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A guest’s point of view
by Judith Gabler (jgabler@rics.org)

cial property. And as far as the Irish are

For one thing, people tend to be espe-

concerned, they’re gamblers by nature.

cially friendly towards their guests.

But what about the Germans? Well,

In my role as the director of RICS Ger-

they seem to be relatively conservative.

many, I’m often a guest. And as a Brit-

They acquired their first taste of invest-

ish expatriate living abroad for almost

ment in the boom years of the stock

22 years, I often feel like a guest, both

exchange – and in particular, in the sub-

German branch of the Royal

in my chosen country of residence,

sequent three years of slump, which

Institution of Chartered Sur-

Germany, and in my country of

made them rather jittery. But they all

origin. The thing I’ve learned above all

share a desire to learn more. After all,

experts with headquarters

is that despite these modern, fast mov-

most Germans have now realised that

in London.

ing times, and despite the fact that

real estate belongs in every portfolio –

information can be accessed amaz-

be it in the form of chartered right,

ingly quickly, national mentalities still

investment funds or direct investment.

differ as much as they did a century

I often visit German universities on be-

ago. I’m not talking about clichés here,

half of RICS, and have noticed how lec-

rather investment philosophy. This is

tures, especially on the topic of proper-

something which varies greatly from

ty valuation, are filled to capacity with

one country to the next. In the United

people eager to learn how real estate

States, for example, the attitude is one

markets work. It’s not that easy to ex-

of “let’s make this investment happen!”

plain, as this is another area where dif-

It’s therefore no surprise that “Old Eu-

ferences prevail. In the US, people are

rope” seems to be awash with Ameri-

happy to openly state the rents build-

can money. By contrast, in England,

ings bring in – an issue that tends to be

property is a traditional investment

skirted around in Germany. It’s there-

that no one questions. As a result, in

fore vital to make property markets

the past most English people have seen

more transparent. RICS is doing its bit –

the value of their homes grow even

even though (and being a guest I’m sure

faster than the stock market in other

you’ll excuse my candidness!) it’s a little

countries – to say nothing of commer-

harder in some countries than others.

Photo: RICS

Being a guest has several advantages.

Judith Gabler is the director
of the Frankfurt-based

veyors. RICS is a global
organisation of property
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Whether in New
York's department
store windows (left)
or in London's
historic shopping
streets (right), it's
not just goods that
are for sale, rather

Getty Images/Cesar Lucas Abreu; Caro/Rupert Oberhäuser

lifestyles.

Retail Therapy
Shoppers today want more than just the bare essentials , they want to be wooed.
The retail sector is responding with new concepts to turn shopping into an event

An espresso bar in a bookstore, a beauty salon in a
fashion temple, a trendy café in a clothes store – today's shoppers want more than the bare essentials. They want to be wooed.
Shopping should be an event. "For this reason, the way goods
are presented today is completely different to 10 years ago," said
Raimund Ellrott, director of market analysts GfK Prisma in Hamburg. "When buying books, customers want to browse while sitting in an armchair and sipping good coffee at the same time."
It’s a trend that’s become observable worldwide. "The customer
wants to feel as if they’re at home while shopping, not as if they’re
in a shop," said Christopher Knee of the International Association
of Department Stores (IADS) in Paris. “Target group orientation”
is the catchphrase of the day.
In an affluent society, where the purchase of basic provisions is
taking more and more of a back seat, it is no longer mere goods that
are for sale, but lifestyles. That is just as true for an organic supermarket or a department store as it is for fashion chains and furniture
retailers. Customers expect a mixture of products tailored to their
lifestyles and tastes, all lavishly displayed, and a continuous flow of
new items to choose from. A certain furniture store from Sweden,
for example, has long been making a sizeable portion of its turnover from kitchenware and children’s toys. Today, an organic market
without a natural cosmetics section seems inconceivable. Innovative
fashion stores group their wares into full outfits – sorted by theme
and occasion, and including shoes, accessories and even cosmetics.
Many successful brands have taken to showing their collections in
special reserved areas, as "subtenants" in the big stores, so to speak,
and often even provide their own sales personnel.

The "Sevens"
shopping centre
in Düsseldorf:
Mall owners are
working hard
meet shoppers'
expectations.

Retailers have to do more in order to keep their heads above
water in the fight for custom – a situation made worse by the German tendency to spend less now than at the turn of the millennium. "It's sink or swim, and the trade has been under pressure
for years," said Ulrich Eggert, retail trade expert at BBE Unternehmensberatung in Cologne. Structural change is also called for in
the retail sector. In times when international chains grab the prime
locations in German city centres in the battle for market share, the
specialist retail trade is at a disadvantage – even more so as an
increasing number of shopping malls begin to offer a clever and
professionally managed mix of trades and products, taking the
custom away from traditional urban shopping areas.
Statisticians have long since been able to trace the effects of
changing consumer behaviour and structural change in the retail
sector. Sales space in Germany, for example, increased from 77
million to 118 million square metres between 1990 and 2005. "It
increased by more than a third since German reunification alone,"
reported BBE specialist Eggert. Retail turnover, however, has failed
to keep up with this development. "We're merely recording a
growth of 1 percent here," he said. The generous spending spirit
that was so tangible after German reunification has long since dried
up. And while the savings ratio then had even dropped below the

TruePixel/Rudolf Wichert
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magic mark of 10 percent, it has been increasing again continuously since the turn of the millennium. "Germans are traditionally
thrifty," said Eggert, pointing to savings ratios averaging between
12 to 14 percent in the long term. "And we're getting close to
those ratios again." Since real incomes are hardly increasing and
population figures are shrinking, the retail trade is not expecting
any increase in sales in the medium to long term.
The retail trade is under pressure from two sides. On the one
hand, the overall profits cake isn’t getting any bigger in the long
term. On the other hand, customer expectations concerning the
presentation and range of products are forcing retailers to buy more
and more shop space. The consequences are obvious. The ratio
of rental costs – which go up – to sales per square metre – which
go down – gets poorer and poorer. And that pushes down rental
fees. After all, tenants who cannot increase sales in a larger space
will be anxious to at least reduce their rent per square metre.
It’s no wonder that this development has left its mark on the
retail properties market. Prices for buildings in prime locations of
city centres in western Germany have dropped almost continuously since the mid-nineties. In a survey of 160 cities in western
Germany for the year 2005, Kemper's Holding, a specialist broker

in retail premises in prime locations, registered a further drop of
2 percent compared with the previous year. The downward trend
has lost momentum, researchers say, although in 2004, owners
still had to suffer average price drops of 4.8 percent.

I N R E TA I L , S I Z E M AT T E R S
Still, GfK Prisma director Ellrott claims that investment in German retail premises is worthwhile. "Modern properties in prime
locations are really valuable," he said – in spite of a continuing demand for space and sinking sales per square metre. The
latter currently averages around 3,400 euros per year, which is
well below the European average of 4,000 euros per square metre. Nevertheless, Ellrott said: "We don't have a surplus of sales
premises, as many claim, but rather too little space that meets
the market requirements."
Size, he says, is decisive. While the average operational size
of a bookshop only 10 years ago was 1,000 square metres, it has
increased to between 2,000 and 2,500 square metres today. "An
operation such as coffee retailer Tchibo also tends to rent 150
square metres today instead of 80," Ellrott said, not to mention

Playing catch-up

Shopping centres in Europe
Selected EU countries

With a current ratio of just 135 square metres per

Leasable space per 1,000 residents in m2

Leasable space in million m2

1,000 citizens, statistically speaking, Germany still has

Great Britain

226

13.5

France

213

12.7

Spain

197

8.3

pared to the European average of 166 metres per

Germany

135

11.1

1,000 citizens, Germany is also behind. Mall space

Italy

119

6.9

EU 23*

166

to catch up when it comes to shopping mall space.
In Great Britan they are 226 square metres and com-

accounts for just 9 percent of total retail turnover –
not much when compared to values such as 28

* Average, excluding Cyprus and Malta

percent in the UK or 30 percent in Spain.

