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Between Crisis and Treasure Hunt
by Robert Orr

warning for its showcase real estate
fund, the value of which sank in the
second half of 2007 from £2.1 billion
to £1.5 billion. Norwich Union announced that its real estate trust plummeted from its peak value last May of
£4.4 billion to £2.8 billion in January.
In the same month, Scottish Widows
froze its £2 billion-heavy real estate
fund for up to one year, thus following
the examples of at least seven other
British funds purveyors who have frozen their funds since December 2007.
But this is not necessarily only bad
news. What is much more important
is that the UK is again slowly becoming a market with attractive prices.
On the one hand, London appears to
be good value with its longer-term
lease times and top returns for office
space in the City reaching 5.5 percent
– even in comparison to some Central
European markets, where top returns
are still hovering around 5 percent.
With five-year swap rates in the UK
remaining under 5 percent, the office
space market offers Core investors a
positive range of yields for the first
time in many years. International
players who had never before been
interested in the UK are currently rethinking their strategy.
In the long term, the performance of
the British real estate sector will
depend on the recovery of the credit
markets and the resilience of the
British national economy. All signs indicate that the previous corrections in
value are slowly leading to new transactions – although among a different
group of purchasers.

Robert Orr is a member of
the International Capital
Group of Jones Lang LaSalle
in London.
For more information, visit:
www.joneslanglasalle.com
To contact Robert Orr:
robert.orr@eu.jll.com

Photo: Jones Lang LaSalle

After five years of fantastic performance in the real estate market, the
rules of the game suddenly changed.
At a point in time when a mix of emotions had already started to come to a
head, the subprime crisis in the US last
August did not just signal the end of
cheap and easily available money, but
also triggered general discontent within the global real estate market.
The question is, have transactions
reached a standstill, or has the low
point been reached, meaning investors
can once again go in search of waiting
treasures? Generally, there’s little
doubt that the British market was visibly affected by the subprime crisis,
and that a fundamental correction has
taken place. In London’s West End, top
initial returns for office space rose by
100 basis points to 4.5 percent in the
second half of 2007. In the City, the
top initial returns during the same period of time rose even more, by 125
basis points to 5.5 percent. The same
pattern can be observed in retail properties and, to a certain extent, in warehouse properties. Regardless of property type, the yearly capital growth
(value development) slid from +12.5
percent in 2006 to -8.6 percent in 2007.
Yearly returns (rent plus value development) fell from +18.1 percent in 2006
to -4.4 percent in 2007.
It’s not surprising that the commercial
real estate vehicles in the UK have
fallen on hard times. From January
to December 2007, British REIT shares
lost 38 percent on average. In January 2008, New Star Asset Management
shocked the industry with a profit
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A Logistical
Globalisation
without logistics?
Unthinkable. Cars,
toys and clothing
without worldwide
transport by ship
and truck?
Unimaginable.
Real estate
investors are now
among those who
are benefiting from
Fotos: Plainpicture/Stephan Zirwes, EB-STOCK/Emanuel Bloedt

the booming
business in logistics
worldwide

Feat

Containers in Hamburg's docklands: The logistics sector registered around 180 million euros in turnover in 2006. That
made it the third-largest industrial sector in Germany after wholesale trade and the automobile industry.
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The logistics industry is one of the main beneficiaries
of globalisation. Practically everything which leaves the factories
today to be sold in shops has to be transported or stored in one
way or another. According to the latest figures from the World
Trade Organisation (WTO), world trade has grown continuously
in recent years, increasing by 8 percent in 2006. The growth rate
last year will likely be similar. But the global GDO only grew by
3.5 percent in 2006, which means that trade between individual
countries grew almost twice as fast as the world economy. Altogether, countries exported goods worth $15 trillion – over twice
as much as in 1999. Although trade is interwoven on a global
scale, the greatest exchange of goods still took place within Europe. European countries accounted for almost a third of global
trade. Germany had a considerable share of this and, due to its
central location ever since the European Union’s eastward expansion, has become one of Europe’s most important logistics
sites. The logistics industry had a turnover of almost 180 billion
euros, making it the third-biggest industrial branch in Germany,
after wholesale trade and the automobile industry.
In the long term, it won’t just be the transport operators
and service companies who will profit from this development.
Property investors have also recognised the opportunities offered by logistics real estate. According to the latest estimates
by Jones Lang LaSalle (JLL), logistics and industrial property now
represent 4 percent of institutional investment in Germany. In

Dynamic development
With a volume of almost 4 million square metres, the
German market for storage facilities achieved record
turnover in 2007. Areas outside the main conurbations
also developed dynamically. At 2.64 million square metres (an increase of 53 percent on the year before), they
were responsible for two-thirds of the turnover in 2007.
Sales and leasing in Germany's top five conurbations
fell overall by 17 percent to 1.28 million square metres.

Logistics real estate on the up
Regional take-up 2007* in 1,000 m2,
change from 2006 in %
2007

View of the harbour in Hamburg: According to a study by the
logistics consultancy SCI, every second German logistics firm
puts Hamburg at the top of the list of preferred locations.

Change

Frankfurt**

302

+2 %

Hamburg

301

– 42 %

Munich

242

–2 %

Düsseldorf

222

–6 %

Berlin

209

–11 %

Total conurbations

1,275

–17 %

Outside conurbations

2,640

+53 %

3,915

+20 %

Total
* Transactions over 4,000

m2

** incl. Wiesbaden

Source: JLL Germany

2007, around 2.62 billion euros were invested in production
and storage facilities, an increase of 11 percent on the year before. "However, the recent succession of back-to-back record
results will not continue in 2008," said JLL’s Head of Industrial
Property, Rainer Koepke. "We expect that a volume of around
2 billion euros could be achieved."
Since a large proportion of goods enters and leaves Germany
by sea, the major port cities are among the preferred investment
locations. According to a study by the logistics consultants SCI,
every second German transport and logistics company regards
Hamburg as the industry's most important location. Second
place goes to the Ruhr area, which plays a major role thanks
to the large number of people who have to be supplied. In
addition, the region has good links to the major international
ports of Amsterdam and Rotterdam, and has Europe's biggest
inland port in Duisburg.

Union Investment invests in logistics
Union Investment Real Estate AG is supplementing its property
fund portfolio with logistics properties. The company’s latest acquisition is a 59,000-square-metre logistics centre in Muggensturm
(near Rastatt, Germany), bought for its open-ended property fund,
ImmoInvest: Europa. The property is leased for 12 years to IHLE
Baden-Baden AG, one of Europe's leading wholesalers of tyres,
rims and accessories. The central location close to the border with
France is especially profiting from the growing integration of the
EU's internal market. The purchase of this logistics centre on the
banks of the Rhine is Union Investment’s third acquisition on the
German logistics property market. Recently, Union Investment acquired the project development of a logistics park in Worms, as

