efficiency.

Demolition of a high-rise
in London's financial district: Reconstruction is
not always the most
economical or
option.

new buildings. Only a fraction of these buildings that are more
than 30 years old have been refurbished with a view to saving
energy. Dena, the German energy agency, estimates that over
the next 20 years, about half the housing stock (some 19 million dwellings) will have to be modernised with respect to energy
consumption. If these buildings were gradually brought up to
current standards, as of 2020, Germany would be able to reduce
the amount of carbon dioxide it emits into the atmosphere by 37
million tonnes a year. Taking into account the continuously rising
price of energy, the federal ministry in charge of construction
estimates that if building owners refurbished their properties and
modernised their heating systems, they would be able to save
about 40 billion euros over the next 13 years. Jörg Nehls of DTZ
Deutschland believes that the introduction of the energy pass
is bound to change the views of office landlords and tenants.
“For the first time, a building’s energy consumption will be visible, quantifiable and comparable,” he said. “The energy pass
will improve transparency and also provide a reliable guide for
properties and their users, generating a demand segment.”

V I S I O N A RY C O N C E P T S
While it’s true that German property companies are not yet
publishing sustainability reports or, unlike companies in the US
and UK, using sustainability as a market tool, some firms in the
housing sector at least have long been applying the principles
of sustainability to their work. One example is Bauverein AG in
Darmstadt. “Our aim is the five-litre house,” said Arne Schreier,
quoting the company’s pithy formula for the future. He is currently in charge of modernising four residential buildings dating
back to 1949/50 to exceed the level specified by the current EnEV
Energy-Saving Directive by 20–30 percent so that, theoretically,
they will require no more than five litres of fuel oil per square
metre of living space every year. Half of the 112 flats will be let,
the other half being sold to owner-occupiers. “Judging by the
success of letting and sales, our concept is working,” Schreier
said. Even though the monthly rent exclusive of heating has risen
from about five to eight euros per square metre following refurbishment, almost all the apartments have been let. And some 80
percent of the flats for sale at a cost of 2,100 euros per square
metre were sold prior to completion.
Arne Schreier is convinced that the investment of about 870
euros per square metre was worthwhile, not just for Bauverein
AG but also for the tenants and owners. Depending on how
energy prices develop, users stand to save six to 10 euros per
square metre a year as a result of the refurbishment. This in turn
gives landlords more scope. If the overheads are lower, the rent
excluding heating can rise – for lessors of residential, office and
industrial properties. “This enables us to refinance our modernisation measures and to invest in intelligent energy systems instead of needlessly consuming natural resources and polluting
the environment.” Schreier said.
Commercial property owners are also starting to rethink
things. Last autumn, Bonner IVG converted its business park in

Photos: Getty Images/Peter Macdiarmid

energy-efficient
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Taufkirchen near Munich to bioenergy. As a result, tenants’ energy costs have been cut by about a third. The new Stuttgart
headquarters of energy conglomerate EnBW intends to slash
its primary energy consumption by 54 percent in comparison
to similar buildings by means of concrete core activation and
geothermal heating.

S U S TA I N A B L E P O R T F O L I O S
Berlin-based architects Matthias Sauerbruch and Louisa
Hutton have also demonstrated one form that the energy-efficient modernisation of buildings can take. The head office
of Berlin housing company GSW featuring a striking 17-storey
building dating from 1961 has been transformed into Germany’s
first ecological tower block. The building contains no mechanical ventilation, while a new double-skin glazing with sun-

screens in between could as much as halve energy consumption compared to a conventional tower block.
Over the next two years, the property sector will increasingly embrace energy efficiency, ecological architecture and
sustainable district development. “Owners and investors will
have to review their portfolios in terms of energy aspects,”
said Nehls, adding that they should also be ready to shoulder the related investment. The DTZ CEO believes that this
investment will pay off in the long term: “We expect the rent
return and value of energy-saving properties to develop better than for conventional buildings in the same location and
quality,” he said. This should provide enough incentive for
the property sector to take the carbon footprint of its clients
into account. The first carbon-neutral lease may well be just
around the corner!
Anne Wiktorin is a freelance journalist in Cologne.

“Germany will quickly catch up”
Places & spaces: Why in your
view has the German property sector failed to embrace the benefits
of sustainability in terms of both
corporate philosophy and its product, i.e. real estate?
Judith Gabler: It’s true to say that
Germany has been slow off the
mark. The Royal Institution of Chartered Surveyors for example has
now been dealing internationally
with the issue of sustainability for
more than five years. Sustainability was introduced into the compulsory programme for the chartered
surveyor examinations in Germany a year ago. One reason why we
are somewhat behind could be the
fact that the actual cash value of a
building still plays a relatively important role in Germany. But this
approach is already changing – and
as a result sustainable business is
becoming more important. Another
aspect is that professional associations in the German property sector
tend to be relatively small and
there has been no single organisation with enough muscle to promote sustainability. But now there are
clear signs of change, and the government is encouraging the pro-

perty sector to use its expertise to
introduce sustainability.
Places & spaces: Are property
companies abroad really more sustainable – or do labels like ‘carbon-neutral’ simply mean they are
better at marketing?
Gabler: No, I can’t say that foreign companies are on the whole
more sustainable than their German counterparts. After all, German companies abroad continue
to demonstrate that they have the
expertise needed to implement the
principle of sustainability in real
estate projects. And there’s definitely an element of marketing in
terms like “carbon-neutral,” which
in our view need to be more clearly defined.
Places & spaces: Are ecological,
energy-efficient buildings more expensive than conventional ones?
Gabler: Yes, the construction costs
are certainly higher. But they pay
for themselves over a building’s
lifetime since the management
costs are considerably reduced.
And this creates more scope regarding the basic rent.

Places & spaces: What will the
new energy pass achieve?
Gabler:Above all, it will make for
more transparency. The energy pass
will show a building’s core data
– and it will have to be hung on
display in public buildings. This will
boost comparability since customers will be given more information
about certain quality characteristics. Furthermore, recommendations
will be made on how to improve a
building in energy terms. The energy pass is not a static document but
will pave the way for improvement.
Places & spaces: Can we look forward to a carbon-neutral lease?
Gabler: There’s no doubt that environmental awareness is increasing among residential and office
tenants, and that they are also
paying more attention to the costs
of overheads. The general trend is
clear: it boils down to energy efficiency, the use of renewable energies, and construction that doesn’t
waste natural resources. But the
completely carbon-neutral lease is
still a utopian dream.
Interivew by Anne Wiktorin

Photo: RICS Deutschland

Judith Gabler, managing director of the Royal Institution of Chartered Surveyors (RICS) Deutschland, spoke with Places & spaces about sustainability in the
German property sector, the costs associated with energy-efficient, environmentally-sound buildings, and the effects of the new energy pass

Judith Gabler is managing director of the Royal Institution
of Chartered Surveyors (RICS)
Deutschland.
For further information, visit
www.rics.org or send an
e-mail to jgabler@rics.de.