Source: Cushman & Wakefield, Healey & Baker, as of June 2004

The most important numbers for retail
The highest volume countries in the EU, gross sales in billions of euros
2004
Germany

Change from 2003 in %

380

Quarterly sales in Germany,
seasonally adjusted, indexed to 2000 prices

Leasable space in Germany
in million m2

103

109

–0.70

339

4.60

France

325

2.40

Italy

233

–0.40

Spain

168

5.50

125*

95

102
Great Britain

118

77
101
100
99
2001

* EU 25 cumulative total: approx. 1.985 billion euros

Source: European Retail Network of GfK PRISMA

2002

2003

2004

2005

Source: Deutsche Bundesbank, as of January 2006

1990

1995

* Forecast, as of 2005

2000

2005

2010
Source: HDE
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Shops in downtown Hamburg: Retailers are constantly challenged to come up with new concepts to attract customers.

specialised retailers and discounters, which prefer to spread themselves out over several thousand square metres. In addition, there
are the top chain stores, which focus exclusively on prime locations
in city centres. "The effect of this is not only that secondary locations are coming under more extreme pressure, but also that the
prime shopping locations in the city centres are becoming more
and more compressed into a few, heavily frequented streets,"
observed Christoph Meyer, who oversees retail properties in his
role as member of the board of directors of property consultancy
Atisreal. "The chains have very clear ideas about which section
of a particular shopping street will be eligible for their business,"
Ellrott confirmed. And Gerhard K. Kemper, managing director of
Kemper’s Holding added: "When letting space, you can observe
a fundamental trend in the retail trade – a polarisation of the type
of products offered." While both cheap and pricey chain stores
are currently investing intensively in expansion, many stores in the
mid-price segment are rather reluctant. "Clothing stores for the
young fashion sector generally dominate the market for premises
in prime locations, followed by mobile phone stores, big national
booksellers, and shops selling accessories and affordable jewellery," Kemper said. There is also a noticeable increase in international labels’ interest in the German market.

Visum/Christian O. Bruch

TO U G H C O M P E T I T I O N I N G E R M A N Y
This is because retailers are doing very good business here –
despite the fact that the German retail trade has been wavering
for years, despite the fact that shop rents in Paris, London, not
to mention New York or Hong Kong, are far below their German
counterparts, and despite the fact that British, French, Italian and
US American customers are clearly buying more, even risking running up a high level of debt as a result. The clothing company More
& More, for example, achieves average annual sales of 5,400 euros per square metre, said Semih Basara, More & More’s retail and
wholesale director in Starnberg. "But that could mean reaching
turnover of 12,000 euros in Munich, and only 4,100 euros in Essen," he said. Gone are the days when only foreign chains such
as H&M or Zara were considered to be perfect examples of successful retail trade concepts. Now, homegrown German brands
such as Esprit, S.Oliver, Tchibo, Douglas or the fashion department

store Peek & Cloppenburg (P&C), which opened a "mega-store"
in Cologne last autumn, also prove that there certainly is money
to be made in the German retail trade. "Examples such as Marks
& Spencer or Gap have shown that foreign chains aren’t necessarily more successful than German ones," said Ulrich Eggert, recalling the failure of the British and American companies in the
German market. "Germany is very difficult terrain with real and
tough competition,” Eggert said.

SHOPPING MALL DEVELOPMENTS
Part of this competition comes from the new shopping malls,
though Raimund Ellrott claims that the malls do not pose a general
problem. "Competition is good for business, they say, and I think
it is time to take this to heart again," Ellrott said. He nevertheless
admits that the development of large shopping malls, in particular
along the city outskirts, can have negative effects. "But the more
fully a mall becomes integrated into its immediate environment, the
better," he said. The "Altmarktgalerie" in Dresden, for example,
served the city well – it did not do any harm. The "Quarree" in Hamburg had the effect of upgrading the Wandsbek district as a retail
location. "In medium-sized cities, a shopping mall could even mean
that less purchasing power flows into the next big city," observed
BBE consultant Ulrich Eggert. "Fewer people drive into the city to
do their shopping if there is an acceptable local alternative." But he
also added that integration into existing retail structures is a decisive
condition for success.
Statistically, Germany even has something of an unsatisfied
demand for shopping mall space – with only about 135 square
metres per 1,000 citizens. In Great Britan they are 226 square
metres. Germany also lags behind when compared to the overall
European average of 166 square metres of mall space per person.
Mall space accounts for just 9 percent of total retail turnover – not
much when compared to values such as 28 percent in the UK or
30 percent in Spain. Nevertheless, experts argue for a discriminating view. While shopping malls may revive one location, they
will fail in others. Therefore, Ellrott advises that "the decision in
favour of or against a shopping mall should be made carefully in
every individual case."
Anne Wiktorin works as a freelance journalist in Cologne.

Shopping malls versus the downtown core
THE RISE OF THE SHOPPING MALL

on medium-sized and smaller cities. Even the

B LOCATIONS OFF THE BEATEN TRACK

The days when massive shopping centres

sector's major players, who were once fixated

Empty shop windows are hardly a rarity in

were built on previously untouched land out-

solely on metropolitan locations, are expand-

German cities these days. This development

side a city are over in Germany, at least for

ing to B-cities, or trying their luck abroad.

is a heavy blow for the building's owners,
as the ground floor level of a retail space

the time being. Building permits for retail centres on the outskirts of German towns and cit-

CITY CENTRES FIGHT BACK

accounts for the lion's share of lease rev-

ies have become rare. Integrating shopping

Germany's larger cities have in no way

enues. Individual retail properties in city

centres into established downtown shopping

lost the fight to win over the consumer.

districts are the hardest hit. The increas-

zones is the preferred approach. The idea is

Chain stores still place a high value on

ing concentration in the downtown core

that the new malls will attract customers, and

downtown locations, provided that the

is threatening properties that only a few

have the added benefit of increasing traffic

floor space and layout meet their require-

years ago seemed to be very well-leased.

for the adjacent individual retailers, provided

ments. And when it comes to floor space,

The key is to demonstrate flexibility, both in

of course, that the mall is closely connected to

the motto seems to be: The bigger, the bet-

rental negotiations and in the absorption of

the existing shopping thoroughfares. But it's

ter. Which is why merging floor space and

renovation or upgrade costs. But in the long

this condition that so strictly limits the avail-

even tearing down original structures to

term, more difficult city districts will likely

ability of suitable premises. Established areas

rebuild are often practical solutions that

see the disappearance of retailers. Butch-

aren't exactly flush with large plots for de-

help guarantee the location's future suc-

ers, bakers and grocers whose existence de-

velopment. In addition, integration demands

cess. In city centers, walk-in customers are

pends on a single corner shop are practical-

a lot more effort on the part of the planners,

the only ones that count, meaning that

ly extinct already. New tenants will have to

something that impacts everything from the

retailers pay close attention to their fre-

be found for these premises, whether they

architecture of the building to the traffic in-

quency. The more people that pass by the

are doctors, lawyers, tax advisors, or res-

frastructure of the immediate area. The result

premises in the course of window shop-

taurant owners. The old corner shop could

is that each suitable premises is the subject of

ping, the more attractive the location is for

also be turned into a chic, spacious apart-

intense competition. More and more project

heavyweight clients such as international

ment, offering proof for the old maxim that

developers are therefore setting their sights

retail chains.

"trade equals change."

Top rents for retail space 2006

The most expensive places to shop 2005
The top 10, leases in

European comparison, rents in January in euros/m2/month

euros/m2/month

1

(1)

New York, 5th Avenue

965

Paris

750

2

(3)

Hong Kong, Causeway Bay

800

London

495

3

(2)

Paris, Champs Elysées

550

Munich

250

4

(4)

London, New Bond Street

465

Frankfurt

220

5

(9)

Tokyo, Ginza

385

Madrid

210

6

(5)

Dublin, Grafton Street

305

Cologne

190

7

(8)

Sydney, Pitt Street Mall

265

Hamburg

185

8

(10) Seoul, Myeongdong

260

Milan

180

9

(6)

250

Düsseldorf

180

240

Berlin

170

Munich, Kaufingerstraße

10 (13) Zurich, Bahnhofstraße
in brackets: Rank 2004

Source (2): Kemper’s / Cushman & Wakefield Healey & Baker
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Northern Star
Canada’s diverse markets offer
attractive opportunities for
investors interested
in long-term stability

View of Toronto's famed CN
Tower: Investments in the
city account for almost half
the national volume.