Photo: www.christoph-papsch.com

hamburg a big growth market
The analysts at Düsseldorf property consultants Aengevelt also
believe that, in the coming years, the Hamburg region will remain
one of the biggest growth markets for logistics real estate. Outside
of Germany's top 5 conurbations, Aengevelt sees further growth
opportunities in the regions around Bremen, Halle-Leipzig and
Kassel/Bad Hersfeld in North Hessen (see table). For Martin Schachner-Blume, consultant at estate agents Dr. Lübke, Germany's
new gateways to Eastern Europe – Leipzig and Nuremberg – are
also at the top of the investors' wish list. Recently, Leipzig has
experienced particularly dramatic growth, as shown by the fact
that courier service DHL is moving its European hub from Brussels
to Leipzig. Online retailers like Amazon and mail order firms like
Quelle are establishing their main distribution centres in Leipzig,
and by 2012, numerous supply and service companies will follow.
The reason for this is Leipzig's excellent strategic position at the
heart of Europe. According to a study by Munich logistics consultants Capten, the region is ideal for the use of central distribution facilities to supply all the main European conurbations, from
the Atlantic to the Urals, cheaply and efficiently. The expansion
of traffic infrastructure in central and eastern Europe is benefiting
not only Germany, but also central and southern Poland and the
south-eastern area of Slovakia. After the eastwards expansion of
the EU, these countries are profiting from their central location
and from the established trade routes to the East.
According to the latest JLL survey, European countries registered a 20 percent increase in the volume of property leased or
sold last year, although at the time of going to press the final
figures were not yet available. Rents rose accordingly, with the
highest increases registered in Oslo (up 22 percent year on year).
JLL also notes healthy increases of between 6 and 7 percent in
Edinburgh, Brussels, Antwerp and Lyon. The numbers show that,
in addition to the emerging regions of eastern Europe, the main
logistics nations also include France, the UK, and Scandinavian
countries. Germany, however, is the most important European
market for property investors. JLL's figures show that existing

well as the PrimeX logistics centre in Norderstedt near Hamburg.
"With well-positioned logistics properties, we are gaining a profitable supplement for our property fund, which is mainly invested in
office and retail property," said Frank Billand, member of the management board of Union Investment Real Estate AG. Outside of Germany, the company bought the "Parque Industrial Tecnologico II"
in Guadalajara at the start of 2008. The acquisition of this business
and logistics park with its 121,500 square metres of leased space
for UniImmo: Europa marks the real estate investment company's
entry into the Mexican logistics property market.

logistics property in the four major conurbations of Berlin, Düsseldorf, Hamburg, Munich and Frankfurt am Main as well as the
Ruhr area takes up some 13 million square metres.
Vacancies are rare, particularly in the case of modern storage
facilities. In the main logistics centres and at the ports, demand
significantly outstrips supply. "We're receiving a phenomenal
number of enquiries," said Christian Bischoff, regional director
for Northern Europe at the American logistics property developer, Prologis. But not everything listed by the estate agents is
sought after by companies. Although there are still plenty of
older storage facilities on the market, there is still a shortage of
extensive, modern logistics space. Thomas Steinmüller, managing director of Capten AG, has observed a trend towards larger
facilities. Only a few years ago, 10,000 square metres was the
lower size limit whereas today, property has to have a minimum
size of 30,000 square metres. Because of better transport links
within Europe, many regional storage halls have been abandoned, with countries being supplied from a single, large facility. Rising transport costs caused mainly by exploding oil and
petrol prices could, of course change this again. But the cost
advantages of large facilities are very significant.
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The demand for extensive logistics space is confirmed by the
trend towards logistics parks measuring 1 million square metres and
more. The goods transport centre just outside Bremen, for example, has an area of 496 hectares (4.96 million square metres). The
occupants of these megaparks are the classical providers of logistics services such as courier and parcel services. But manufacturing
companies, supply firms and other service providers are also moving
to such centres. In modern storage facilities, much more transpires
than just the shifting of goods into and out of the halls. Today's logistics centres are small factories. Products are pre-assembled, repaired, stored, and sometimes even manufactured completely. Others are re-fitted, individual components are delivered, assembled,
re-packed and sent off again – all "value-added services," as the
insiders call them. "Computer companies, for example, appreciate proximity to the runway and motorway," said Rudolf Juchelka,
professor at the University of Duisburg-Essen. "Instead of the time,
cost and transport involved in shipping a defective notebook to the
manufacturer abroad for repairs, it is repaired at the airport location
or somewhere nearby," added the author of a study examining the
potential of logistics business parks at airports.
Fewer and fewer companies are interested in having the logistics properties on their books. Deutsche Post, for example, is looking for a purchaser for 1,300 buildings used by the company. The
properties are worth an estimated 1.5 billion euros. Other logistics companies, too, are divesting themselves of their properties.
Selling their storage halls and logistics centres has the advantage
of releasing the capital and hidden reserves which are tied up in
property. This improves both liquidity and the profitability of the
company's capital resources, giving a corresponding boost to the
company's rating. In addition, the maintenance and administration of real estate is not part of the core business of many companies and therefore generally proves more expensive and complicated than occupying leased premises. This is also the point of

view taken by Gernot Beer, finance director of the Andreas Schmid
Logistics group in Gersthofen, near Augsburg. Still, in his view, the
rental of logistics property is not without disadvantages. When
it comes to converting buildings or reorganising operations, for
example, this can be done faster and more flexibly on sites managed by the company itself. "We try to find the right mix between
company-owned and rented or leased facilities," declared Beer.
The company owns its own headquarters in southern Germany,
but for locations further from the centre or in other countries,
the company prefers rented facilities. In terms of leasing periods,
companies also look for a good mixture. "In good locations we're
happy to rent large, homogeneous and inexpensive space for long
periods, but in other cases we keep contract times short so that
we're in a position to react flexibly," he added.

"A 1 percent increase in economic growth worldwide leads
to 2 percent more trade and 3 percent more containers"
Professor Frank Straube, TU Berlin
Firms which don’t own properties that have to be utilised
can respond more flexibly to changes in their order books. Many
outsourcing contracts with customers from industry only run for
three to seven years. For this short time, no company wants to
build an expensive storage hall if it might no longer be needed
when the contract expires. JLL has found that only companies
which plan to use a building for 10 years or more, or need a
structure which is specially designed to meet their own requirements, tend to build their own facilities. As a result, more and
more companies are renting the facilities they need, or are selling their own logistics properties to investors and then leasing
them back. Institutional investors, however, are highly selective
in their choice of property. Their main criterion is flexibility of
use. If a tenant moves out, it has to be possible to restructure

International flow of trade 2006
709 (6.1)
Regional trade
in $ bn.

388 (3.3)

Europe

CIS

North America

3,651

Supra-regional trade
in $ bn. (share of total
global trade in %)

80

905
451 (3.9)

72

Regional trade’s share of
total global trade in %
Europe

31.4

Asia

14.1

North America

7.8

South America

1.0
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0.7

Middle East

0.6

Africa

0.3

Middle East

242
(2.1)

268 (2.3)

970 (8.3)

Africa

111
South America

33

Asia

1,638

1,022 (8.8)

Source: WTO

complex offices or assembly lines without too much difficulty. In
addition, several users may need to divide the facility up among
themselves. "In the case of new buildings in particular, this requirement is a must-have," said Schachner-Blume.
A number of technical preconditions also belong to the indispensable features of modern storage facilities. The storage
height has to be at least 10 metres, and there has to be one
loading gate for trucks for every 1,000 square metres of storage space. The strongest demand is for properties in conurbations with good links to the motorway network. But since the
introduction of motorway tolls, greater importance is once
more attached to rail links and proximity to international airports. In addition, it has to be possible to use the facility round
the clock. Sustainability is also becoming increasingly important, as is demonstrated by the ecological logistics centre built
in Wiesbaden by logistics property developers, Gazeley. Chris-

tian Bischoff from Prologis finds that more and more tenants
are prepared to pay higher rent for low-energy, sustainablydesigned logistics space.
In spite of the strong demand, experts expect a slight drop
in prices over the coming months. "In the medium term, I
expect prices to fall slightly," said Schachner-Blume. Still, logistics properties can provide a certain boost to returns. JLL expects
that by the end of 2008, peak returns for logistics properties
will rise by up to 25 basis points, from 6.32 percent to 6.57
percent. The market analysts at Aengevelt also believe that,
due to growing demand for new space and buildings, logistics properties will remain a popular investment product with
domestic and foreign investors in the years ahead. However,
with purchase prices already high and relatively stable levels of
rent, the potential for appreciation is comparatively low.
Alexander Heintze is a freelance journalist in Munich.