Straddling Occident
and Orient
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Due to Turkey's growing
consumer demand,

international investors
are currently investing
more and more in Turkish
shopping centres

View of the Ortaköy Mosque in Istanbul:
Turkey's positive economic development has awakened the interest
of international real estate investors.
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Turkey will continue to be ruled by a conservative,
religious government. In July, the Justice and Development Party (AKP) was returned by an overwhelming majority, with Recep
Tayyip Erdogan being reinstated as prime minister. But this doesn’t
stop young urban Turks in particular from wanting stylish, modern
clothes or aspiring to state-of-the-art home entertainment products such as HD television sets and the latest computer games.
These and many other consumer items are sold in the various
shopping centres throughout the country, and especially in Istanbul. Although these malls are still mostly Turkish-owned, foreign
investors are increasingly making headway on the market in an
effort to share in the rising consumer demand.
Istanbul’s oldest shopping centre, Galleria Ataköy, was opened
in 1988 on the motorway connecting Atatürk International Airport
to the city centre. Containing 45,000 square metres of retail space,
it was the first modern, Western-style shopping mall in Turkey – and
ushered in a major shift in the country’s retail sector. True, apart from
the Grand Bazaar, guidebooks to Istanbul still recommend shopping
on Istiklal Avenue in the European Beyoglu quarter. But although
travelling on the vintage tram is certainly great fun, the avenue has
long lost its sheen, for the world of fashion has changed – just as it
has in the pedestrian zones in Western European cities.

Photos: Laif/Frank Tophoven; Kanyon/Murat Germen;

HIGHER INITIAL RETURNS
The number of large shopping centres in Turkey has grown
since 2005. These days retail makes up 20 percent of Turkish GNP,
enjoying high demand and harbouring mounting investment opportunities, according to a recent analysis published by international property consultants NAI Apollo. The reasons are described by
a new OECD study as continuous growth in GDP (around 6 percent last year), falling inflation and unemployment (both about 10
percent in 2006), and higher foreign investment. The OECD also
forecasts economic growth of nearly 6 percent for the next two
years (see chart). Economic development has driven up the available
per capita income in Turkey to an all-time high of almost $5,500,
boosting consumer spending. The average age of the population
is younger than anywhere else in Europe – and average income is
currently higher than in Romania or Bulgaria, for example.
The positive development of the Turkish economy has also
aroused the interest of property developers. “Turkey has become
an attractive country for investment,” said Michael Montebaur,
deputy member of the management board of Union Investment
Real Estate AG in charge of international asset management. This
explains why, in recent months, more and more foreigners have
been investing in Turkey. “Shopping centre investments are particularly attractive because the initial yields are much higher than
in Western Europe,” Montebaur said. Additionally, the investment
risk in Turkey as an emerging market is significantly diminished by
both economic and population growth.
Modern retail forms stand to profit most from this economic
upswing. A survey conducted last year by Kuzey Bati, a consulting firm specialising in retail, listed 107 large shopping centres in
Turkey with more than 10,000 square metres of retail space each,
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including 51 in Istanbul alone totalling 1 million square metres.
Planning was also underway for 22 shopping centres while another 20 were already under construction. These Turkish malls are
concentrated in the big cities of Istanbul and Ankara as well as,
to a lesser extent, Izmir, although shopping centres are also being
developed in secondary cities such as Mersin, Antalya, Kayseri and
Eskisehir. Given the presence of large chain stores like C&A, IKEA
and Media Markt now expanding in Turkey, market research institute GfK Prisma predicts retail space in modern shopping centres
will expand exponentially, especially in the capital Ankara.
However, the office market is also growing. For example, NAI
Apollo reports that monthly rents for high quality office space in
Istanbul have reached $30 per square metre. Istanbul accounts for
about 60 percent of the total office property market in Turkey. According to NAI Apollo’s study, the supply of high-quality office space
in the main business district totals nearly 1.3 million square metres,
with 1.05 million square metres in the European business district
and the remaining 250,000 square metres in the Asian district. In
2006, office space expanded by 3.7 percent, reaching the highest

"Kanyon“ is Istanbul's most modern shopping centre. The complex also
includes an office tower and three residential buildings that form an arc
around the four-storey mall under the open sky.
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level of the last three years. Forum Istanbul, currently the biggest project in Turkey, is being carried out
by property developer Multi Turkmall. Featuring
148,000 square metres of retail space along with
residential property, cafés and restaurants, display
areas and even an aquarium, it is being built in the
borough of Bayrampasa near the central bus station,
and is scheduled to be completed by the end of 2088. The
anchor tenant will be Swedish company IKEA. When IKEA opened
its first store on the Asian side of the Bosporus in 2005, more than
500,000 customers turned up on the first day alone.
The financial partner behind Forum Istanbul is Eurohypo, whose offices are housed in "Kanyon," the most modern shopping
centre in Istanbul. It is located in the district of Levent, where
the streets are lined by banking towers and office blocks. "Kanyon" is a Turkish investment by Eçzaci Bati augmented by a REIT
of the IS Bank. However, Murat Ergin, CEO of Kuzey Bati, warns
that “obtaining planning permission for new shopping centres is
becoming increasingly difficult. It even took two and a half years
for 'Kanyon' – and a law restricting shopping centres is currently
being drafted.” The new legislation is an attempt by the Turkish
government to curb the surplus of shopping centres and to regulate the market more strictly. Consequently, the shopping centres

Economic conditions in Turkey
Population
ca. 72 million

Area
814.580 km2

already in existence are likely to rise in value
in the long run.
At present, large numbers of individual
retail outlets are also coming onto the market
in Turkish cities. As a result, initial returns of
nine to 11 percent are at present only possible
in isolated cases. In general, the number of highquality shopping centres is still very low in Turkey compared to
other countries. According to the International Council of Shopping
Centers (ICSC), Turkey as a whole has just 30 square metres of retail
space per 1,000 inhabitants – far below the European average. In
comparison, the Netherlands has a ratio of 460 square metres per
1,000 inhabitants. Istanbul alone, however, has nearly 108 square
metres of retail space per 1,000 inhabitants – almost as much as
Poland. Monthly rents in shopping centres fluctuate sharply depending on location, as well as size and placement of the rental space
between 16 and 129 euros per square metre.
“If you want to get a foothold in Turkey, you can’t afford not to
be in Istanbul,” says Ralf Licht, CEO of Sireo Investment Management based in Luxembourg. In late 2006, Sireo launched its “Fonds 6
Türkei” investment fund aimed at institutional investors in Germany.
It also set up Sireo Turkey in Istanbul, a joint venture with Timsan,
placing more than 300 million euros within just two years.
Foreign companies seeking to do business in Turkey are obliged by law to be represented by at least one branch there. Alternatively, many prefer to enter into joint ventures with Turkish
market leaders, as was the case when Multi Development – a developer and operator of shopping centres from the Netherlands
– entered into partnership with Turkmall. Sector heavyweight ECE
is currently working with KOÇ, while the Metro Group is seeking
partnership with Turkish market leader Tepe.