Bilderberg/Frieder Blickle
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Canada is a perennial favourite among Europeans
when choosing a vacation destination, but there’s more to this vast
country than just breathtaking natural vistas. Canadian cities also
offer an array of diverse and rewarding opportunities for real estate
investors, particularly those in search of long-term stability.
In recent years, Canada has emerged from the shadow of
its mighty neighbour to the south as a dynamic market in its
own right. Twenty years ago, Canada’s main selling point may
have been its proximity to the United States, but today, the robust state of the Canadian economy is likely to inspire envy,
even in Washington. “Canada is so often compared to the US,
but there are several positive factors that make Canada stand
out,” said Peter Dungan, economist at the University of Toronto’s Rotman School of Management. “Canada has a current account surplus – we’re not borrowing, we’re lending. Whereas
the US has a huge deficit, Canada has fixed that problem. The
government deficit on average is in surplus, contrary to the
Germans, the Japanese and the Americans. So Canada’s fiscal
house is in order, the balance of payments is in order, and the
Bank of Canada has specific inflation targest, and large credibility that it will meet those targets.”
Economists predict that the Canadian economy will grow by
an average of 3 percent in 2006, driven largely by the industrial
boom in the western provinces of British Columbia and Alberta,
with their abundance of natural resources. It’s an atmosphere that
has created a healthy demand for real estate, said Raymond Wong,
national director of research at CB Richard Ellis in Canada. “The
demand for real estate has been quite strong,” Wong said. “In
the past year, we recorded close to 19 billion Canadian dollars in
investment transactions, which is up significantly from the 16.5
billion recorded in the previous year.” Foreign investment in real
estate is down slightly compared to the previous year, but Wong
said that this development is not due to any lack of interest on
the part of foreign investors.
“It’s down to Canadian factors, especially the fact that more
pension funds are stepping up and buying real estate, meaning there’s more competition for purchases,” Wong said, adding that he expects overall activity to increase in 2006 due to

recovering market fundamentals in the office, industrial and
retail sectors.
Given Canada’s sheer size – it’s the second largest country in
area in the world after Russia – it’s only natural that distinct regional markets emerge. But despite this regionalisation, Canada’s
traditional powerhouse remains Toronto, the rapidly growing metropolis situated on the shores of Lake Ontario. While Ottawa is
the seat of government, it’s Toronto that serves as Canada’s financial capital, and it continues to top the list of Canadian cities
when it comes to investment volume.
“For the end of 2005 we’re projecting investment of around
8.5 billion dollars in the Toronto marketplace – slightly less than
half of the national volume,” Wong said.
However, initial returns have decreased recently – the result
of a long phase of low interest rates which have pushed purchase
prices upwards. Toronto’s vacancy rates – currently at around 10
percent for office properties – are also not showing any sign of
going down. Despite these factors, DIFA recently celebrated its
entry to the Canadian market with the purchase of the 90,000square-metre Bell Trinity Square office complex in the heart of Toronto’s financial sector.

VA L U E S U S TA I N A B I L I T Y
“The return on capital is secure for the long term and the level
of the rental contracts in light of the expected market recovery is
capable of climbing,” DIFA board member Reinhard Kutscher said
about the purchase. “From our perspective today, a faster profit
isn’t to be expected, but long-term value sustainability is.”
In the final weeks of 2005, DIFA affirmed that long-term value by successfully renewing the lease of the Bell Trinity Square’s
anchor tenant, Fidelity Investments. With Fidelity signed on until
2017 and other top tenants in place, DIFA and their local Canadian advisory partners, Northam Realty, have every reason to feel
good about the purchase. “It’s performing superbly,” said Northam
Realty’s CEO, Patrick Handreke. “Bell Trinity Square will have Bell
Canada, Fidelity, the Royal Bank of Canada and Hydro One Networks as tenants, so it couldn’t get any better than that.”

Canadian economy profiting from natural resources
2005

2006*

Experts are predicting that

Million
inhabitants

32.20

32.50

the Canadian economy will

Economic growth**
in %

2.70

3.10

2.30

2.00

grow by an average of 3

CANADA

Inflation rate***
in %

Edmonton
Calgary

Unemployment
rate in %

Montreal
Ottawa

Vancouver
1000 km

Toronto

+
–

percent in 2006, driven
mainly by the industrial
boom in the western prov-

6.80

6.60

inces of Alberta and British
Columbia, which are profit-

* Forecast
** Growth rate of gross domestic product
***compared to previous year
Source: CBRE, as of December 2005

ing from their abundance of
natural resources.
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Investment transactions in Canada
According to real estate type in millions of Canadian dollars
2005 (forecast)

Change from 2004 in %

Offices

5,774

41.52

Retail

3,623

– 0.06

Industry

3,498

9.83

Tenements

2,476

–12.97

Properties

2,395

– 4.70

829

184.88

18,595

12.43

Hotels
Total

Driven by the demand for space from companies tied to the
oil and gas sector, Calgary is expecting big changes to its skyline,
in part from the six buildings totalling 140,000 square metres
of office space currently under construction in the downtown
core, plus several additional office tower projects still confined
to the drawing board.
“Calgary is booming in office property construction and boasts
an overall vacancy rate of just 3.8 percent,” said Raymond Wong
of CB Richard Ellis Canada. Another western city that’s sitting
pretty going into the future is Vancouver, Canada’s gateway to
Asia. While it’s on the edge of the industrial activity igniting cities
in neighbouring Alberta, Vancouver is benefiting from a confluence of factors, Wong explained.

BOOM TIME IN THE WEST
“Vancouver is attractive due to the combination of natural resources plus the buzz around the 2010 Winter Olympics
– a lot of money is being spent on infrastructure, on growing
the city’s port infrastructure, and on improving trade with the
Far East,” Wong said. All the positive indicators aside, foreign
investors looking to enter the Canadian market or expand their
Canadian portfolios do face certain hurdles. One is, quite simply,
a lack of supply, though that is a situation that could be remedied if developers take notice of a number of studies warning of the coming space crunch. To meet the growing demand,
analysts at CB Richard Ellis have concluded that over 1.5 million square metres of new office space will be needed by the
year 2010.
Another hurdle is increased competition, mainly from Canadian pension plans, for the currently limited number of offerings.
But this only underscores the need for foreign investors to have a
competent partner on the ground in Canada to act in their interest. As Northam Realty CEO Patrick Handreke pointed out, Canada might be a large market, but the real estate sector is a small
community. “It’s absolutely imperative to have a local advisory
firm,” Handreke said. “Canada is a closely-knit market where relationships count.”
Deanne Corbett works as a freelance journalist in Berlin.

Quelle: CBRE, as of December 2005

Healthy demand for real estate
The most important Canadian office real estate markets at a glance, 4th quarter 2005
Average net lease in top locations
in CAD/m2/month

Vacancy rate in top locations in %

Vacancy rate cumulative
in %

Leasable office real estate space
in 1,000 m2

Calgary

26.01

0.8

2.1

31,200

Ottawa

21.96

3.0

3.7

21,640

Vancouver

21.08

6.3

7.8

21,450

Toronto

18.45

8.5

9.6

75,740

Montreal

16.48

10.3

11.6

41,300

Edmonton

9.98

4.9

7.1

13,140

CAD = Canadian Dollar, * city centre only

Source: CBRE, as of January 2006

Getty Images/Nordic Photos; Visum/Gerd Ludwig; Reuters/Andy Clark; Cbase.ca

Having made a positive start with Bell Trinity Square, DIFA is
interested in continuing its Canadian shopping tour. “We will look
in every major metropolitan area in Canada,” Handreke said.
Other German investors share DIFA’s optimism. In recent years,
Canada has become a favoured investment location. Commerz
Grundbesitz-Investmentgesellschaft mbH (CGI), for example,
bought shares in several Canadian shopping centres for one of
its open-end funds. And the Hamburg-based closed-end funds provider MPC Capital AG now offers seven Canada funds. The latest
examples are the Düsseldorf-based funds initiator HSBC Trinkaus &
Burkhardt Immobilien, a subsidiary of the British financial concern
HSBC and Blue Capital of the HypoVereinsbank-Gruppe, which
has invested in Toronto.
While markets such as Montreal, Ottawa, and Toronto continue to attract investors, it’s western Canada that’s the focus of
the most exciting growth. “The West has existing oil and gas reserves, and there is also a new buzz of exploration, for example,
around Alberta’s oil sands, and projects to bring natural gas down
from the Arctic,” said economist Peter Dungan. “Cities like Calgary, Edmonton, and Vancouver are growing as a result. These
cities are not challenging Toronto or southern Ontario for dominance, but they are still attractive because while they are smaller
markets, they have a faster growth rate.”
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Impressions from Canada's financial capital, Toronto: The Canadian economy's excellent growth potential is one of the main things
attracting foreign investors to this North American market. Last year, the country recorded around 19 billion Canadian dollars in real
estate investment transactions – a big improvement over the 16.5 billion recorded in the previous year.
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Examples of conversion concepts: The KölnTurm in Cologne's MediaPark has had success with its flexible floor plans (top left); the PaulLincke-Höfe in Berlin (top right) combines work and living space; former Air France offices were custom converted into the new Paris
headquarters of newspaper "Le Monde" (below left); and the Hotel de Rome in the OpernCarrée on Berlin's Opernplatz now occupies