“The Economy’s Circulatory System”
In which direction is logistics developing? Frank Straube, director of the Logistics Department at the Technical University of Berlin and deputy chairman of
the German Logistics Association (BVL), takes a look into the future

Placed & spaces: Doesn’t the development of the price of oil represent a grave danger?
Straube: Today, logistics is clearly
more than just transportation. It is
the planning and direction of entire processes. In this sense, the
total cost of logistics is derived
from management, IT, transport,
and warehouse costs. For industrial concerns, these logistics costs
amount to about 8 percent, for
commercial companies, about 20
percent. The price of fuel will increase the cost of logistics by per-

haps 2 to 5 percent. We are assuming that the logistics costs will
rise due to higher energy costs. But
there are other effects that are
layered on top of this.
Places & spaces: What are these?
Straube: Three things are of paramount importance: More division of
labour worldwide, more economic
growth, and increasing population
size. With these things in mind, logistics has become something like
the economy’s circulatory system.
Places & spaces: What role is
Germany playing in this?
Straube: Germany plays a special
role as a transit country but also as
a country specialized in logistics.
The largest logistics service providers in the world are German companies. German logistics has done
well in international comparisons by
institutions such as the World Bank
and the EU. And it is creating jobs.
About 2.5 million people in Germany work in the logistics industry.
Places & spaces: What problems
does this create? Are there, for example, enough logistics areas?
Straube: There are enough logistics areas in Germany. The challenge is the integration of these logistics areas into logistics streams.

Many product transportation hubs
have been created for political reasons and do not necessarily depict
the economy’s flow of goods. In
part, they have simply been created in the wrong place. How they
are linked to carriers and companies is an important topic.
Places & spaces: What kind of
demands are companies placing
on modern logistics areas?
Straube: Companies are looking
for delivery parks near production
facilities; service providers wish to
be near harbours or railway terminals. Now and then, there’s a
fight over logistics space in heavily
congested areas. Overall, the importance of logistics areas for the
economy has greatly increased in
recent years. While this is a contentious matter, there are no bottlenecks. Where it really becomes
tight is in harbours and on the
roads. The containers have to clear
the harbours faster and get on
their way to the companies. This is
a big problem. One percent of economic growth worldwide leads to
2 percent more trade and 3 percent more containers. This leads to
a doubling in the worldwide container flow every five years.
Interviewer: Alexander Heintze

Photo: BVL

Places & spaces: In recent years,
logistics has been one of the economy’s boom sectors. Will rising oil
and transportation costs as well
as the coming economic recession
bring an end to this development?
Frank Straube: If the economy
goes into recession, then we will
experience a reduction in volume.
Through the global division of labour, however, this reduction will
not be at a 1:1 ratio; rather, it will
represent about 50 percent of the
growth. This can be explained by
companies’ propensity to move
their production to “cheap” areas
in times of recession. Logistics is
always needed. The sector creates
employment during recessions as
well as during boom times.

Professor Frank Straube is
the head of the Logistics
Department at the Technical
University (TU) of Berlin.
For further information,
visit www.bvl.de
To contact Frank Straube:
straube@logistik.tu-berlin.de

Examples of sustainable build-

ping:
l a View
c e sof&thesatrium
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IBN Institute for Forestry and
Nature Research (left) in the
Dutch city of Wageningen,
designed by Stuttgart-based
Behnisch Architects. In 2005,
the office tower (right), located at the prominent Chicago
address 111 South Wacker, received the coveted LEED certificate. Since 2005, it has been
part of Union Investment's
open-ended real estate funds.
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Built for the Future
The topic of sustainability has finally been released from the ivory tower of
science. More companies are realising that environmental awareness and social
responsibility are business assets as well as a solid investment in their own
future. New national certification programmes are setting the standards – and
Germany is catching up
Ever since her desk was moved to her company’s
new office building, Jill Kasza has been feeling really good. "I
haven't had a single cold," said Kasza, who works for Exelon,
one of the United States’ biggest electricity supply companies,
which is based in Chicago. In the past, she took to her bed at
least two or three times a year with the flu. She added that her
improved health has also had a positive effect on her productivity. She attributes this improved state of affairs to the pleasant
climate in her new building. Thanks to an air filter system, organic paint on the walls and low-emission flooring, unhealthy
office air is no longer a problem at Kasza's workplace. Exelon’s
“green” headquarters is currently the largest office building in the
world to have achieved a platinum rating for commercial interiors
under the US building certification scheme LEED (Leadership in Energy and Environmental Design). Compared to the old company
headquarters, energy consumption decreased by 43 percent, water consumption fell by 30 percent, and the use of all offices and
conference rooms has been made much more pleasant thanks to
the presence of natural light.

Photos: Martin Schodder; Union Investment

C e rt i f i c at e at t r ac t s t e n a n t s
In 2005, the coveted LEED certificate was awarded to a building
which is today part of Union Investment Real Estate AG’s portfolio: An office tower at 111 South Wacker in Chicago’s prominent
commercial district received a gold rating for its sustainable design
– just one of the reasons why it has been able to attract such prestigious tenants as Deloitte, Lord Bissel and RR Donnelley.
In the US, only 112 office buildings – among there, six with
platinum status – have a LEED certificate, which has been awarded
since 2000. In the UK, the home of building certification, the Building Research Establishment (BRE) already lists 100,000 buildings
certified according to its national standard, the “Building Research
Establishment Environmental Assessment Method” – or BREEAM.
This list includes housing and schools, offices and prisons, hospitals
and factories. “BREEAM was developed in 1990 and is the oldest

certification system for sustainable building,” said Heide Schuster
from WS Green Technologies in Stuttgart. “It’s the model for both
the US standard and the Australian rating system.”
The system known as LEED in the US and Canada is called the
Green Star in Australia. Since 2002, the Green Building Council of
Australia (GBCA) has awarded four, five or six stars to buildings
which are deemed especially environmentally friendly. Clearly,
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green building is growing in popularity Down Under, too. "In
the past 12 months, the GBCA has grown at an amazing rate,”
said GBCA Chairman Tony Arnel. The organisation’s membership has risen from 260 to more than 470. In 2007, 430 projects
applied for certification, which was awarded to only 15 projects
across Australia. Arnel is especially proud of a worldwide innovation: The “Green Star Business Partnership“ initiative. Ten leading Australian industrial companies and government organisations have voluntarily committed themselves to subject any new
buildings which they build or rent to the Green Star rating process. "This partnership is an expression of our aim of using ecology to highlight the social and business components of ‘green
building’ more prominently," Arnel said.
There's a good reason behind the desire to expand the sustainability movement. These certification instruments are much more
than just a label of environmental friendliness."The certificates
confirm that sustainability criteria have been observed in the planning and construction of the building," said Schuster. Sustainable
building involves considerably more than just putting up an “eco
house.” Anyone who builds sustainably has to:
• place great value on urban planning and design quality;
• pay careful attention to functionality;
• consider the economic consequences of the resources consumed over the whole life cycle of the building;
• take into account the ecological impact and social effects of
the project.
The certification process has to assess all of these sustainability criteria, weight them and finally bring them together in
a grade – a complex task, as Frank Spandl, director for Business
Development at the international engineeering company, Arcadis,

explains. “A real ecological balance is not so easy to achieve – it
takes a lot of discussion and politically, it is sometimes difficult
to sell,” he said at a conference for Property Life Cycle Management (ILM) that was held in Berlin at the end of the last year.
”LEED, for example, is a pragmatic, comparatively superficial but
nevertheless accepted solution with a great deal of marketing
power,” he said, referring to the American certification system.
And while the British BREEAM seal of approval is also not the be
all and end all, it’s better than nothing.