Istanbul

S I G N I F I C A N T I N V E S TO R I N T E R E S T
Ankara

Eskisehir
Izmir

Kayseri
Antalya

Mersin

200 km

Prospects

Risks

Inflation rate June 2007 8.6 %
(2006 9.6 %), expected to decrease
further

Trade balance deficit (in % of GDP)
2005 6.3 %, 2006 7.9 % (by constant energy costs of 3.4 and 3.9 %)

Growth in GNP of 4.5 %,
2002–2006 yearly 7.2 %

Exports 2006 $85.1 bn, imports
$137.0 bn (2007 same trade balance deficit expected)

Per capita GDP 2002–2005
doubled, 2006: $5,477
Foreign direct investments since
2002 have doubled annually to
$20.2 bn 2006, 1st quarter 2007
$10.0 bn
Productivity increasing
Unemployment rate 2006 9.9 %

Public spending: Increase of 9.3 %
(mainly in construction)
Private expenditure after slight
decrease in 2006 increasing
moderately
Transparency and corruption
rating 65 out of 159 countries
(to compare: Russia ranks 126)

Source: EFG Istanbul Securities, Transparency International, as of: July 2007

In July 2005, the Commerz Grundbesitz Group put nearly 80 million euros into Multi Turkmall’s “Forum Bornova” in Izmir – making
it the first German institutional investor to back a shopping centre in
Turkey. Measuring 45,000 square metres, the project was opened last
October. Just recently, Bauwens Development and Marit (both from
Cologne) opened a branch in Istanbul. And Essen project developer
mfi is currently involved in setting up a Turkish company. Within the
space of a decade it plans to invest a billion euros in new shopping
centres and the refurbishment of existing ones. “Turkey is one of the
most dynamic economies in Europe,” says mfi board member Christina Weiss. “Its favourable demographic development and political
decisions towards a liberal market with more legal certainty make for
outstanding conditions for entering the market.”
The department store sector is developing particularly impressively. Istanbul’s first Media Markt is currently taking shape in the
suburb of Beylikdüzü, financed by an open-ended real estate fund
set up by Union Investment. The company has been represented
in Turkey for a year now through its joint venture with Multi Turkmall, developing a shopping centre in the harbour city of Mersin.
The “Forum Mersin” – a modern shopping centre with around

Photos: Corbis/Owen Franken; Keystone/Orkan Olgun; Union Investment (2)

70,000 square metres incorporating style elements of a classic old
city bazaar – will open at the end of October. The development has
a total investment of around 200 million euros, and will attract an
estimated 10 million visitors each year. Union Investment’s latest
coup is the acquisition of the shopping centre development “Forum Kayseri” for about 250 million euros, another joint venture
with Multi Turkmall. Following the handover of the centre, which
is located in the province of Kayseri in south-east Anatolia, Multi
Turkmall intends to buy back a 50 percent share in the investment.
“The need for high-quality retail space has not yet been met in
Kayseri,” said Michael Montebaur.
Current interest among international investors in Turkish shopping centres is also apparent from the rankings of European retail
investments. According to Jones Lang LaSalle, Turkey was in ninth
place in the first quarter of 2007 with about 100 million euros. All
in all, investments in continental Europe in the first quarter of 2007
totalled some 3.1 billion euros, 53 percent of which was accounted
for by Germany alone. “The fact that negotiations concerning total
investment exceeding another 100 million euros had reached an
advanced stage by the end of the first quarter indicates that much
attention is still being focused on Turkey,” write Jones Lang LaSalle
in their analysis. This was confirmed by London-based property consultants Cushman & Wakefield, who anticipated total investment in
commercial property in Turkey to reach 4 billion euros in 2007 – of
which 80 percent is expected to be in shopping centres.
Gudrun Escher and Nikolaus von Raggamby

Old town bazaar (below) meets modern mall: Union Investment is
represented in Turkey with two shopping centre developments: the
"Forum Kayseri" (computer projection above) and the "Forum Mersin"
(computer projection centre) in Mersin. The latter, which borrows style
elements from a classical bazaar, is set to open at the end of October.
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Office facade: Companies are paying more attention
to the efficient use of space in their buildings.
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Space Savers
To reduce costs, many companies are leasing smaller offices. Demographic changes
and the relocation of jobs to low-wage countries could also cause demand to fall
In many markets, the business of letting is picking up
speed, and rents are increasing. Despite this, the level of office
vacancies remains high. Not even the buoyant economic climate
can reduce the surplus of, above all, second class office space. Demographic change and the relocation of jobs to low-wage countries could cause vacancies to increase in the future. That’s why
many experts believe that the demand for office space in Europe
is more likely to fall than rise.
At the same time, more companies are taking care to ensure that
their offices are used efficiently, assiduously examining how many
square metres are occupied by each employee, the costs per employee and square metre, and the ratio between usable floor space and
ancillary areas such as corridors and kitchens (which should make up
no more than 20 percent). According to a study carried out by Corenet Global (CNG), an international association whose membership
comprises 7,000 corporate real estate executives, service providers
and economic developers, 57 percent of the some 300, mainly USbased companies surveyed have already assessed their offices in this
manner, while another 30 percent plan to do so.

Photo: Getty Images/Science Faction/Le-Dung Ly

TRIMMING OFFICE EXPENDITURE
“This is an issue that has already been high on the agenda for
some time now in Europe,” said CNG’s representative for Germany, Rainer Köllgen. “To survive the international competition, you
have to reduce the size of your premises in order to cut costs.”
The potential savings are indeed large. Whereas in the US, each
employee has around 10 square metres of office space, in countries like Germany, France, Italy and the Benelux states, more than
20 metres is the norm. “We’ve been conducting cost comparisons
for 10 years to find out how our clients can trim down their office
expenditure,” said Alexander Malkwitz from AT Kearney. Monika Litschke, who is in charge of letting at Union Investment Real
Estate AG, has also observed that companies are paying more
attention to the size of their offices. “Over the past few years we’ve
seen tenants becoming more efficient and reducing the size of
their offices,” she said. “This is especially apparent in companies
with an international background and IT businesses.”
This trend is reinforced by the constantly changing world of work.
According to the CNG study for example, by 2010, employees will
only be spending 25 percent of their working time in the office, the
remainder being divided between home, hotels and team rooms.

“Therefore, employers will have to think about how to organise office
space differently and more efficiently – including in Europe,” Köllgen
said. One conceivable approach is hoteling, in which companies make
available a certain number of offices that staff reserve in advance. Under the desk-sharing model, a number of staff working at different
times share the same desk. According to Professor Johann Eisele at
Darmstadt University of Technology, this enables the total number of
desks to be cut by anywhere from 10 to 30 percent.
Whether such strategies actually work remains to be seen.
“Hoteling concepts involving the efficient multiple occupancy

Most important factors in location decision-making
Multiple responses* possible

161

Access to customers and markets
Access to specialised talent

84

Risk mitigation/diversification

68

Quality of life for employees

61

Quality of local infrastructure

61

Government requirements

30

Integration with supply chain

30

Economic incentives

27

Access to low-wage workforce

26

* 312 companies surveyed

Source: Corenet Global, 2004

Fewer working people
Population developments in Germany by 2050 (million)
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Source: German Federal Statistics Office, Wiesbaden 2006, Germany's Population by 2050
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A call centre in Mumbai. In recent years, American firms have moved as many as 1.6 million jobs to places such as India or Eastern Europe. In the