Visum/Bernd Arnold; Ostkreuz;
Sipa/Isabelle Simon; Roccoforte Hotels

what used to be the headquarters of Dresdner Bank (bottom right).
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New lease on life
Many cities suffer from high office vacancies – usually due to changing demand. New
urban development concepts and different types of usage can remedy the situation

In 2006, we'll really step on the gas!" said Candis A.
Hewitt of property consultants Cushman & Wakefield. She hopes
that it will take only three years until office vacancies in the US city
of Denver, Colorado – currently at 17 percent – level out at a stable 10 percent. Vacant office space of varying quality is an international problem.
According to the definition of the German property research
organization the Gesellschaft für Immobilienforschung (gif), only
spaces that are in marketable condition are included in office property market statistics, meaning that run-down properties slip through
the net. The figures – mostly estimates that differ from analyst to
analyst – only make sense in relation to earlier market data, and are
not substitute for the surveying and mapping of buildings.
In the west German city of Cologne, for example, experienced
property broker Theodor J. Greif thinks that the nomination of the
city’s famed cathedral as a World Heritage Site was only one of the
reasons why the planning of additional office towers next to an ICE
train station came to a halt. While a study by Atisreal found that
Cologne has a largely stable vacancy rate of 8.3 percent, Greif said
that the extra space would have put an additional strain on an already weak office property market. "Buildings dating from 1950
-1970 could soon fall vacant, because companies now use new
spaces more efficiently," Greif said. Alone, the conversion of an
old exhibition centre for TV broadcaster RTL – who will use just 60
percent of the entire 160,000 square metres – could aggravate the
situation in Cologne. And it’s not just in this city on the Rhine that
conversion concepts deserve careful consideration.
In addition to the Messeturm in Frankfurt, the KölnTurm in
Cologne's MediaPark is one of the few office towers in Germany
that are not occupied by their owners. Following redesigns during construction, the KölnTurm hit upon the right concept, and
the property has good prospects of finding good tenants. The

basic sizes, divisibility and accoutrements of the 40 storeys have
been designed so that each tenant can implement their own
idea. Boston Consult, for example, set up a modern, two-storey
"lifestyle office" here, designed by independent interior designer Volkmar Nauth. Nauth is familiar with conversion issues – from
legal matters to common technical difficulties – and he knows that
office tower interiors are often overdeveloped, incurring additional
cost. The internal logistics of the KölnTurm, however, are set up to
accommodate the wishes of changing tenants. The question posed
at the Expo Real last year also addressed the vacancy issue: "How
flexible does an office building have to be to keep vacancies low?"
The answers were diverse, even contradictory. Some experts propagated the concept of a refined building shell which can accommodate anything – others recommended going for a particular flair to
inspire potential tenants. The KölnTurm provides both.

FLEXIBLE DESIGN CONCEPTS
In a nod to the importance of conversion in property development, renovated office buildings have had a separate category in
the sought-after Mipim Awards since 1997. In 2005, the award was
given to the new headquarters of Le Monde in Paris, for which the
architect's office Christian de Portzamparc had fittingly converted
the former Air France offices dating from the 1960s. A sound-absorbing glass façade printed with a super-sized copy of the newspaper’s first edition provided more daylight, and also became the
new exterior showpiece of the building. Inside the closed complex
there is now a multi-storey atrium, designed to create a stimulating
work environment. German funds hold the majority in this property
– as in the two towers of the Chrysler Center in New York. These
were bought from insolvency assets by Tishman Speyer and, with
the help of architect Philipp Johnson, were extended with mod-
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75 European quarters compete for the 2006 DIFA-AWARD
The urban quarter has become a well-

37 German towns and cities are joined by

tion of urban areas. The 2006 DIFA-AWARD

established model of urban development

projects from Edinburgh, Dublin, Copenha-

will assess the quality of life in completed

in Europe – that much is clear as the 2006

gen, Stockholm, Oslo, Brussels, Maastricht,

urban quarters based on architectural, ur-

DIFA-AWARD moves into its second phase.

Bologna, Madrid, and Ankara, among others.

ban developmental and social factors. The

Seventy-five urban quarters from 16 Euro-

The winner will be announced at the com-

assessment of the quality of life will also

pean countries submitted their entries for

mercial property trade fair Expo Real 2006

look at factors such as mixed use within the

the "real estate prize of the cities,” which

in Munich as part of the DIFA Forum. With

quarter, the interplay of public and private

comes with a cash award of 30,000 euros.

the choice of this year's theme, DIFA hopes

sectors and the participation of the quar-

To win the distinction of having the "urban

to highlight the current state of develop-

ter's users in shaping their urban district.

quarter with the highest quality of life,”

ments in Europe as regards the revitalisa-

www.difa-award.com.

ern shopping and communication spaces. The company has also
taken on the former publishing headquarters of the New York
Times, for which they envision a mixed use, including residential
areas and a hotel. The experts at US real estate firm Hines have similar ideas for the old main post office in Chicago, a building which
is of similar importance for urban development.

Sidell Gibson Architects; k/h Architekten/Soenne

APARTMENTS INSTEAD OF OFFICES
High vacancy rates in the lower floor of buildings are only one
reason why developers avoid relying exclusively on office use in new
projects. Another motive may be the trend toward a diversity of uses,
something that is making city living attractive once again – even
though Jones Lang LaSalle has not yet recorded any noticeable conversion trend for European or US markets (see market data, 3rd quarter
2004). For Amir Zarbafi, the owner of Sir John Lyon House in London,
it was a clear decision in favour of profitability when he converted the
three office buildings from the 1960s. Formerly the seat of the London
Tea Exchange, the property on the banks of the River Thames now
houses attractive city apartments, allowing Zarbafi to reap twice the
returns of standard offices. In Barcelona, Hines applied a similar strategy to their 1897 corner house on Passeig de Gracia, next to Antoni
Gaudi's famous Casa Bàtllo. While a branch of Barclays Bank will
continue to occupy the ground floor, the upper floors will be turned
into luxurious apartments. It’s the re-emergence of a type of urban
mixed use that had already been successful 100 years ago, and developers are following the trend of making prime locations available for residential use. Following the success of Berlin’s Hackesche
Höfe, the coexistence of living and working environments has also
proved a winner in the Paul-Lincke-Höfe, a canal-side development
that includes concierge services. In addition, project developers
Johannes Kauka and Manfred Dick of developers Carloft are currently turning a former Deutsche Telekom office building into generous loft apartments.
The trend doesn’t just affect the big cities. Even in a small town
such as Bietigheim-Bissingen in Baden-Württemberg, the munici-

pal housing company was able to sell most of the 42 lofts created
in a historic Rommelmühle mill building and brewery even before
they had been completed. Following the failure of the first attempt
to convert the Rommelmühle into a six-storey department store
for health-food and natural products, and the subsequent failure
of the Rommelmühle Funds in 2003, the new strategy seems to
be holding up.
But there are other attractive alternatives, such as temporary
living in a hotel. The "Wallhöfe" in Berlin-Mitte, for example, is a
listed building – a former printing works dating back to 1910, and
later, the residence of Alexander Schalck-Golodkowski, the notorious Foreign Economy official of the East German government.
While the building’s new owner, DIFA, modernised the offices behind the magnificent art-nouveau façade as recently as 1994, it had
difficulties finding tenants. Now, new life will move into the building – in the shape of a four-star hotel, the Wallstreet Park Plaza.
The hotel, which will have its own movie theatre and an atmosphere reminiscent of New York's Wall Street, will open this spring
– around the same time as the Hotel de Rome in the OpernCarrée
quarters on Opernplatz.
Examples of successful conversions abound in Europe. The
international self-storage company Shurgard, for example, is always
looking for central locations, and would be a desirable tenant for any
owner of older urban office space. In 2002, the company turned a
1970’s-era seven-storey classic administrative office building in Antwerp into a storage facility, complete with its trademark lighthouse
design feature. In a project on a much larger scale, London's Arsenal Football Club was faced with vacancies of quite another order
when moving into its new stadium. What to do with the club’s old,
historic building in Highbury? Now, the creative architects of Allies
and Morrison are turning the North and South Stands into residential
blocks. Car parking will be located below the pitch, which will be
landscaped into a garden. In 2003, Allies and Morrison's idea was
acknowledged with one of the prestigious Future Awards which the
Architectural Review grants every year at the Mipim to highlight the
enormous potential in rethinking urban contexts.
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Sir John Lyon House (top) in London on the banks of the Thames: The three office blocks from the 1960s have been converted into chic city
apartments. Interior view of the Dorint Sofitel Bayerpost in Munich (bottom): The building formerly housed the Royal Bavarian Post Office.