New German quality seal
In addition to the UK, North America and Australia, Japan
and France have recently caught up with their own certificates.
This year, Germany will finally also receive its own seal of approval for sustainable building. The German association for sustainable building (Deutsche Gesellschaft für Nachhaltiges Bauen,
or DGNB), which was founded in June 2007 and includes Union
Investment Real Estate among its members, will in future award
quality certification to buildings which meet certain sustainability
criteria (see table). In Germany at the beginning of the 1980s,
regulations were laid down as to heat insulation and energy reduction; since the 1970s, German architects and engineers have
been at the forefront of energy-efficient building. ”With the
DGNB certificate, a platform will be created that will encompass
the expertise of the German participants in this market, and just
as with the British and American systems, allow us to implement
this expertise internationally,” said Ralf Bode, group leader in Real
Estate Project Management at Union Investment Real Estate AG.
The German system will be based on the results of a round table

Grades, stars and precious metals
International certification system for sustainable buildings
System
Country

DGNB-Seal
(Germany)1

Inspection Five sustainability
emphasis criteria:
Protection of resources
Protection of global
environment
Humanitarian
environment
Health, comfort of users
Value preservation
Grading

Certificate and
insignia, possibly
multi-star system

1) in development

HQE
(France)
14 categories
in the areas:
Eco-construction
Eco-management
Comfort
Health

Pass (“base”)
Strong
(“performant”)
Very strong
(“très performant”)

BREEAM
(Britain)
Planning and construction process
Health and comfort
Resource consumption
(energy, water)
Materials used
Land consumption

Pass
Good
Very good
Excellent

LEED
(US)
Six sustainability
criteria
Ground and soil
Water supply
Energy and
atmosphere
Materials and
resources
Indoor air quality
Innovation and design
LEED certified
LEED silver
LEED gold
LEED platinum

Green Star
(Australia)
Energy
Emissions
Materials
Land consumption
and ecology
Water
Transport
Interior quality
Management
Four stars:
“Best Practice”
Five stars:
“Australian Excellence”
Six stars:
“World Leadership”

Source: own research, as of January 2008

CASBEE
(Japan)
Q (“Quality”):
Ecological quality
of building
(interior, operation,
environment)
L (“Loadings”):
Ecological effects
of building (energy,
resources, materials)
Measured in
“Building Environmental Efficiency”
BEE = Q/L
C (“poor”)
B
B+
A
S (“excellent”)
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Photos: Landesmesse Stuttgart; Avenue Images/Index Stock/B. Leighty; NordLB/R. Halbe; Banz+Riecks/C. Richters

Sustainability meets modern architecture: Stuttgart's trade fair centre (top left) and the “Karolinen Karree“ office block in Munich (bottom right).
The Exelon Pavilion (top right, foreground) in Chicago: The headquarters of the US energy company was awarded the Platinum LEED certification.
Below left, Morley and Union Investment's Paddington Central - Building 3 received a rating of very good in the BREEAM certification system.

conference on sustainable building which took place in 2002 at
the Federal Ministry for Transport, Building and Urban Affairs. At
the federal level, too, a certification system is being developed
and is due to be presented in mid-2008. It remains to be seen
whether, in the final analysis, a single, binding German sustainability label can be developed from a combination of the DGNB
and the ministry’s certification systems – even if all concerned
acknowledge the advantages of a unified system.
The Redevco example illustrates the urgent need for a German sustainability seal. For lack of a home-grown alternativ, the
property division of the German textile group, C&A, has turned to
the British system of certification. In future, the company intends
to construct all of its property in line with BREEAM requirements.
Eleven projects, some of them in Germany itself, are already in
the planning stage or under construction, and as early as this
autumn, the first entirely carbon-neutral “C&A-Eco Store” is to
open its doors in Mainz. Property investors have learned from
their experiences abroad, where it has become clear that certified property projects increase the building’s potential when it
comes to letting and selling, and provide the security that prescribed quality criteria can be met both during planning and
during the construction phase. And finally the life cycle concept
which lies at the heart of the sustainability idea is especially significant in accommodating the long-term interests of investors
– reducing operating costs for the benefit of tenants, stabilising

the site based on design which is sensitive to city-planning considerations, and ensuring the building can adapt to the changing requirements of its tenants. All this effectively reduces the
long-term risk for the owners of the property.
The subject of sustainability is now high on the agenda for
potential tenants – especially corporations with global operations
which are under close public and investor scrutiny. "In the past
year, this trend has gained enormously in impetus worldwide,"said
Colin Dyer, global director of international property consultants
Jones Lang LaSalle (JLL). He adds that nowadays, no international
company moves into a building which senselessly wastes energy resources. "In the US, they have reacted very quickly to this
trend and created in LEED a standard which has a good chance
of becoming a benchmark on an international basis, too," said
JLL’s German manager, Christian Ulbrich.
For Jill Kasza at Exelon it is probably of little significance what
seal of quality her office building bears. Of decisive importance to
her will be the benefits which sustainable buildings offer every day.
Her employers will be just as happy about the increased productivity of their workforce as they are about the reduced running costs
of the building. It's a succession of benefits which also ultimately
spread to the building’s owners, who can look forward to stable
long-term rental income and constant growth in the value of their
investment. The bottom line? Sustainability pays off.
Anne Wiktorin is a freelance journalist in Cologne.
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Smörgåsbord and smørebrød, Tivoli and archipelaInner-city office buildings which became free are increasingly
gos, endless forests, isolated fjords: The Scanbeing turned into residential space, especially in Copenhadinavian nations of Norway and Sweden,
gen. Generally, residential property markets are performalong with often-included Denmark and
ing slightly less well. “The international finance crisis is
Finland, have long since ceased to be a
having ramifications even for Scandinavia,” Bisgaard
blank spot on the tourist map. And the
said. “Home loans have become so much more exfour countries are certainly becoming
pensive that investment in that sector has practimore visible on the property investcally collapsed.” However, the Scandinavia expert
ment map, too. Although in most of
assumes that the situation will ease up again within
these countries, it's mainly domestic or
the next two years. “On the other hand, the retail
other Scandinavian market players who
property markets have developed very interestinglay the ground rules, American, British and
ly,” Bisgaard said. He anticipates ongoing favourable
German investors have also been venturing
investment opportunities in the sector because Copeninto this formerly little-known terrain in recent
hagen, Helsinki and Stockholm all have low vacancy rates for
years. Lured by the stable economic and political development,
retail space, especially in top-end locations. Higher rents can
it is mostly security-conscious investors who are on the lookout
thus be anticipated. German investors also see great potential
for opportunities. Yet Scandinavian markets are comparatively
on the dynamic property markets in the far north.
small. Even in the Stockholm region – by far the largest commercial property market in Scandinavia – there are only about
denmark draws foreign firms
11 million square metres of office space. In comparison, Paris,
the European office market leader, has about 49 million and
“The structure of the Danish economy is especially reLondon has just under 20 million square metres. As in all small
markable for the high number of middle-sized industrial and
markets, the competition for good property is stiff.
service companies which are often highly specialised and strong
“Without a partner on the ground, it’s almost impossible
in export terms whilst also being top class technologically,”
for foreigners to get their foot in the door,” Holger Bisgaard,
said Jens Erik Gravengaard, director of HSH Nordbank’s Nordic
a former Copenhagen city-planner, said. This is another reaReal Estate Team. A population of approximately 5.4 million
son why a large proportion of investment capital flows back
produces a gross national product whose growth rate, while
and forth between the four Scandinavian countries. “Danes
at the lower end by Scandinavian standards, is near the top of
are chiefly involved in Stockholm and Norwegians in Copenhathe pile in Europe as a whole. This positive
gen,” Bisgaard said, summing up the situation. But Scandieconomic development, combined
navians have also begun increasingly to look to Eastern
with relatively low construction activity,
Europe, Asia and occasionally to Germany. On Janushould mean an increase in office space
ary 1, 2008, the Swedish company Aberdeen Asset
rents which, in recent years, had fallen
Management PLC, which is listed on the London
slightly.
Stock Exchange, took over ownership of the
Copenhagen’s infrastructure would apDEGI Deutsche Gesellschaft für Immobilienpear to be very highly developed, as it infonds mbH from Dresdner Bank AG. And
cludes the largest airport in Northern
the Danish Baltic Property Trust (BPT) anEurope, the harbour and direct train
nounced that it would like to acquire
links to a number of large Europeassets in Germany worth a total of
an cities. “The positive basic conup to 1 billion euros.
ditions have led to more internaSweden
Finland
“Demand on the oftional companies from various
fice markets will continue
sectors settling in the region in
Norway
to develop positively this
recent years,” Gravengaard said.
year thanks to the very
He assumes that top returns for Cofavourable employment
penhagen office property, which in
Helsinki
Oslo
situation in the Scandinaautumn 2007 stood at about 4.75 perStockholm
vian countries,” Bisgaard
cent, will, contrary to earlier predictions,
said. Modern office space
rise
by between 25 and 50 base points this
200 km
in contemporary buildings
year. The main reason for this is the inis said to be most in demand.
creasing finance costs investors face. Yet
The new harbour developments Denmark
the property market only receives sporadic
Copenhagen
and large converted spaces have
international attention. “To date, foreign
been the first to profit form this.
investors haven’t played such an important