Photos: Laif/Redux/The NewYorkTimes; Artur/Tomas Riehle

same timeframe, European companies have outsourced anywhere from 400,000 to 600,000 jobs.

of workspaces are only suitable for very few companies,” said
Olaf Schmetzer, a partner at Ernst & Yount Real Estate. “If you
still want to provide your staff with innovative offices which are
suitable for both concentrated and communicative work, the
amount of space that can be saved is at most minor.” Then there
is the question of how best to use interior areas with no daylight
– which unlike in the US are simply not allowed in Germany and
many other European countries. “It makes much more sense to
establish office strategies which support the existing working
processes and which can encourage knowledge transfer or reduce the period of familiarisation for new members of staff rather than just trying to save as many square metres of space per
employee as possible,” Schmetzer said.
Labour regulations in Germany and the rest of Europe place additional restrictions on the efficiency of office space. “What goes on in
America could never happen here, even if more attention were paid
to the size of office space,” said Helge Scheunemann, an analyst with
Jones Lang LaSalle. “Moreover, the issue of social sustainability plays
a much bigger role in Europe. Employees are supposed to feel at ease
– and this is another reason why offices cannot be too small.”
Accordingly, office size is a question of not just legislation but also
working culture. “In Europe, office size is both a practical factor and
a motivation factor,” said Tobias Just, an analyst with Deutsche Bank
Research. Employers always keep an eye on how reducing costs could
affect employees’ performance. “Drastic reductions in the amount of
space are rare in Germany,” Just said. “There are no blanket solutions.
Each company needs to decide how to strike a balance.”
Nevertheless, the domestic working culture could soon take a
beating. Recently, more and more jobs have been transferred abroad. This offshoring mentality has led to job cuts and lowered the
demand for office space. DB Research estimates that by the begin-

ning of 2007, US companies had created between 1.2 and 1.6 million offshore jobs in IT and back-office services in places such as India
and Eastern Europe. The number of jobs created abroad by European companies in the same period is put at between 400,000 and
600,000. Then again, says DB Research’s Just, “it has not yet been
proven empirically that this has resulted in net job losses in Europe.
In fact the opposite may be the case – for boosting efficiency frequently leads to new jobs.”
In the meantime, the attraction of offshoring has in the opinion of many experts worn off. “Relocating jobs to India and China
has proved to be much harder than originally thought,” explained
AT Kearney’s Alexander Malkwitz. One of the main obstacles is the
language barrier. “In addition, the service sector is not affected by
offshoring to the same extent as industry,” said Scheunemann. “Af-

Global mix of space required for office workers
Assigned space
Now
2010

Other remote
locations

Unassigned
space

Home space
Source: Corenet Global, 2004, 312 companies surveyed

Team space

Companies are increasingly taking care to ensure that their office space is used efficiently. While in the US, each employee has around 10 square
metres of office space, in Germany, France, Italy and the Benelux states, more than 20 metres is the norm.

ter all, the service sector relies on specialised employees and staying
close to your customers.” Companies’ often unsatisfactory experience
in transferring jobs to the other side of the globe in recent years is
prompting many bosses to reconsider. According to the CNG study,
the low level of wages is no longer the main factor behind opting
for a particular location. Access to customers and markets as well as
the availability of well-trained skilled labour are much more important
criteria. As a result, countries like China and states in Eastern Europe are likely to be attractive in the future as places where companies
can expand and tap additional markets.

D E M O G R A P H I C FA C TO R S
Another factor which could reduce the demand for office space
is the demographic development. The German Department of Statistics estimates that in 2020 there will be 4.2 percent fewer people
of working age (20 – 65) in Germany than there were in 2005 – and
15.3 percent fewer in 2030. Population development elsewhere in
Europe is similar, with the birth rate declining to a level at which it
can no longer offset the number of deaths. “The demographic factor cannot be overlooked,” said Scheunemann. “If there are fewer
people in work, there will be a shortage of specialists. This could
force companies to relocate abroad – which in turn would depress
demand for office space.” The same applies to demand for living
space and retail turnover, both of which would decline in response
to a dwindling population.
Rural regions and those with poor infrastructure will be hit especially hard, since they also suffer from people moving to metropolitan
regions in search of work. A study by Union Investment found the
main cities to profit from this migration in Germany to be Frankfurt,
Hamburg, Munich, Berlin and Stuttgart. The main loser is eastern

Germany – although the cities of Leipzig, Dresden, Halle, Jena and
Magdeburg are exceptions. On the other hand, the findings show that
the demographic effects are at least partially offset by three opposite
structural trends: an increase in residential space per person, a rise in
the number of office employees, and growth in purchasing power.
But what do these three structural trends mean for property investors? How attractive is the European market? “From an
investor’s viewpoint, Europe and North America remain important,
attractive investment locations,” said Reinhard Kutscher, member
of the board at Union Investment Real Estate AG. “The metropolitan regions that will remain attractive in the future include Hamburg, Frankfurt, London, Paris and Munich. By contrast, structurally weak regions will be among the losers.”
It is also the metropolitan regions which are currently profiting
the most from economic growth. “We anticipate that in the main
office locations, the vacancy level will drop to around 2 percent by
2010 and that the top rents paid in Munich and Hamburg will rise
by more than 10 percent,” says Tobias Just. However, vacancies are
unlikely to drop to zero. “There are currently 7 million square metres
of vacant offices in the top five locations in Germany,” said Scheunemann. “Four million square metres are qualitatively speaking, second class, and it is doubtful that they will be let.”
The majority of these unlettable buildings date back to the
1950s, 1960s and 1970s, and have not been modernised for decades. “Investors ought to think about refurbishing old properties
and putting them to different use,” advises Alexander Malkwitz
from AT Kearney. Active property management is already being
widely applied, with good examples including successful projects
such as the Madou Plaza in Brussels and the planned revamp of
the Central Plaza Hamburg, known as Unilever Hause.
Johanna Lutteroth is a freelance journalist in Hamburg.
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Beds in Demand
The European hotel sector is booming, attracting institutional investors.
As a result, transaction turnover on the hotel market reached record highs
during the past year. Now, demand is starting to outstrip supply

European hotel investment
in billions of euros
Individual transactions
Portfolio transactions

8.6

9.4

2003

2004

21.6
16.3

9.0
(1st half of
the year)

5.3

2002

Source: Jones Lang LaSalle Hotel, July 2007

2005

2006

2007

years. The greatest sensation in recent times was the purchase of
the Hilton hotel-chain by the American major investor Blackstone
for $26 billion. What was most prominent in this deal was the acquisition of the operating company rather than the purchase of
the hotel buildings themselves. A more classic example of a hotel transaction was the purchase of 76 Accor Hotels for 583 million euros by the French REIT Foncière des Murs the year before.
Or the sale of 132 Scandic Hotels to EQT Partners for 833 million
euros. And as recently as July of this year, the sale of another 72
German and 19 Dutch Accor properties to Moor Park Real Estate was approved. The British financial investor spent 863 million
euros on the deal.