"Cities that point the way ahead through their own urban development are the best partners of the real estate sector," said Michael
Albertz, CEO of Corpus Immobilien. About 20 years ago, a shift in
trend towards new concepts made itself felt simultaneously on both
sides of the Atlantic. In the US, the Clinton era stimulated a movement committed to improving urban environments to make them
more habitable. In the course of this development, Milwaukee became a kind of model city of the "new urbanism.” Here, even part
of the urban freeway was redeveloped to make living in a former
industrial area by the riverbank more attractive – and the project
was chiefly privately financed. Elsewhere, old sea and river ports,
such as those in London or Hamburg, and derelict industrial areas,
as in Germany’s Ruhr Basin or the Saarland, were rediscovered as
spaces for new development concepts. In the meantime, things have
progressed and urban development has now taken to considering
cities as a whole. The city of Milan, for example, is planning over a
dozen new or redeveloped parks and public spaces to improve its
microclimate, and the Belgian town of Arlon used a master plan to
bring a fresh economic impetus to its historic town centre. While
cities have always reacted to changing needs, today, conversion and
renovation have taken the place of area rehabilitation as a vehicle
for such changes. Peter Zlonicky, one of the most distinguished urban planners in Germany, thinks that the development of existing
properties has a promising future. "This is not only about buildings
as such but equally so about open spaces, it is about urban quarters, which, if integrated in a network, facilitate urbanity,” Zlonicky
said. “Maintaining and adding to existing structures contributes to
an efficient use of resources and to social harmony."
Gudrun Escher is a freelance journalist in Mühlheim a. d. Ruhr.
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A global playing field: Investing is increasingly becoming
an international game. In 2005,
some 470 billion euros were
invested in properties across

Artur/ Werner Huthmacher

the world.
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DIFA ROUNDTABLE IN FRANKFURT: GLOBAL INVESTMENT

The world is
not enough
The latest studies show that the property business is increasingly crossing borders.
Investors all over the world are buying in regions that were considered unattractive only a few years ago. Places & spaces held a roundtable discussion about the
future development of this trend with leading experts from the property sector

Romania is a poor country. You might think that all
the money entering it and similarly poor countries comes from
charities and subsidies, but you’d be wrong. More and more
property investors are now investing their money in Bucharest
and the other seemingly equally poor towns and cities throughout Romania. And these investors include growing numbers of
Germans. The idea is that a higher risk means higher returns –
and this trend is catching on.
These are the findings of a study recently carried out
by property company Jones Lang Lasalle (JLL) analysing the
behaviour of international investors. “Capital has simply become more fungible,” said Sascha Hettrich, Chair of RICS (Royal
Institution of Chartered Surveyors) Deutschland. This certainly
goes for modern forms of investment such as asset-backed securities, which are used to securitise property rights and make
them tradeable. But above all, it applies to the regional targets
of property investors’ cashflows. Huge quantities of money

shift from one continent to the next in connection with international investment. For example, in 2004 just 67 billion euros
were invested in the old chestnut of US real estate, down considerably on the 79 billion euros a year previously. The current
winner is Latin America, although Europe and Asia are catching up. In 2004, real estate in Europe attracted investment
totalling 21 billion euros (2003: 15 billion euros), compared to
12 billion euros in Asia (2003: 6 billion euros). To name a specific example, at the end of the year, US company Fortress purchased property from Dresdner Bank with a value equivalent
to 2 billion euros. And for their part, Germans are stepping up
their investment abroad. The trend is obvious, but the reasons
behind it vary considerably.
On the one hand we have the classic reasons in favour of
the increasing internationalisation of investment in real estate,
such as the attractiveness of certain locations. In the view of
many international investors, Germany is made more attrac-

realised that the return at home isn’t as high as it is elsewhere
and are now travelling the world in search of investment opportunities,” said Williams. As a result, competition is escalating,
as demonstrated by DIFA’s recent study on investment habits
in selected EU member states entitled “The Investment Culture
in Europe 2005.”

WORLDWIDE SEARCH FOR BARGAINS

"THE MAIN DIFFERENCE BETWEEN THE
D I F F E R E N T P R O D U C T S AVA I L A B L E I S T H E
QUALITY OF MANAGEMENT AND ACCESS
TO I N F O R M AT I O N, “ S A I D M I C H A E L
M O N T E BAU R , H E A D O F I N T E R N AT I O N A L
A S S E T M A N A G E M E N T AT D I FA .
tive because it’s hosting the 2006 FIFA World Cup™. “In the
past, all countries have managed to generate capital out of major sporting events such as the World Cup and the Olympics,
which get the ball rolling,” said RICS President Steve Williams.
“But there’s still plenty of money in circulation waiting to be
invested,” he added.
In fact international investors are increasingly looking to
invest outside their own domestic market – be it for legal
reasons, as in the case of pension funds, or in an effort to
generate higher returns. Many people find the stock market too
risky and the yield from bonds too low – leaving the option of
real estate. Investors are backing both less familiar markets such
as Bulgaria and Hungary and classics such as London, which
according to Hettrich “are still worth investing in.” Experts agree
that the situation will continue to intensify – which in turn will
have an impact on the property market. According to JLL’s study,
in 2005 some 469 billion euros were invested in real estate across
the world – a 20 percent increase on 2004. “This growth is above
all attributable to investors from the United States. They’ve

" C A P I T A L H A S S I M P LY B E C O M E
MORE FUNGIBLE," SAID SASCHA
H E T T R I C H , C H A I R O F T H E R OYA L
I N S T I T U T I O N O F C H A RT E R E D S U RV E YO R S
I N G E R M A N Y, A B O U T T H E B E H A V I O U R O F
I N T E R N AT I O N A L I N V E S TO R S.
.

Of course, investment scouts are particularly interested in
those countries where bargains can still be found. The best
example at the heart of Europe is Germany, although countries
such as Bulgaria and Romania are also enticing – even at the
risk of a frosty reception from local politicians wary of massive
foreign investment. Polish Prime Minister Kazimierz Marcinkiewicz
from the PiS (Law and Justice) Party, for example, announced at
the end of 2005 that foreign investors weren’t always welcome
– and other politicians followed his example. “But as long as that
doesn’t happen too frequently, there’s no reason to stay away
from the market,” Hettrich said.
“That sort of thing can keep occurring at the global level.
Investors simply have to get used to it. It didn’t stop us from
investing for the first time in Mexico recently,” said Michael
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Montebaur, head of international asset management at DIFA.
Meanwhile, Portugal and Ukraine have become suitable
alternatives according to Norbert Müller, Head of Capital Markets at Jones Lang LaSalle (JLL). “Investors have to get in there,”
he said.
This brings us to the third reason why many investors roam
so far afield: diversification. “Germany and Austria may be
attractive, but countries like that won’t by themselves advance
the portfolios of German companies,” Montebaur explained.
After all, investors need to escape from the cycles on the
capital markets. “This is now harder than before; investors
have on the whole become more jittery,” observed Williams.
Warnings are even to be heard in connection with real estate in
Germany, which for two years now, has been a popular target for
international investors. “Fifteen years ago, Germany used to be
very modern – and now the same signs can be seen here again,”
said Müller. However, he doesn’t believe the "riot point" – the
point at which investors start fleeing abroad – is in sight yet.
Instead, the flow of capital looks set to continue: “Investment
will still persist in 2006, especially by the insurance sector, so
this development will continue for another 12 to 18 months,”
Müller said.
Some of this is “opportunity money” – the proverbial quick
buck in the property sector; in other words, money which ought to
start netting a return within three years and which therefore needs
to be invested in the most lucrative places in the world. Private
investors can also have their money managed in line with these
principles by placing it in the appropriate real estate investment
funds now available on the market. Then again, managing these
funds isn’t easy, say the experts. “The main difference between the
different products available is the quality of management and
access to information,” Montebaur said. “Money is simply always
on the look-out for ‘relative value’,” added Carl O. Stinglwagner,
the deputy chair of RICS Germany. Put simply, this relative value
doesn’t always exist amidst the general euphoria.

Tim Wegner (2)

A S I A ' S FA S T M O V E R S
“New markets such as Istanbul are often so small that
there’s no point in tackling them alone,” explained Montebaur.
Other investors may spot the opportunities offered by international investments but lack personnel with the required
training. “And without the necessary analysis, nothing at all will
work on these markets,” said Hettrich. It’s doubtless very tempting for many investors to invest their money far from home. But
if the necessary control mechanisms aren’t in place, “investors
should keep their hands on the wheel,” Williams said.
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New Records
Europe’s investment markets are booming. According to a
current prognosis from international real estate company Jones
Lang LaSalle (JLL), European property investment markets in 2005
benefited from a total investment volume of around 136.4 billion
euros – a new record, and the equivalent of a 43 percent increase
over the previous year. In 2004, real estate investment volume
reached just 95.6 billion euros. Germany was especially popular
with international investors last year (see graph).