Photos: Bilderberg/Jerzy Modrak; STOCK4B/cadaphoto;
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Nordic Cool
In the last four years, the Scandinavian countries have transformed themselves into economic
powerhouses. It's no surprise, then, that Finland,
Norway, Sweden and Denmark are also sought
after by international investors

Copenhagen's Royal
Library: Good economic
conditions are attracting
ever more international
companies to Denmark.

role in Copenhagen as they have in other European metropolises,” Gravengaard said.
Amongst the few German investors to have taken the plunge
in Scandinavia is Union Investment Real Estate AG from Hamburg, which, as far back as 2005, acquired office and retail space
for about 62 million euros in the business district of Nydalen in
Oslo. The company has since gone on to invest in Stockholm and
Helsinki, too. “Entering the Norwegian market still isn’t easy for
foreigners; deals are still mostly being sealed by domestic investors," said Victor Stoltenburg, head of Acquisition Core Markets at Union Investment Real Estate AG. The Oslo property
market is still considered to be not very transparent,
and high interest plus the costs of hedging against
currency risk had frightened many investors off.
“Add to that the scarcity of office space and
the accompanying high probability of rent increases, and Oslo is currently one of the most
exciting property investment markets in Europe,” said Stoltenburg. It is entirely feasible
that Union Investment will make further investments in the Norwegian capital.

h e a lt h y m a r k e t i n o s l o
Truls Nergaard, who works in Norway for property consultancy DTZ, has also noticed increased international interest in
Oslo. “The market is being changed by the foreign investors;
it’s becoming more professional, more transparent,” he said.
“Top office rents rose by 30 percent in 2007. They really went
through the roof.” The consequences of the international finance crisis are not as palpable in Norway as they are in the rest
of Scandinavia. “Banks have become more careful in granting

m a r k e t & i n d u s t ry
loans, though, and their margins have increased. Nonetheless,
the Oslo property market is really healthy and will continue to
develop positively over the next two years,” Nergaard said.
Although the rest of Scandinavia is catching up, Stockholm still maintains its lead over the other northern lights. The
Swedish capital region’s commercial property market is not just
the largest, but also one of the best-developed in Scandinavia. This is reflected not least of all by the huge interest from
foreign investors who mostly come from the US and UK, and
who invested about 3.6 billion euros in Stockholm in the first
six months of 2007 alone. However, the Stockholm office property market is also more volatile and, after Frankfurt-am-Main, has the second highest
vacancy rate in Europe.
Experts say that Stockholm will be able
to solidify its position as one of the most
important economic centres in Scandinavia
in the years to come. “The Swedish economic situation has been ticking along well
for a long time,” said Wolfgang Lawrenz,
director of Equity Capital Markets Origination at DZ Bank. “For many years now, Stockholm has posted high population growth which is
largely due to migration from other parts of Sweden,”
he said. Just under a quarter of the total workforce produce
about a third of Sweden’s total gross product in the Greater
Stockholm area. So it should come as no surprise that property investors are also sizing the location up with confidence.
“In the years ahead, we anticipate an ever-decreasing vacancy
rate and a significant increase in rents,” Lawrenz said. He assumes, however, that the growth in rents will, at some point
in the future, slow down slightly as there will be a greater sup-

The traditional and the modern: Swedish marines in front of Stockholm's Old City (left) and skateboarders in front of Oslo's City Hall.
International property investors invested between 5 and 6 billion euros in Scandinavia in the past year.

Photos: Vario Images/Chromorange; Bilderberg/Jerzy Modrak; Laif/Ralf Kreuels; laif/Frank Siemers
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ply of space resulting from the increasing amount of
new construction. Furthermore, the first effects of
the crisis on the international finance markets can
already be felt. “Since risk premiums and finance
costs have risen, we must assume that returns will
also increase slightly,” Lawrenz said.
After Stockholm and Oslo, the property investment market in the Finnish capital Helsinki has, in the
meantime, also surged forward and found investors’ favour. According to data from property consultants Catella
Property Group, 2007 saw a repeat of 2006’s record investment levels of 5.6 billion euros. A majority of those investors
came from abroad and included open-ended property funds
from Germany. Capital investors were lured by the tangible effects of the successful reform programme carried through in
the 1990s. Tied in with this reform was a reduction in social
expenditure and a high level of investment in education and
research and development in Finland. “In the last five years,
we have seen great changes on the Finnish property investment market,” Seppo Martikainen, vice-president of Finnish
property firm YIT Construction, said.