PORTFOLIO SALES ON THE UP
It would appear that there is no sign of interest in hotel real
estate abating in 2007 after record investment last year. According to JLL estimates, in Germany alone hotels changed hands
in the first six months of the year to the tune of approximately
1.4 billion euros. “That’s equal to about 60 percent of the total
turnover for the previous year,” said Ursula Kriegl, a JLL expert
on the hotel industry in Germany. A massive 93 percent of the
capital invested originated abroad.
In 2006, the transaction volume in European hotels totalled
21.6 billion euros, a figure that is already 38% higher than the
turnover in 2005. In 1997, only about 1.8 billion euros was spent
on hotels. By 2003, it was already almost 9 billion. Even after
record figures for 2006, the European hotel investment market
has remained on a high for the first half of 2007. But at 9 billion euros, transaction volume is fractionally (3 percent) lower
than for the equivalent period in 2006. About 72 percent of total
European hotel investment was down to portfolio transactions.
“The overall transaction volume for 2007 probably won’t reach
the 20-billion-euro mark,” said Christoph Härle, executive vice
president at JLL Hotels.
Portfolio sales were pivotal to the record volume in 2006. At
15 billion euros, the figure was 35 percent higher than in 2005.
About 29 percent of investment volume was allotted to global

Photos: Union Investment (3)

TV and radio pioneer Max Grundig once collected
grand hotels; the Schlosshotel Bühlerhöhe in Baden-Baden was
just one of a string of such hotels in his possession. To this day,
deluxe hotels have not lost any of their allure. German tycoon
Reinhold Würth purchased the Schlosshotel Friedrichsruhe near
his business headquarters in Künzelsau in Baden-Württemberg
and proceeded to invest 40 million euros in it. But it isn’t just private investors; increasingly, institutional investors are showing an
interest in the hotel sector.
After all, business is booming. In the first half of 2007, European
hoteliers have managed to considerably increase turnover. According to a new study from consulting firm Deloitte, profits were up
6.8 percent on the same period last year. “European hoteliers have
the good overall economic situation in the Eurozone to thank for
their good start to the year. In addition to increased demand in the
business sector, it’s the tourism sector which really contributed to
growth,” Deloitte hotel expert Benjamin Ploppa explains. Although
Germany does not feature in the top 10, the German hotel market
has stabilised at a very high level. Hotel operators in Germany have
also benefited. According to Jones Lang LaSalle (JLL), reservations
for four- and five-star hotels in Berlin, Cologne and Munich were
up in the first half of 2007 by an average of 4 percent.
These positive figures are attracting more and more investors to the hotel market. Some spectacular purchases have already been making for remarkably high investment sums for some
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The Radisson SAS Hotel Manchester Airport
(top and below left) and the Steigenberger
Hamburg belong to Union Investment's
hotel portfolio. At present, it
includes 17 hotels with over
5,200 rooms and a value of
around 1.3 billion euros.
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investors who, although they may have their headquarters in
the US, collect capital from a number of countries around the
world. Forty-three percent of hotel investment concerned private equity funds and was either executed by investment bank
Morgan Stanley, for example, or financial investor Blackstone.
Blackstone is currently very active in the hotel sector and, according to a statement from French consulting firm MKG, controls
between 560,000 and 600,000 hotel rooms worldwide. Even
if only taking Blackstone’s move into the business with US firm
Hilton into account, they now have a stake in one of the largest
hotel groups in the world. Hilton currently has about 2,800 hotels with 480,000 rooms in 76 countries. In comparison, British
hotel group Inter-Continental, which going by room figures is
the biggest hotel concern in the world, has about 3,600 hotels
and 539,000 guest rooms in almost 100 countries.
“Five years ago, hotels were still considered unworthy of
interest, and thought of as giving poor returns; that has been
turned on its head,” said Michael Widmann, head of PKF Hotel
Experts in Vienna. Now, banks are once again willing to finance
the development and sale of hotels. Banks had long stayed out
of the sector due to non-performing loans. But when office rents
slumped in 2002, hotels returned to the spotlight. What investors
especially value with regard to hotels, according to Widmann, are
the long-term contracts with the operators, the relatively stable
cashflow and the very low risk of vacancy. Office jobs are prone to risks such as activity being outsourced abroad. “You can’t

close a hotel here and then reopen it in China,” Widmann said.
The phasing out of existing fixed-lease agreements has been the
decisive factor helping to make German hotels attractive to foreign investors over the last three years.
Until now, lease agreements have tended to prevail in Germany whereas abroad, management contracting has long been the
norm. Under lease agreements, the hotel leaseholder pays fixed
payments to the owner whereas under management contracting
the size of the payments depends on the hotel’s success. This
change on the German market is confirmed by JLL hotel expert
Ursula Kriegl. “The tendency now is towards management and
hybrid contracts,” she said. The latter are a combination, whereby a basic rent is topped up with payments depending on how
successful the hotel is.

RISE IN MANAGEMENT CONTRACTS
Many parties, especially German owners of hotel real estate, used to recoil from management contracting due to the
high risk involved. But management or hybrid contracts tend to
give higher returns. JLL expert Kriegl explains that with a lease
agreement for a hotel with a prime location in a German city,
you can aim for initial returns of 5 percent. In other locations,
returns of 6 to 7 percent ought to be possible. Management
contracts yield one percentage point more. And the chances
that management contracts will pay off in future are not bad.

Different types of contracts in the hotel industry
Fixed lease agreement: The tenant pays

Percentage lease: The tenant pays the ow-

Management contract: An agency agreement

the owner a fixed sum. The amount is

ner a contractually agreed percentage of

whereby the operator acts as an administra-

usually index-linked, and so wholly or

turnover, meaning the owner bears some

tor in the name and at the expense of the

partly determined by inflation. This type

risk. A hybrid form is a fixed-lease agree-

owner. Compensation may consist of fixed,

of contract sets great store by the tenant’s

ment combined with a percentage lease

turnover- or profit-related factors. Here too,

credit rating.

which splits the risk and profit more evenly.

different types of contracts are possible.

Performance of select 4- and 5-star hotels
1st half of 2007
City

Occupation
in %

Room price
in euros

Income from rooms,
change from 1st half
of 2006 in %

Income from rooms,
1st half of 2007 in euros

London

78.5

341

267

15.8

Paris

80.6

290

233

17.0

Milan

66.1

304

201

–5.7

Munich

71.8

133

96

12.3

Berlin

67.9

139

95

1.2

Hamburg

70.1

129

90

–6.9

Frankfurt

64.2

136

87

–10.1

Cologne

67.9

108

73

–4.6

Düsseldorf

64.7

105

68

–6.1

Source: Jones Lang LaSalle Hotels, August 2007
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The Schweizerhof in Berlin and the Marriott Hotel Champs-Élysées in Paris (right). Both are owned by Union Investment, active in the hotel
business since 1971, and among those German real estate fund companies most strongly invested in the hotel sector.

German four- and five-star hotels are currently doing better
than they were (see chart, left).
Another reason why fewer fixed-lease agreements are being
drawn up in Germany is international accounting policy. In accordance with standard American US GAAP (Generally Accepted
Accounting Principles), the lease payment must be shown as a liability in the balance for the complete term of the contract. With
percentage leases, it is assumed that this need not be reported
if the contract is drawn up for under 12 years. Which is why Accor, for example, arranges for 11-year percentage leases with extension options.