Real estate direct investment in Europe
Cross border and domestic in billions of euros

k

Direct investments
Change from previous year in %

j 15.7
2001

j 2.4
2002

95.6

89.2

87.1

75.3

136.4

j 7.2
2003

j 42.7
2004

2005

Source: JLL

Real estate direct investment in 2005
Share of countries in billions of euros

Change from
2004 in %

Great Britain

65.81

j 27.5

Germany

21.18

j 343.1

France

12.22

j 16.2

Sweden

8.32

j 74.1

Netherlands

7.23

j 26.0

Spain

4.54

l –5.0

Italy

4.34

j 13.6

Belgium

2.33

l –18.8

Central/East. Europe*

5.70

j 198.4

other**

4.73

l –1.0

* CEE (Czech Republic, Hungary, Poland, Russia and Slovakia)
** other (Ireland, Portugal, Finland and Luxembourg)

Source: JLL
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" F I F T E E N Y E A R S A G O, G E R M A N Y U S E D TO
B E V E RY M O D E R N – A N D N OW T H E S A M E
SIGNS CAN BE SEEN HERE AGAIN,“SAID
N O R B E R T M Ü L L E R , H E A D O F C A P I TA L
M A R K E T S AT J O N E S L A N G L A S A L L E ( J L L )

Despite all this, distant markets such as Asia and in
particular, China, harbour enormous opportunities which often turn out to be the “fast movers in a portfolio,” Hettrich
said. Large agglomerations also enjoy good prospects of doing
well in future. Given the migration away from the countryside,
the main thing is to stick to cities, advised Williams. “Everyone
wants to go to the cities with all their vices and opportunities,”
he said. This boosts the housing market and also for instance
the market for commercial property – after all, if huge local
demand is accumulating, those looking to satisfy this demand
will also quickly appear on the scene.
Even if German legislators have strong views about
what German investors can and can’t do in connection with the trend toward internationalisation, they still
have plenty of opportunities. “The state primarily wants
to protect investors,” said Montebaur. Müller at any
rate is all in favour of investing abroad – “as long as you
diversify on different markets in the long term. But that’s just

"THERE'S STILL PLENTY OF MONEY IN
C I R C U L AT I O N WA I T I N G TO B E
I N V E S T E D, “ S A I D R I C S P R E S I D E N T S T E V E
W I L L I A M S, A B O U T T H E C U R R E N T
I N V E S T M E N T S I T UAT I O N

what the property sector’s doing.” Therefore, one increasingly
important parameter is the political situation, which needs to
be predictable in the long run. “When the Netherlands changed
its types of taxation four years ago, this created problems for
investors and made investment harder,” Montebaur said.
One thing seems certain: In 2005, global foreign direct
investment reached an all-time high – and the trend is
continuing. Professional investors are now setting their sights on
regions such as Central and Latin America – just as they’ve
done already with Asia. In contrast, the classic investment targets are at best stagnating in investors’ eyes. “Fresh markets
mean fresh money,” Hettrich said, summing up the discussion
in a nutshell. In other words, Budapest and Belfast really have
overtaken Brussels.
The above article is based on a roundtable discussion
at DIFA. Those present included Sascha Hettrich, chair of RICS
Germany, Steve Williams, RICS president worldwide, Carl O.
Stinglwagner, deputy chair of RICS Germany, Michael Montebaur, head of international asset management at DIFA, and
Norbert Müller, head of capital markets at Jones Lang LaSalle.
Arne Gottschalck is a freelance journalist in Hamburg.
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DIFA STUDY: Clear differences in European attitudes toward investment
INVESTMENT CULTURE

tors proved to be much more security-ori-

haps become too caught up in internal reg-

The DIFA Study “Investment culture in Eu-

ented. Because of this tendency, German

ulations, preventing us from developing a

rope 2005” systematically examined the

investors aim less for maximum short-term

higher affinity to both risk and profits.”

investment habits of institutional real es-

gains. Only 22 percent of German investors

tate investors for the first time. For the

said that short-term gains were a key fac-

INVESTMENT CLIMATE INDEX

study, 150 real estate experts from Germa-

tor in their decision-making process. Among

In addition to the “Investment Culture Index

ny, France and Britain – including project

Germans’ primary concerns were solid long-

2005,” DIFA also for the first time created an

developers and representatives from open

term performance (78 percent), investment

“Investment Climate Index” to measure the

and closed-end funds, REITs, and real estate

security (69 percent), and the avoidance of

willingness of European real estate investors

companies – were asked for their views.

risk and loss (67 percent). This concern for

to actually invest. The index showed that the

The Investment Culture Index illustrates

security was much less noticeable among

climate for property investments in the vari-

the state of the investment culture in the

British and French investors. Maximum

ous different countries is appraised differ-

various countries. According to the index,

short-term gains were given a much higher

ently in different countries. German investors

the culture in Britain and France is more

priority in Britain (43 percent) and France

reached a climate index value of 63.9 points.

strongly defined than in Germany.

(41 percent) than in Germany. In France and

That’s lower than the values of 67.7 and 71.4

Britain, risk is more generally seen as an in-

achieved by Britain and France respectively,

INVESTMENT HABITS

herent part of the real estate business – that

showing that in these countries, the invest-

British real estate investors are more prof-

is less the case in Germany. “We have to find

ment climate is seen much more positively.

it-oriented than their French and German

an answer to the question of whether the

counterparts. A full 46 percent of British in-

Germans have correctly positioned real es-

The most important results of the Invest-

vestors make investment decisions prima-

tate as a product in the investment market,”

ment Culture study conducted by DIFA and

rily on the basis of profits. While in Britain

said Ingo Hartlief, a member of the board at

Union Investment are available for down-

only 29 percent of investors said that secu-

DIFA. “At the same time, we should be ask-

load on the Internet under: www.difa.com

rity was their main concern, German inves-

ing ourselves whether Germans have per-

and www.investmentkultur.de.

British investors are more profit-oriented

Optimists in London and Paris

"Which of the following aspects are the most important for your company
in decisions about real estate investments?" Results in %

Investment climate index in points

yield

liquidity

security

Germany 63.9

don't know

Great Britain 67.7

50

France 71.4
Great Britain
46

18

29

7

cautious

25

75

13

34

19

ura

34

Basis: all participants (Germany, Great Britain, France)

0
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oura

12

France

fa v

34
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Germany

Source (2): DIFA, Study: “Investment culture in Europe 2005”, as of October 2005
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Positive outlook:
Open-end real
estate funds have
been allowed in
France since the

Foto: Arcolmages/J. Hildebrand

beginning of 2006.
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Sleeping Giants
The introduction of open-end real estate funds in France promises to
revitalise the market, and have an international ripple effect
"Directive 2005-1278" issued by the Council of Ministers on Oct. 13, 2005, made it official: France will introduce openend real estate funds. The directive coincides with uncertainty
surrounding the value adjustment of portfolios of open-end real
estate funds in Germany and discussions about possible reforms
of this asset class. Last autumn, the European Funds and Asset
Managements Association, EFAMA, held a discussion about the
EU Commission's Green Paper concerning the harmonisation of
the sector, to which DIFA contributed. The discussion left no doubt
about the positive stance of the EU supervisory authority in this issue. Therefore, the French model could function as a door opener.
The insurance industry and real estate corporations pushed the
introduction of the new investment scheme OPCI (Organisme de
placement collectif dans l'immobilie.) Nevertheless, even though
OPCIs have now been defined, the necessary rules of implementation are not expected before the end of July 2006. That leaves
sufficient leeway for the preparation of suitable products.
Research carried out by Dutch merchant bank Kempen, which
specialises in European real estate, likens the OPCI introduction to
the waking of a sleeping giant. Until now, non-listed property vehicles have amounted to only 0.6 percent of the total French non-listed market, and often only as a component of life insurances, while
open-end real estate funds in Germany form 8 percent of general
investment funds. Given these circumstances, the research experts
have calculated an investment potential of up to 150 billion euros over
the next few years. Openness and flexibility on both, the initiators'
and the investors' sides will be decisive parameters of the OPCI. Presently, France only has funds for investments in transferable securities,
the socalled OPCVM, and "civil real estate investment companies,"
or SCPI. With new investments of 915 million euros in 2004, the latter recorded a growth of 11 percent as compared with the previous
year. What hampers the SCPIs, however, is their limitation to buildings for lease, as well as the rigid appraisal and auctioning procedures
on fixed dates. This no longer reflects the market requirements and
doesn’t offer institutional investors any sort of platform. But the new

OPCI will make it possible to buy and sell back shares at any time, as
is the case for open-ended real estate funds in Germany. Moreover,
there will be two investment vehicles – the FPI, property funds as an
investment "dans la pierre", meaning in buildings for rent and lease,
and the SICAV, investment companies with variable capital which are
quite similar to REITs ("SIIC" in French) without being listed on the
stock exchange. Taxation differs correspondingly, though property ac-

Investment potential
Previously, non-listed property vehicles accounted
for just 0.6 percent of the entire non-listed funds volume in France – and often only as a component of life
insurances. In Germany, open-end real estate funds
make up 8 percent of general investment funds.
Given these figures, research experts foresee investment potential of up to 150 billion euros over the next
few years.