ing the market entry barriers for foreign
investors. Market activity in Finland is
chiefly concentrated on the Greater
Helsinki area with its approximately
1.3 million inhabitants. The city has
an office space supply of about 5.7
million square metres, about a fifth
of which is in the city centre. The level
of trust in the location’s potential is also
reflected by the latest commitments from
Union Investment, MEAG and Deka Immobilien
GmbH, which have also entered the Finnish market with their
acquisition of two retail properties in the coastal city of Turku
at the beginning of this year. The capital investment company
is anticipating very strong economic growth in the property
sector in the Helsinki region up until 2012.
According to market analysis, the consistently favourable
increase in productivity is reflected in 1.1 percent more jobs appearing in the service sector. That should translate into demand
for office space. A healthy consumer climate should continue to
prosper – news that international investors are always happy to
hear. They are responsible for two-thirds of the property capital
investment in Finland; only Sweden can claim a similarly high
percentage. The investment landscape in Denmark and Norway,
on the other hand, clearly still needs to be charted by foreign
investors who would do well to follow Holger Bisgaard's advice
to be guided by scouts with thorough local knowledge.
Christiane Harriehausen is a freelance journalist in Munich.

g r e at e r t r a n s pa r e n c y
“The market isn’t just benefiting from the country’s economic strength; it’s also become very transparent and solvent,”
he added. Martikainen sees another advantage in Finland being
the only Nordic country to have adopted the euro, thus lower-

Selected economic data
Number of workers*
(in million)

Economic growth* 2007
to previous year in %

Economic growth * 2008
to previous year in %

Rate of inflation*
2007 in %

Unemployment rate*
2007 in %

Sweden

4.4

3.6

3.7

1.6

5.3

Norway

2.4

2.9

2.8

12.0

2.5

Denmark

2.8

2.1

2.0

2.1

3.5

Finland

2.4

4.0

3.0

1.4

7.4

EU average

n/a

2.8

2.5

2.2

6.9

* Forecast

Source: Jones Lang LaSalle Nordic City Report, autumn 2007

The most important office property markets
Supply of office space
Q2 2007 in 1,000 m2

Top rents 2007
in euros/m2/month

Vacancy rate
2007 in %

Top returns
2007 in %

900

41.8

n/a

4.00 to 4.50

Stockholm

1,624

36.9

8.9

4.40

Helsinki

1,801

24.8

5.5

4.75

Copenhagen

4,912

21.3

3.1

4.75 to 5.00

Oslo

In each case, only the central business district

Source: Jones Lang LaSalle Nordic City Report, autumn 2007

Credit Suisse's new administrative centre in
Zürich: The correlation
between working environment and employee
productivity still can't be
measured objectively. But
office designers such as
Bene are trying to come
up with proof positive.
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Designer Workspaces

The working environment has a strong influence on employee performance. But how
strong? That's what office designers are trying to measure
The correlation between workforce performance and
office design has already been demonstrated. Just over two years
ago, for example, London's Commission for Architecture and the
Built Environment (CABE) published a comprehensive summary of
all the existing research results on the subject. The results indicate
that workers who find their working environment very pleasant are
25 percent more productive than those who don't feel well at their
place of work. The latest Office Excellence Check, a study by the
German Fraunhofer Institute for Industrial Engineering and Organisation (IAO) in Stuttgart, reaches a similar conclusion: The performance differences between those who work in a well-designed office
and those who have to put up with faulty office design can be as
much as 36 percent. However, these figures are difficult to apply to
individual cases, because there are still unanswered questions about
what influence the working environment of a specific company has
on its employees in concrete terms.

"When it comes to investment in the working environment, the return on investment has to be measurable for the client," said marketing boss Stefan von Terzi.
Steelcase has therefore commissioned IAO to develop an analytical instrument which will enable the fast and uncomplicated evaluation of both office quality and staff performance. On the basis of
a before and after comparison, it is now also possible with this instrument to analyse what impact a design upgrade of office facilities has in individual cases. The analytical instrument is based on the
findings of Office Excellence Check, the free, web-based office test
developed by the Fraunhofer IAO . This tracks the quality of the work
and office situation in Germany in the form of a long-term trend
study. Since the programme was activated in October 2005, more
than 4,800 participants have implemented the test and provided a
valid data base. Interestingly, Office Excellence Check measures the
performance of workers not on the number of days lost through illness or staff fluctuation, but on the way workers assess their own

Photos: Bene; www.freudenberg-ds.de

performance measurement
"Every day, we face the problem that the correlation between
office design and employee productivity still can't be measured in objective terms," said Olaf Philippi, who manages the Hamburg branch
of the office equipment firm, Bene, with 75 branches throughout
Europe. The difficulty is that many companies and managers are only
prepared to pay good money for overhauling the design of their offices if they can calculate when and if the investment will pay off.
Many office designers are therefore putting a great deal of effort into
making the influence of the working environment on productivity
measureable. Bene, for example, plans to use the recently renovated
administrative headquarters of Credit Suisse in Zürich as a case study.
For this purpose, the company is currently evaluating workforce surveys, together with rates of absence due to illness.
The London office designers DEGW, who have designed the offices of companies such as Google, the BBC and Capital One, offer
a performance measurement service by the company's own research
team. And Steelcase, the American manufacturers of office furniture
and office designers with their German headquarters in Rosenheim,
have put the subject of measurability at the top of their priorities.

The innovation centre at automobile supplier, FDS: The open atmosphere
has improved the performance of the company's employees.
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Project room designed by Wiesner-Hager, supplier of office furniture: "The requirements of each department have to be analysed in detail dur-

Photos: Wiesner-Hager (2)

ing the selection of the office structure," said Michael Pellny, manager of the Weissman Institute.

performance. "Employees are in the best position to assess their
own productivity and office performance,” said Jörg Kelter from
the Fraunhofer IAO. “They know very well what is beneficial and
what detracts from their performance. As a result it is particularly
the input and quality of their own working results which are evaluated, together with efficiency, target orientation and effectiveness
in everyday office routine."
The analytical instrument developed by the Fraunhofer IAO for
Steelcase was used for the first time in the case of Freudenberg Dichtungs- und Schwingungstechnik GmbH & Co. KG (FDS). The automobile supplier, which is part of the Freudenberg Group, recently
brought together a number of diverse R&D sections in a joint innovation centre. Previously, the engineers had worked in conventional
cubicles distributed over a number of different floors and buildings,
generally seeing one another only at official meetings. "We therefore
looked for a solution which would provide more flexibility, transparency, openness and communication," said Ulrich Frenzel, head of
the Innovation Center at FDS. In consultation with the 70 staff members, the Fraunhofer IAO developed a new office concept which took
their requirements into account. The result is an office with hardly
any walls, an open-space office in which there are no fixed work
stations, meaning that project teams can form new groups at any
time. The appropriate office furniture was supplied by Steelcase. A
large number of fully glassed-in conference rooms – the so-called
thinking cells – provide opportunities for team meetings, phone
calls and undisturbed concentration. The results of the before and
after comparison a few months after the relocation are that staff
performance has improved by 6.3 percent. "The open atmosphere
promotes communication and makes if easier for ideas to flourish,”

said Frenzel. “This has a very positive impact on our development
work and on the quantity of our innovations.”
IAO expert Kelter hopes that such examples will be an inspiration to others and motivate more companies to invest in office
quality. "Managers tend to think in terms of returns,” he said. “We
hope our statistics will convince them that thoughtful and carefullyplanned office design can open up above-average potential." The
unanimous opinion of the experts is that, on average, an upgrade
of the working environment costs 2,000 to 3,000 euros per employee, but German companies are very reluctant to make the investment. The design index calculated for their offices by the IAO in
the Office Excellence Check lies at 60.1 percent – on a scale where
0 percent indicates a design wasteland, and 100 percent is the ideal
case. The office quality of German companies tends to be average
rather than good.
"New quality arises in particular where a holistic perspective is
applied and a clearly identifiable design concept is wholeheartedly
implemented," said Kelter. The ergonomic quality of the furniture,
ambient climate, lighting conditions and an appealing colour and
materials concept are important factors. However, the most important factor by far for staff performance is a working environment
which promotes and supports every type of communication. "This
is one aspect which, in my opinion, is still highly underestimated,"
he added. "To promote communication, it is helpful if offices are
as transparent as possible, if the staff can see one another, and if
both accidental and arranged meetings can take place – regardless
of whether it is at the work station, by the water cooler, at the photocopier or in the corridor. And to make sure that this works, these
areas in particular have to be designed to be especially attractive."