Photos: Union Investment (2); Getty Images/Altrendo

VO L AT I L E A S S E T C L A S S
Niels Nielsen, the head of Hotel Investment and Asset Management at Union Investment Real Estate AG confirmed that
incorporating hotels into your real estate portfolio is a worthy
strategy. “The hotel sector has always been considered an alternative real estate asset category,” Nielsen said. “But in recent
years, the field has become an increasingly fast-growing component of many real estate funds. This trend can largely be put
down to the fact that hotel real estate yields relatively good returns when compared to other real estate asset categories. Furthermore, hotels are first and foremost secure against inflation
and represent a good way to diversify your portfolio.” But Nielsen can also see risks in hotel commitments. “Hotels are probably the most volatile category of real estate investment,” he
said. “In spite of several investors’ short holding periods in years
gone by, hotel investments basically remain a long-term investment.” Union Investment has invested in the area for about 40

years and its five open real estate funds currently include a total
of 22 hotel properties in Germany and elsewhere in Western Europe. Their main interest lies in the three- and five-star business
hotel sector. The company’s investments back solid names like
Hilton, Marriott, Radisson SAS or Steigenberger.
That hotels are an interesting investment for institutional investors is evident in the current high level of portfolio transactions
in Europe. This is not only driven by the economic situation; many
of the recent sales were down to hotel firms who gave up ownership of their properties so that they could concentrate more
on running their hotels. “That phase is pretty much in the past,”
Widmann said. Most companies have sold their properties, including French hotel firm Accor, which operates internationally. JLL
hotel expert Härle disagrees. “The sales process is still ongoing,”
he said. The Interconti group’s sales may have gone through but
other operators are still in ownership of their hotels.
Härle predicts, therefore, that transaction volume in Europe in
2007 and 2008 will remain very high. According to JLL, the hotel investment market has fundamentally become more transparent and
its investors more professional. “Investors know the markets better
and so can judge the opportunities and risks of investing in hotels
better than they might have been able to five or six years ago,” JLL
hotel expert Ursula Kriegl said. “Therefore, investment market development will continue into 2008. A variegated investor landscape
will further define the hotel investment market in Germany, with greater location diversity. We’ll see
a lot of sales and the division of hotel portfolios purchased in recent years.”
By Frank Peter Unterreiner and
Nikolaus von Raggamby
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Working on a steel
frame: Just like with financial
engineering, it all
depends on the right

Photo: Corbis/zefa/Pinto

construction.
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Fine-tuning
Open-ended real estate funds are increasingly relying on financial
engineering to steer profit-related factors, thereby optimising income
Santiago, Mexico City, Singapore, London or Prague –
for years, German open-ended real estate funds have been looking
for opportunities in foreign markets and, increasingly, in emerging
markets around the globe. At first, the common currency made
property acquisition easier in the eurozone. After all, the fourth
financial markets promotion act had the effect of increasing fund
managers’ desire to travel. The act, which came into force in the
middle of 2002, grants investment firms greater freedom in investing their customers’ funds, including foreign investments. The
increasingly important business in cross-border investments offers
capital investment firms a great advantage: cyclical changes in individual markets can be better balanced against each other. Additionally, investment in foreign office, hotel and retail properties
offers smaller investors the chance to profit from the economic
upswings of other economies.
The statistics prove just how significant overseas trade has
become for open-ended funds. As recently as the end of 2002,
the share of property held in Germany outstripped properties abroad by far. A good 58 percent of all land and properties in the
portfolios of German investment firms were located in the funds’
homeland. The situation today is the exact opposite. As of March
31, 2007, the BVI (German Investment and Asset Management
Association) calculated that a good 62 percent of real estate fund
assets are invested beyond Germany’s borders, with the lion’s share of just under 55 percent being invested in Europe. When real
estate buyers did leave the home continent, they headed mostly
for the US, South Korea and Canada.
With this change in strategy in favour of increased investment
abroad, the demands made of fund management increased. Because whether the investment turns out to remain profitable in
the long term does not depend exclusively on the real estate itself.
"Real estate return is still, as it always has been, the main focus of
any decision to invest,” said Felix Gold, a legal and tax expert at
Union Investment Real Estate AG in Hamburg. “But an overseas
property’s ultimate profitability also depends on currency and tax
issues, which is why we take these interdependent factors into
account prior to the purchasing process.“
This sphere of action is called financial engineering, and it is
becoming ever more important. “Fund performance is without
a doubt chiefly defined by market development and the ear-

ning power of the property itself,” confirmed Sonja Knorr, a
real estate analyst with the Berlin rating agency, Scope. “Financial engineering effectively takes care of fine-tuning the
performance.” The financial engineer’s task is to manage the
interplay between the individual factors affecting profit and
thereby optimise fund performance and investment returns.
It’s a complicated job, as the example of the purchase of the
Birmann 24 office building in Santiago, Chile for the UniImmo:
Global fund shows.

S E T T I N G PA R A M E T E R S
Union Investment acquired the 16-storey office block with approximately 24,000 square metres of floor-space in January 2007
for 48 million euros. In so doing, it became the first German capital investment firm to invest in the South American country. A
look at the property-specific parameters of the deal – the market
situation, property quality, letting status and tenant credit standing
– shows the strategic specifications a purchase like this is subject
to. Chile is seen as politically stable and its legal system meets European standards; the country’s economy and currency are developing positively. The location of the completely let office-block
dating from 1999 is Las Condes, which is in great demand with
international companies. Those renting office space there include
Microsoft, JP Morgan, UBS, Merrill Lynch, Hewlett Packard and
Linux. In other words, the purchase makes sense from the investment manager’s point of view.
But what do the financial engineers have to say about the
matter? These days, they are called upon to give their advice
on any overseas investment. Their verdict is important because
they check essential parameters which have an influence on the
investment’s success further down the line. If they give the green
light, the purchase negotiations move on to the next stage. The
experts are primarily interested in whether the property is being
purchased directly or indirectly via shares from a property company. On the one hand, this makes a difference for tax reasons; on
the other hand, the specifications of the German investment act
have to be observed. These currently stipulate that the participation of an investment company in real estate companies for the
account of real estate funds not exceed 49 percent of the value
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of the assets of the fund. The 100 percent acquisition of shares is
still considered an interest, a clause which will, however, be changed in the new investment act. “In the case of Birmann 24, we
were dealing with a so-called share deal, whereby shares and not
the property itself were offered to two Chilean law firms,” Gold
explained. It was a construction with benefits all round and which
presented no obstacles in the purchase survey.
A particularly fascinating aspect for the fund engineers when
dealing with foreign investment is still currency stability. “The
most important thing for us is that the rental payments are inflation-proof,” Gold said. Rents in countries with comparatively
high rates of inflation are best set in euros or dollars. But Chile
is a special case, as the country makes use of a currency trick; in
addition to the national currency, the government introduced the
UF (Unidad de Fomento) clearing unit. It offers security against
inflation in business dealings as the value of the UF against the
peso is constantly modified by the Chilean central bank. “The
rents in Birmann 24 are set in UF so the risk of inflation can be
ignored,” Gold explained. The investment got the green light on
these grounds too.