Germany in the lead
Non-listed mutual funds,
volume in billions of euros
Germany

88.0

Great Britain

47.2

USA

24.0

Netherlands

15.5

France*

15.0

Italy
* 11.5 billion euros in SCPI and
3.5 billion euros in ACAVI

2.4
Source: Kempen&Co, June 2005
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quisition tax, which is raised in the case of the SCPI (5 percent from
January 2006), is generally not applicable. The intention, however, is
to prevent tax losses similar to those caused by the SIICs of some 2
billion euros annually since 2003.
"The issue of transparency is taken very seriously," said Arnaud
Dewachter of the French Association of Property Investment Companies, ASPIM. "An external trustee must be appointed for each
OPCI, two independent appraisers undertake autonomous quarterly
appraisals, and all records are open to examination at any time," Dewachter said. At least 10 percent of the investments must be liquid
and available in France, rather than a mere 5 percent as in Germany.
Moreover, a maximum 90 percent of the capital may be invested directly into real estate while a maximum of 39 percent may be spent
on other investments. Loans on capital are possible too.
In order to ensure continuity, an SCPI may be turned into an
OPCI within a transition period of five years, allowing today's SCPI
investors to make the changeover without increased tax burdens.
After 2010, however, SCPIs will be no more. Jean-Marc Coly, Director of UFG, one of the most important French real estate company
along with Antim Vendôme, expects major changes in the French
market. "The very monolithic SCPIs appeal more to private rather
than institutional investors,” Coly said. “The OPCIs, in contrast,
provide a suitable means for commercialisation – they present opportunities similar to those of property shares but also come with

higher risks. We're currently serving an established clientele of
100,000 with assets of 3 billion euros – for the future, however,
we estimate that three times as much will be possible." In expectation of the introduction of OPCI this summer, the topic is also
likely to play a role at the Mipim in Cannes. "Other companies will
push onto this new market, and competition and interdependence
on the financial market will increase," Coly said.
DIFA board member Reinhard Kutscher also thinks that the new
OPCI will make the real estate market more flexible and dynamic.
The problem he sees is in the shortage of investment properties in
France. "Buying through the normal market would make little sense
– what's called for are creative, complex models," Kutscher said.
A report by Kempen Research supports this view, predicting an increasing pressure on the markets. OPCIs will allow investments and
holdings in all areas of property investment in the countries of the
OECD – not worldwide – and foreigners are free to invest in OPCIs.
According to Stefan Seip, CEO of the BVI, Germany’s federal association for Investment und Asset Management e.V., one thing is certain: "France's market entry will increase the chances of harmonising
open-end real estate funds as a European product," Seip said.
The French association ASPIM created a special website at
www.opci-aspim.com for detailed information.
Gudrun Escher is a freelance journalist in Mühlheim a.d. Ruhr.

Open-end real estate funds in Germany and France – a comparison of the most important criteria as of January 2006

€

€

€

Criteria

Germany (currently)

Germany (BVI reform proposal)

France (Ordonnance)

Real estate
valuation

Valuations are carried out by independent
valuers every 12 months.

BaFin** charges valuers with the valuation of
a property over a maximum period of 2 years.
Check of the valuation twice the year.

Yearly valuations are carried out by independent valuers over a max. period of four years.
Valuation updated quarterly.

Liquidity

at least 5 percent

At least 10 percent; when a liquidity ratio of
40 percent is reached, active trading must be
stopped and the BaFin must be informed thereof.

at least 10 percent

Distributions

Distribution levels are not regulated; distribution
is annual and depends on returns from rent,
interest rates and gains on disposal.

as before

85 percent of the rental income and of any
increase in value must be distributed to the
investors.

Redemption
period

possible on daily basis

Obligation to report shares above 1 million
euros or 1 percent of the fund's assets and a
12-month withdrawal notice for such shares
(valid for new investment when issued).

Possible on a daily basis, but a withdrawal
notice of up to 12 months is being discussed
for investors with more than a 20 percent share.

Investor's
assets

At least 51 percent of the assets under management must be invested in real estate.

as before

At least 60 percent of the assets under
management must be invested in real estate.

A maximum of 5 percent of the assets may be
invested in shares.

Up to 20 percent of the fund's assets may be
invested in REITs and property shares (credited
to the property ratio).

A maximum of 39 percent of the fund's
assets may be invested in property shares.

Outside
financing

a maximum of 50 percent of the assets
under management

As before, if a fund has credit exceeding
40 percent, this must be publicised.

a maximum of 50 percent of the property assets
and 10 percent of the fund's other assets

Investment
horizon

Under the 4th Financial Services and Markets
Act*, funds launched after 2002 may invest
worldwide while older funds are obliged to
chiefly invest in Germany or the eurozone.

As before, but transactions between the funds
of an investment company should be permitted
in the future.

OPCIs may invest in real estate markets in all
30 OECD states. Thus, purchases may also be
made in the USA, Australia, Japan, Canada, New
Zealand, Mexico or South Korea, for example.

* Finanzmarktgesetz, ** Federal Financial Supervisory Authority (Bundesanstalt für Finanzdienstleistungsaufsicht)

Source: Kempen&Co, own research

"A long-term, internationally competitive investment"
Places & spaces: What do the reform proposals mean for investors
– will open-end real estate funds
remain an attractive option?
Reinhard Kutscher: Yes. The reform proposals are aimed at keeping open-end real estate funds as a
long-term form of investment more
competitive internationally. In so
doing, investor protection plays an
important role. At the heart of the
reforms are suggestions that will
lead to improved transparency of
the product, and create the basis for
optimal cash management. It’s also
important that institutional money
be separated from private money.
Large-scale institutional investors
react more quickly to changes in
the funds arena than private investors. Separation of these two client
groups creates more security for the
private investor.
Places & spaces: But why should
the minimum liquidity amount be
doubled, as has been suggested?
Kutscher: This reform proposal
also serves to increase the security
of the investment. It’s supposed to
help create greater manoeuvrable
reserves for the shifting of funds.
Places & spaces: Some funds are
restricted to investing only within
the EU. Isn’t it about time, in the
framework of these new regulations, to create a unified legal
foundation?
Kutscher: As a matter of principle, the same markets should be
open for everyone. According to
the fund’s profile and the investment strategy though, there are
funds that deliberately invest only
in certain countries, like Germany
for example. The important thing is
that this is made clear to investors
so that when they’re making their
decisions, they have a clear understanding of the risk profile of the
individual fund.
Places & spaces: Real estate
funds should soon be allowed to
also invest in REITs or in real estate
stocks. What are the advantages
of this?
Kutscher: To remain internationally

competitive as an asset class, companies are being given a higher degree of flexibility with regard to their
investment options. Participation in
real estate stocks would allow companies to benefit from promising
markets in a way that would be difficult for individual funds. Aside from
this, investments in REITs also help
build up a sort of liquidity buffer,
since they can be sold quickly on the
market on a daily basis.
Places & spaces: Doesn’t this
distort the profile of the property
fund?
Kutscher: It’s certainly true that
REITs, like stocks, are much more
volatile than property funds. Value
fluctuations of 20 percent within a
short period wouldn’t be unusual.
But it’s the job of fund managers to
ensure that overall value stability of
their open-end funds is not affected by this. The amount of investment in REITs would therefore be
limited according to the individual
risk profile of the fund, and could
serve simply to add diversity. And
within the share allocation, there
can also be risk-diversification. An
interesting alternative there would
be real estate stock funds.
Places & spaces: Transactions
between the funds of a particular
provider is also meant to become
possible in Germany in the future.
Kutscher: This possibility should
only be used in exceptional cases. But a constellation could arise
in which a transaction within a
company could be interesting for
the investors in both the funds involved. For example, if the fund
that’s selling needs more liquidity,
the fund that’s purchasing needs
to lose liquidity, and the property
meets the search criteria but is difficult to find on the market. If legislators follow this suggestion, certain precautions will need to be
made. We will push for the best
possible checks on such transactions, in order to protect the interests of the investors in both funds.
Places & spaces: There are still
questions surrounding market-driv-

en valuations. Is this something the
reforms will address?
Kutscher: The discussion has centred on the valuation process itself,
and providing results that are in
line with the market. The proposals are aimed at making the objectivity of the valuation process even
clearer. Independent appraisers
should be able to work for a company for a maximum of five years.
In addition to this, the sector is demanding twice yearly check-ups on
a property’s valuation. That should
help keep valuations better in
line with the market. Additionally,
we’ve long been aware of the necessity of relying on the expertise
of local property experts when it
comes to foreign purchases. Every
time DIFA buys a property abroad,
we safeguard the appraiser’s verdict through a third, local valuation. This process is in line with the
BVI proposals.