At the same time, however, there is a requirement for enough conference rooms equipped with the relevant technology. The question
of how a building is conceived and structured overall is also vital.
For example, which departments need to be in closer contact and
should therefore be located next to each other? Or how can interesting meeting points and market place type situations be created
within the building?

office form decisive
However, of almost equal importance is the selection of the appropriate form of office. "There are now numerous alternatives to
the kind of cubicle office which is still dominant in Germany,” Kelter said. “Careful selection and a deliberate decision for or against a
specific type of office – whether it's the individual, combined, multispace or team office – still takes place much too rarely.”
“Not all furniture and structures support each employee equally
effectively," said Michael Pellny, manager of the Weissman Institute
and co-author of the book "Die lebende Immobilie" (The Living
Building). The sales department, for example, relies on open structures, communication and mobility. R&D, on the other hand, is less
mobile but in contrast, highly reliant on the exchange of experiences and know-how. Accountants and controllers in turn need
peace and quiet in order to process all the numbers they have to deal
with. "The requirements of each department have to be analysed in
detail in the selection of the office structure," Pellny said.
These findings form the basis of the new office concept of
the Santander Consumer Bank in Mönchengladbach. After a detailed analysis, the combination of a number of office concepts
has proved to be the best solution. The result is an open-space
office which is supplemented by individual offices with a fixed
allocation. The importance of a precise analysis of working processes can also be seen in the head office of the law firm Slaughter and May in London, which has been newly designed by the
Bene Group. The days when lawyers pored over dusty
stacks of documents in dimly lit cubicles and
communicated with no one are a thing of
the past. Their work has become more
communicative. Modern technology has facilitated access to
information, and turned the
laptop into the most important working resource. As a result, Slaughter and May expressly
did not want a traditional office
model. Their new premises are
clearly structured and enable
staff to withdraw to their

Modern office furniture: Flexibility and communication are
currently the most important
criteria in office design.

own space when they need to concentrate. Communication takes
place in the so-called “Coffice” – a mixture of café and office,
where business discussions take place in a relaxed atmosphere.
In the library, there are zones where staff can obtain information
online and work in a concentrated way.
Two further factors in the field of office quality deserve special
consideration – technical infrastructure and acoustics. Both of these
aspects were decisive factors when Jamba, the supplier of mobile
phone products and services, was looking for new offices in Berlin.
The company's former offices in the Kreuzberg area had a wooden
floor which may have been attractive but was highly impracticable.
It meant that the Jamba offices were always loud, and the growing
numbers of cables could no longer be discreetly hidden. "We were
therefore looking for modern offices which would not be just open
and transparent but also provide relative calm and modern technical infrastructure," said Niels Genzmer, press officer at Jamba. They
found what they were looking for at the DomAquarée in the centre
of Berlin, and are now occupying three floors. These have sandwich
floors in which the tangle of cables can easily be stowed. Carpets
and shelves ensure pleasant acoustics, and the many glass walls give
an air of transparency. The floor-to-ceiling windows at Jamba's offices mean that staff can even see from one floor into the next floor
of the building opposite.
For more information on the Office Excellence Check, visit:
www.oexc.web-erhebung.de
Contact: Jörg Kelter, Fraunhofer Institute for Industrial
Engineering, E-Mail: joerg.kelter@iao.fraunhofer.de
Johanna Lutteroth is a
freelance journalist in
Hamburg.
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Combined Advantage
The amendment of Germany's Investment Act makes it easier for open-ended real
estate funds to invest in property companies holding one or more properties. This
model is already quite common abroad, as it offers a host of benefits

a range of opportunities
The amendment provides a number of opportunities for the
open ended real estate funds industry. Investment companies are no
longer forced to take back unlimited amounts of shares in funds on
a daily basis, making liquidity control easier, particularly in times of
high movement of liquid assets. And the requirements for business
with the big institutionals such as insurance companies and pension
schemes have been eased as well. Because such real estate experts
are certainly capable of assessing investment risks, the state decided
to relax the regulations. Investors can now freely define, under their
terms of contract, to what extent they want to invest in real estate
directly or invest indirectly in property companies. In this way, the
lawmaker is focusing on boosting the position of German “Spezialfonds” among the international competitors in the investment products market. At the same time, investment companies will continue
tapping the opportunities opened up through the issuing open ended
real estate funds under the Luxembourg regulations, which affords

even more flexibility. Last but not least, the industry will be relieved
that one of the most controversial plans of the government officials
was not adopted, namely, plans to force investment companies to
introduce open ended real estate funds of different risk categories
instead of sticking to the basic principle of product diversification by
region and usage type.

t r e n d to Pa r t i c i pat i o n m o d e l
The statutory novelties are also a clear positive signal as
regards indirect real estate acquisitions, even though many a
practitioner would have desired more flexibility. For around a
decade now, open ended real estate funds have been allowed
to acquire shares in property companies as an alternative to
the classic method of buying the actual office, retail or residential properties. “This is a very common type of real estate
acquisition, in particular abroad,” said Michael Albrecht, group
manager for law and real estate at Union Investment Real Estate AG. In many countries, taxation issues actually make the
acquisition of shares more attractive than the acquisition of
bricks and mortar (assets). It's common knowledge that property purchases means that the treasury will earn as well. When
a plot changes hands, regardless of whether there are buildings on it or not, the state claims land purchase tax. This is the
same in the UK and in the US, in France, Spain, Poland and
Hungary as well as in Germany. “The acquisition of shares in a
property company in contrast is exempt from land transfer tax
in many countries,” Albrecht said. This is why it presents an
opportunity which many investors are grateful for, in particular in countries where land purchase tax rates reach or exceed
the 10 percent mark.
Nevertheless, taxation issues are not the only reason why
capital investment companies decide in favour of indirect means
of real estate acquisition. In some countries, including the US
and the Eastern European EU member countries, the acquisition of shares has turned from the exception to the rule. “The
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It all worked out in the end. After the German parliament passed the draft for the amendment of the Investment
Act on 8. November 2007, it came into effect at practically the
last minute – on 28. December 2007. Since then, new rules have
goverened the entire German funds sector. Some of the changes
were implemented immediately, while others have a deadline of
2010. The new regulations, according to the express intention
of the legislator, are meant to boost Germany's international
competitiveness, advance innovation in the industry and counteract the exodus of fund assets to other countries. Deregulation and modernisation were key topics from the outset. How
this should be done in detail, however, was subject to a long
and hard struggle, in particular as regards the new regulations
for open-ended real estate funds. What seems sensible in theory is not always practical for everyone involved. In such cases,
the bottom line is usually a compromise – and in the case of
the new Investment Act, this wasn't any different.