HEDGING CURRENCY RISKS
The third important issue concerns how the investment is
financed and touches, among other things, upon currency matters.
First, a decision is made on how much of the investment is to be
financed by credit. This means a loan will always be taken out in the
currency that the rents are being paid in. Taking a loan is a particularly good idea if the loan costs are lower than the profit made by
the property. In such cases it is precisely the external financing which
becomes the lever whereby fund profits can be increased. Additionally, borrowing foreign capital in the currency in which the income
will be earned is a natural way of safeguarding against the foreign
currency risk. After all, if a loan is repaid from a sale via proceeds in
the same currency, the exchange rate risk does not apply.
This manner of safeguarding against exchange rate risk is
called “hedging.” Through forward exchange dealings, open
foreign currency positions with relation to the fund's assets are
secured. These safety measures are a legal requirement of the in-

vestment act. The specifications state that open real estate funds
may have a maximum of 30 percent currency exposure in relation
to the value of the fund's assets. “This is calculated fairly high
and the great majority of fund companies remain well under this
limit and safeguard against currency risk to a far greater extent,”
Scope analyst Knorr reports. But it’s not for no reason that hedging takes place; the more volatile the currency, the more the
safeguarding costs. An annual 0.57 percent of the safeguarded
sum helped secure the US dollar against exchange rate losses in
August 2007, for example. It costs as much as 1.48 percent to
safeguard the Chilean peso and as much as 1.62 percent to secure the British pound. Investing in a country with high hedging
costs, i.e. a very volatile currency, only makes economic sense
if the returns on the property can justify these costs. “That was
the case with Birmann 24,” Gold said.
Regardless of sustainable positive property returns, inflation-proof rent payments, good financing possibilities with profit
leverage and currency exchange risk safeguarded at acceptable
cost, the crucial question still remains: how much tax does an
investor have to pay on profit made abroad? “The first thing
to find out is whether there is a double taxation convention
between the source and target countries and what’s laid out
in it,” tax expert Gold said. In the case of Chile, there is no
such convention. For German investors, that means earnings
will be taxed in Chile and the German tax authorities will offset the payments. In the interest of those investors for whom
the German tax rate is lower than that in the foreign country
concerned, it can make sense to shift profits to Germany. A
shareholder loan is one practical method of doing so; the German fund can offer the Chilean property company a loan upon
which it earns interest. This is also distributed to the investors
and so must be taxed at a customised low German tax rate but
still improves the investor’s post-tax profit.
Property market experts such as Andreas Schulten, on the
board at BulwienGesa analysts in Berlin, continually emphasise the significance of the property itself. "The decisive factor
remains an investment’s property-specific risk-profit-ratio, even
in a foreign country.”
Anne Wiktorin is a freelance journalist in Cologne.

Geographical dispersion and types of use of open-ended real estate fund assets
Dispersion in %, in brackets, change from 12/2002 in percentage points

23.5 (–13.7)
Other German cities

Usage type in %, in brackets, change from 12/2002 in percentage points

38.6 (+14.2)
Eurozone
(excluding Germany)

7.2 (+3.5)
Other

68.1 (–6.0)
Office

3.2 (–0.6)
Industrial (Storage,
warehouses)

14.8 (–6.2)

3.8 (+0.8)

Major German cities

Hotel

15.9 (+1.8)
7.2 (+3.9)
Countries outside of Europe

European countries
(not eurozone)

17.7 (+2.3)
Retail, restaurants

Source (2): BVI, data as of 31 March, 2007

“We have redefined our value-added chain”
Reinhard Kutscher, chairman of the management board of Union Investment Real Estate AG since June 2007, spoke to Places & spaces about
the company’s international realignment, the reform of the German Investment Act, and the prospects for open-ended real estate funds

Places & spaces: But Union Investment has
also realigned itself internationally.
Kutscher: Our realignment shows where we
see potential for growth. For our strategically
important international business, we’ve
expanded the management board, creating a
fourth management unit. The International
Business Unit will be headed by Michael
Montebaur. Responsibility for all our international transaction management as well as
control of property management for our assets
abroad is included in his business unit, with the
exception of shopping centres, for which
my board colleague Frank Billand is now
responsible for internationally.
Places & spaces: The demands of the market have become more complex and good,
profitable properties are scarce. How are you
handling market development?
Kutscher: Asset management is local business – when it comes to acquisitions, a lot
is decided locally. That’s why the new
International Business unit is subdivided into
three regional asset management areas: the
Core Markets unit, which is responsible for
European and American core markets; the
Asset Management Asia/Pacific unit; and the
Asset Management Emerging Markets
unit, responsible for Central and Eastern European markets as well as South America. It’s

a formation that allows us to act more
effectively in global markets. To reach our
growth goals abroad, we’re also building up,
for example, our staff both in Hamburg and at
our foreign subsidiaries.
Places & spaces: Of what significance is risk
management in this configuration?
Kutscher: Roles such as risk management
are growing in importance as we internationalise our activities, because, of course, we
also need to take care of the riskier aspects
of the more complex international real estate
business. The significance of risk and structural aspects increases, in a way, with each additional investment in real estate companies.
At present, our portfolio includes around 50
investments in real estate companies of various sizes, but the trend is definitely upwards.
Today, no large real estate investor can circumvent the need to improve their risk management system, both on the investment
and on the portfolio level.
Places & spaces: To what extent will the reform of the German Investment Act help you?
Kutscher: The sector went through a
difficult phase in the years from 2004 to
2006. But it’s learned from that and accepted
the consequences. Some of our reform recommendations are reflected in the proposed
legislation for the Investment Act, even if not
all our recommendations could be taken into
account. At any rate, the general framework
for open-ended funds has been improved
significantly. The product will be more secure
and easier to control. But the flexibility in
investment policy will also increase, and that
will help improve our competitive position
internationally.
Places & spaces: What is going to change
concretely?
Kutscher: In the proposed legislation, there
is, for example, the intention to liberalise
investment limits. That would mean that, in
future, we could invest more in special purpose vehicles, something that is both normal
and also necessary for tax purposes in the
international investment business. Additionally, the so-called “three property limit” will no
longer apply. That means open-ended funds
could in future invest in companies that own
more than three properties. Something that
still needs to be improved, on the other hand,
is the area of double-decker structures. For
example, a holding in Luxembourg invests in a
property company in France. As a sector, we’re
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Places & spaces: Union Investment is
positioning itself as a real estate investment
manager. Is this realignment also reflected in
the new management organisation?
Reinhard Kutscher: Through the development of property into an asset class and the
rising demand for indirect product vehicles,
there are, as with bonds, new demands as
to product management. In recent months,
we’ve redefined our value-added chain.
Besides the optimisation of our assets, we’re
now paying greater attention to identifying
new market segments and investment
products. To boost this potential we’ve gathered all our product-related activities –
portfolio strategy, fund management, marketing, finance and shareholding – together in
a new area of responsibility overseen by the
chairman of the management board. Additionally, in future we will be active in the
market with six specialised asset management units, whereas previously we had three.
The increasing globalisation of the investment market requires this differentiation and
speific sector know-how, for example in the
hotel or retail branch.