Photo: DIFA/Thomas Müller

Germany’s federal association for investment and asset management, BVI, has put its proposals for the reform of open-end real estate funds on the
table – but how is the sector reacting? Places & spaces spoke with DIFA board member Reinhard Kutscher

Reinhard Kutscher has been a
member of the management
board of Hamburg-based DIFA
Deutsche Immobilien Fonds
AG since 1999. His main
areas of responsibility at
DIFA include international
business, cost control, risk

Places & spaces: When will the
reforms come into effect?
Kutscher: It’ll happen quite quickly. Everything that doesn’t require
any legal changes should come
into effect on April 1. Things where
legislation is needed, for example
with investments in REITs or the
withdrawal notice for institutional
investors, will of course be dependent on the legislative process.
Places & spaces: How will you
be preparing your own funds?
Kutscher: For the DIFA-Fonds
Nr. 1, we’ll continue with the portfolio regrouping we’ve already begun, and divest it of smaller, older properties. With DIFA-Global,
we’re planning to enter markets
that are not yet the focus of the
big international investors. Those
markets could include Turkey, Mexico or South Korea, for example. In
2006, DIFA-GRUND will continue
to focus its investments on classic markets in Europe and North
America, although here, the strong
rise in prices mean that we’ll
proceed selectively and look for
properties that promise especially
good returns.

management and finance.

Leather sofa, CD-player with radio and the Muji CD-player
from the cult Japanese label Muji. The latter was given the
iF Gold Award for design.

No-name design by big name designers
N In Japan, Muji is as popular as H&M or Ikea in Europe. And, strict-

ket. It opened its first German branch in Düsseldorf at the end of Novem-

ly speaking, it is a combination of both. Muji sells designer beds, din-

ber last year. The launch of a second store has already been scheduled for

ing tables, household goods and tableware, as well as cosmetics, bags,

early April 2006 – in Munich's “DIFA CityQuartier Fünf Höfe,” where Muji

and clothing. The company's marketing concept is already manifest in its

will occupy a sales area of some 700 square metres. "Muji is a great addi-

name. Muji is short for "Mujirushi Ryohin," which translates as "no-name

tion to our CityQuartier, as the store complements the other stores already

brand, good quality.” At the same time, Muji relies on offering no-name

here," said Reinhild Holthaus, manager of “Fünf Höfe.” But Muji's success

design products by big name designers like Jasper Morrison and Konstan-

in Germany goes back to even before it opened its first German store. At

tin Grcic. The concept goes down well with Europeans, so much so that

the 2005 iF Product Design Awards, the Institute for Industrial Design in

Muji has already opened a total of 36 shops in France, Britain, Sweden,

Hanover gave five of its prestigious iF Gold Awards to products submitted

Norway and Italy. Now, the company wants to conquer the German mar-

by the Japanese company.

DIFA treads new ground in Oslo

DIFA's Oslo acquisition:
Campus Nydalen combines
office and retail space.

N Northern Europe has plenty of high-yield proper-

characterised by an increasing demand for high-quali-

ties. For their DIFA Immo-Invest fund for institutional

ty office space, moderate rental increases and a grow-

investors, DIFA bought the "Campus Nydalen" office

ing presence of international investors. "Entering the

building from the BI Norwegian School of Manage-

market in Norway is another consistent part of the

ment in Oslo at the turn of the year. The total invest-

continuing development of our Scandinavian port-

ment for the entire 16,400 square metres of office

folio," said DIFA board member Ingo Hartlief, who

and retail space comes to around 62 million euros.

oversees the company's institutional business. DIFA

DIFA is the first German funds manager to tap the

Immo-Invest is already invested in the office com-

opportunities emerging from the promising devel-

pound "Härden 15 + 18" in Stockholm. At the end of

opment of the Norwegian property market, which is

2005, the fund managed assets of 755 million euros.
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German portfolio realigned
Simulation of the

N The German market currently offers good portfolio restructuring

Limbecker Platz

opportunities for investors pursuing a counter-cyclical strategy.

shopping centre in
Essen, Germany.

DIFA recently took advantage of the high demand for German
real estate to sell the nine-storey office block Valentinskamp in
downtown Hamburg to the international real estate corporation

for which DIFA began developing the property in 1988. Last year,
DIFA fund managers sold 10 properties in Germany for a total value
of about 175 million euros. "Most of them were smaller and older

Muji (3); DIFA(5)

Tishman Speyer. The proceeds will flow into the DIFA-Fonds Nr. 1 fund,

properties," said DIFA board member Frank Billand. However,

In a 35-million-euro-investment for the DIFA-Global fund, DIFA

DIFA buys into biggest urban
shopping mall in Germany

acquired the project development of the commercial and office build-

N The high yields possible through participating in on-

ing in Kassel's Obere Königsstrasse 30 from Development Partner AG.

going project developments are an important part of DI-

Completion of the 7,200-square metre project is scheduled for the

FA's investment strategy. In Jerez de la Frontera, Spain, the

end of 2007. In addition, DIFA purchased the offices at Perchtinger

open-end real estate fund DIFA-GRUND acquired the shop-

Strasse 5 in Munich for its mutual funds for institutional investors,

ping centre development Area Sur. And together with shop-

DIFA Immo-Invest. The property was built in 2003 and long term

ping centre experts ECE from Hamburg and the department

leases have been agreed. It is located in Munich's Sendling district

store group Karstadt from Essen, DIFA is building Germany's

and benefits from excellent road and transport connections. For the

largest urban shopping centre at Essen's Limbecker Platz.

same institutional investor fund, DIFA bought a commercial

DIFA-GRUND will take a 60 percent share in the project de-

property, Prager Strasse 7 in Dresden, as well as the Office I

veloping company, which will be responsible for the mall's

and Office II buildings in the Hamburg's

planning and construction. The total investment will come

Falkenried quarter for about 23 million

to about 300 million euros. The Karstadt company owns

euros from Bayerische Hausbau. In 2004, the

the most important properties required for the construction

Falkenried quarter, which is a mixed district

of the large-scale project. The ECE will let and manage the

including apartment and office buildings and

shopping mall. "Limbecker Platz is a very good city centre

was nominated for the DIFA AWARD in the

location and the property will permanently occupy a lead-

year 2004.

ing position in the larger Essen district," said DIFA board

Germany remains an interesting investment location for DIFA.

member Frank Billand. Construction is planned to begin in
April 2006. The opening of the first section is scheduled for
2008 and the opening of the entire property for 2009. Today,
three years prior to the opening of Limbecker Platz, some 40
Sold: The Valentinskamp office

percent of the retail space has been let to renowned retail

building in Hamburg (left). Bought:

companies. The plans envision three levels of shopping cov-

Obere Königsstraße 30 (top) in

ering an area of about 70,000 square metres with some 200

Kassel and Perchtinger Strasse 5 in
Munich (bottom).

shops, including a "Karstadt Weltstadthaus" department
store and a "Karstadt Sporthaus" for sporting goods.

Discover your opportunities. Together with us.

We create space for your enterprise.
For us, real estate is about quality of life and offering stimulating spaces where people can work,
shop, live, relax and feel good. Our properties are fully focused on user needs and designed with
future demands in mind. Together with our partners we help make the urban environment both
more attractive and more enjoyable.
We have been active in the property market for 40 years now. As Germany’s second largest investment
company for open-ended real estate funds, with currently more than 210 quality properties under
management worldwide, we have lots of plans for the future. Why not join us?
www.difa.de