Reinhard Kutscher has been the chairman
of the management board of Union
Investment Real Estate AG since June
2007. He has been a member of the
management board since 1999.

hoping that, as regards this, the policy makers
will allow the international standard.
Places & spaces: Does that mean that the
future prospects for open-ended real estate
funds are good?
Kutscher: More so than ever. The demand for
indirect, risk-diversified real estate investment
products is big, both among institutional and
private investors. The open-ended real estate
fund model fulfils an important function in
this respect, and it is just beginning to
become more widespread internationally.

Interview by Fabian Hellbusch and
Nikolaus von Raggamby
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Union Investment buys in Kiel and Worms
Q Quer Passage in Kiel After the successful sale of two German office real estate portfolios, Union Investment Real Estate AG has invested the liquidity from those sales amongst other
places, in Germany. For their open-ended property fund UniImmo:Deutschland, Union Investment
purchased the Kiel retail and office building Quer Passage from HSH Real Estate for approximately 50 million euros. The almost completely let retail section is directly connected to the Sophienhof shopping centre in downtown Kiel. In addition to the approximately 11,000 square me-

Portfolio restructuring
complete
Places & spaces spoke to Frank Billand, member of
the management moard of Union Investment Real
Estate AG, about the restructuring of the Germany
portfolio.
Places & spaces: In May 2007, Union Investment sold off property in Germany valued at
about 2.5 billion euros. What’s the current situation regarding your investment funds?
Frank Billand: The sales considerably diminished the risks of focusing too closely on
Germany in our classic investment funds,
namely UniImmo: Deutschland and UniImmo:
Europa. The prospects of these investment
funds are outstanding. They have a balanced,
well diversified portfolio structure – and
we now intend to develop them through
new purchases buoyed by this comfortable
liquidity. Added to this is the fact that the
competitive position of open-ended real estate funds has improved in the wake of the restrictive granting of loans for property financing. In acquisitions, they operate without or
with a comparably low credit share.
Places & spaces: Does that mean you’ll start
purchasing property in Germany again?
Billand: Without a doubt. Germany remains
in the long term our most important investment market. Since the disposals in May,
we’ve already reinvested about 150 million
euros in Germany.
Places & spaces: How do you see your activities
in Germany developing?
Billand: Our business model will focus much
more directly on asset management – primarily on the purchase and sale of real estate.
At the same time, we intend to continue investing in tenant management and hence tap
the potential in this area more systematically
than before.

tres of shopping space, there are another approximately 4,600 square metres of office and warehouse space. In addition to anchor tenant C&A, discount grocer Plus, fashion store Mexx and
Sparkasse Kiel are represented, among others. "The Quer Passage, along with the Sophienhof,
has a unique position in downtown Kiel,” said Frank Billand, member of the management board
at Union Investment and responsible for, among other areas, shopping centres and Asset Management Germany. “It therefore fits perfectly in the portfolio of our Germany fund, in which
we plan to further increase the share of busy high-street shopping centres.”
Q Logistics park in Worms Union Investment has also taken on the project development of a
logistics park in Worms for its open real estate fund, Immo-Invest: Europa. The total investment
volume is about 27.5 million euros. Upon completion in the first quarter of 2008, the new structure will have about 30,000 square metres of logistics space as well as another 1,300 square metres of office and social space. “The property meets the very high demand for new, easily divisible
logistics space in an area with strong growth located right at the heart of Europe,” Billand said.
This acquisition marks Union Investment’s entry into the German logistics market. "Our strategy is to achieve further growth in the logistics sector. We also want to increase our German office
portfolio in all funds with property acquisitions.”

Record turnover for German commercial real estate
Q Commercial real estate in Europe continues to generate great in-

Europe. The lion’s share of investments has gone to the three largest

terest among international investors this year. International investors

markets; the UK, Germany and France. According to JLL, that won’t

are still focusing on real estate value in their search for satisfactory

change in the months to come. The range of investments in commer-

returns and stable appreciation. Property experts Jones Lang LaSal-

cial real estate ought to increase further due to further portfolio res-

le (JLL) are once again reporting peak values for the first half of 2007.

tructuring and additional capital flow from Asia and the Middle East.

Direct investment in real estate increased Europe-wide to 120.7 billi-

Direct investment in European commercial property

on euros in the first six months of 2007. This equals a 9 percent incre-

1st half of 2007, according to country in billions of euros

ase in comparison to the same period last year. Germany saw record
results (an increase of 26 percent) totalling 27 billion euros (equal to

31,4

40,6

Other

UK

a quarter of European transactions as a whole). Only the UK performed better with figures of 41 billion euros, though growth was comparatively low at 4.2 percent. JLL is not expecting investor demand
to wane in the second half of 2007, even if there is likely to be a shift
in investment focus from west to east, i.e. from the UK to continental

total
120.7

6,6
Netherlands

15,5

26,6

France

Germany

* excluding residential property, land and development projects

Source: JLL, August 2007
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Michael Montebaur to head new international business unit
Q As of August 01, 2007 the management

Frank Billand heads Asset Management in

Among Ingo Hartlief's areas of responsibility

board of the Union Investment Real Estate

Germany, Project Management and Asset Ma-

are Performance Management as well as the

AG was extended by an additional business

nagement Shopping Centres for the manage-

new unit Core Functions Property Manage-

sector and is now composed of four diffe-

ment board.

ment. In addition to the chairman function for

rent sectors headed by Reinhard Kutscher,

the management board, Reinhard Kutscher has

recently nominated chairman of the ma-

also taken on the leadership of the property

nagement board. Michael Montebaur joined

segment within the Union Investment Group.

the management board and will head the

In his field of responsibility, Kutscher is in

newly created business sector International

charge of all product-related activities of Union

Asset Management. A member of the com-

Investment Real Estate AG. Among these are

pany since 1994, Montebaur has made a

Portfolio Strategy, Funds Management,

major contribution to Union Investment's

the Finance and Shareholding unit, as well as

international expansion as head of Asset

Marketing and Communication.

Management outside Germany. Montebaur's
international business sector is subdivided
into three regional asset management units:

Michael Montebaur has been a member of
the management board of Union Investment

Core Markets, Asia/Pacific, and Emerging

Real Estate AG since the beginning of

Markets.

August.

+++ Look for the next edition of Places & spaces in March 2008 +++

We open up new perspectives.
For shared success.
Discovering new perspectives requires a willingness to see things differently.
We adopted this principle right from the start, which has made us one of Europe’s leading property
investment management companies. With 40 years of real estate experience under our belts and
backed by the proven capital market expertise of a strong group, we thrive in the international
arena – as witnessed by our portfolio of over 150 high-quality properties in 20 countries worldwide.
These include such tempting buildings as the landmark Chilehaus in Hamburg, admired by experts
and non-experts alike as a genuine tour de force.
Looking to the future, we plan to enter new markets with our innovative products and strategic
partnerships. Why not join us? After all, success can only truly be savoured when it is shared.
www.union-investment.com/realestate
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