Bundles of steel rods: It's now easier for open-ended property funds to invest in property companies that hold multiple real assets. The decisive advantage: The purchase of shares in a company is not subject to land purchase tax in many countries.
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international trend toward the participation model continues,”
said Uwe Stoschek, global real estate tax leader for PricewaterhouseCoopers. Participation structures have proved effective, in particular, in cases where real estate fund companies
enter new territory when making investments abroad. Union
Investment Real Estate AG used this approach in 2005 to gain
a foothold in the Mexican market. In 2005 in the capital, Mexico City, the Hamburg-based investment managers acquired a
30-percent share in the holding company of the “Torre Mayor“
office tower. The remaining 70 percent is held by project developers Reichmann International. The company also pursued
a similar strategy in Chile. Here, said Member of the Management Board Michael Montebaur, Union Investment Real Estate
AG struck an exclusive agreement with a “local real estate pioneer,” the project developers, Birmann.

t u r k i s h c o o p e r at i o n
The real estate participation model also proves particularly
useful when it comes to acquiring projects in development.
Take the case of the 71,500-square-metre retail building “Forum Mersin” in Turkey, for example, in which Union Investment
Real Estate AG bought shares via a real estate company during
project development. Its partner is the Turkish project developer, Multi Turkmall. The companies are currently implementing another Turkish retail centre project, the “Forum Kayseri.“
Union Investment Real Estate AG has invested 130 million eu-

ros in the retail centre development, located in the South Anatolian provincial capital of Kayseri. Completion is expected by
the end of 2009.

less widespread in germany
In Germany, in contrast, the share model plays a comparatively minor role. “On the one hand, there are historical reasons for this,” said Albrecht. As real estate fund companies
have only been allowed to tap into this type of indirect real
estate acquisition since 1998, the classic funds with a German
focus are still largely directly invested in real estate. “On the
other hand, taxation issues are responsible for this situation,”
Albrecht said. In Germany, more often than not, land transfer
tax is due even on participations in property companies, meaning a taxation rate of 3.5 percent of the property value, and
even as much as 4.5 percent in Berlin. As a consequence, the
participation model offers fewer advantages in Germany than
abroad. Nevertheless, when it comes to major projects such as
the development of the shopping centre in Limbecker Platz in
Essen, participation is a sensible way to go. The project is the
biggest urban retail centre development in Germany, and Union Investment is one of the partners of a joint project development company in which ECE holds 15 percent of the shares
and Arcandor 25 percent. “In this case, we are sharing the
project development risk collectively – in contrast to property
purchases during project development stage, where the de-

Indirect investments increasing
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nority shareholder in companies that hold
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structures have established themselves, in
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Large increase in indirect investments

Indirect property investments increase 16-fold
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View of a multi-storey apartment building: Since the end of 2007, open-ended real estate funds can participate in multi-tiered constructions.
Included in this is investment in a holding company, which in turn, is invested in a real estate company.

velopers are paid depending on construction progress, where
tenancy is frequently ascertained in advance or where tenancy
guarantees are in place,” said Albrecht.
Equally variable is with how big a share a fund participates in
a property company. Generally, a capital investment company is
entitled to acquire 100 percent in another company, but it may
just as well invest in as little as 15 or 30 percent of the shares
for its portfolio. Yet, the investment company is not completely
autonomous in its decision, because the German Investment Act
clearly defines a maximum percentage in which a open ended
real estate fund may invest assets indirectly. The upper limit hasn’t
changed under the new law and is still set at 49 percent.

Photo: Corbis/Image100

s t r i c t q u ota s
A small but important detail in the wording of the law is decisive here. If a fund holds 100 percent in a property company, the
participation will be treated as if it were a direct investment, so it
will fall outside the 49 percent ratio calculations. As regards these
calculations, only holdings in which the fund holds either a majority or a minority of shares count. “But to be considered a majority
shareholder, it will not be enough to simply hold more than half
the capital,” Albrecht explained. “The law demands two things
for a majority shareholder rating: That the shareholder holds the
majority vote to amend the articles of association; and that they

hold the majority of shares.” In individual cases, this can mean
that participation will be deemed a minority shareholding under
the law, for example, when a company holds 60 percent of the
capital shares on behalf of the fund while a greater majority vote
would be required to amend the articles of association.
And as regards all minority holdings, an even more stringent
share ratio applies. Participation in companies where the open
ended real estate fund is a minority must not exceed 30 percent
of the assets. “This is an improvement as compared to the old
version of the Investment Act, where the limit was 20 percent,”
said Stoschek. This makes a lot of sense, according to the PricewaterhouseCoopers expert. “Apart from the fact that a minority
shareholder is less influential when it comes to business decisions,
minority holdings are also not as marketable and there is always
a chance of them being more difficult to sell,” he said. Albrecht
also thinks that the statutory limitation on minority shareholdings
makes sense. As regards majority shareholdings, however, he would
have preferred more flexibility. “Why investments that we as majority members have total control over fall under the 49 percent
ratio rule, is hard to understand," he said. “In practice, it's not
even possible to buy a 100 percent share in some countries.” For
now, the sector will have to live with this compromise, and practice the virtue of patience. Because one thing is certain – another
amendment to the Investment Act is sure to come.
Anne Wiktorin is a freelance journalist in Cologne.
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Newly Positioned
Open-ended property funds are attractive once again. The sector
took measures to turn itself around, and starting in 2009, German property investors
will benefit from higher post-tax returns under the final withholding tax framework
Regardless of the current turbulence on the world's
stock exchanges and financial markets, 2008 could be another successful year for the German open-ended real estate funds. Two years
after its biggest crisis so far, the industry has regained its former
strength. This is partly due to the fact that the capital investment
companies themselves have initiated important reforms, and partly
because the open ended real estate funds divested themselves of
some of their older properties at the peak of the worldwide property boom in 2007, making some healthy profits in the process. In
this way, fund managers have succeeded in significantly raising the
value of their shares. German investors have responded accordingly,
affirming the major role played by this fund category as a stabilising
element in their investment portfolios. This is also reflected in the
considerable net gains in financial inflows over the past months. By
the end of 2007, the 23 open-ended real estate funds registered total
net new capital inflows of 6.7 billion euros, compared to the negative balance of 7.4 billion euros in 2006. There are good reasons for
this revived investor interest. The managers of the open-ended real
estate funds have successfully achieved a significant turn-around.
They have optimised their property portfolios thanks to skilful acquisition and divestment policies. The resulting growth of 5.7 percent
over a single year was, according to the German fund association,
BVI, the best average annual value since the mid-1990s. The initial voluntary commitment to improved liquidity management and
greater transparency in the assessment of fund properties was replaced by binding regulations with the amendment to investment
legislation approved by the German parliament on 8. November,
2007. The new legislation has been in force since 28. December,
2007. "Open-ended real estate funds have been made crisis-proof,"
said BVI Director Stefan Seip. The principal changes are:
Participation As in the past, open-ended real estate funds can
acquire property companies or purchase a stake in them as an alternative to direct property purchases. The change is that, under the
new legislation, 100 percent holdings in property companies are
now classed as the equivalent of directly-owned properties. As it is
still true that investment in property companies must not exceed 49
percent of the fund's assets, this now only affects holdings in which
the fund has less than 100 percent of the shares. The new legislation

states that holdings in property companies where the fund only has
a minority share of the capital and/or voting rights must not exceed
30 percent of overall assets (previously 20 percent). So-called “multi-level” holdings in the form of investment in a holding company
which in turn invests in a property company are now also permitted. However, 100 per cent of the shares must be held on behalf of
the fund by the holding company. Outside Germany, open-ended
real estate funds often hold their real estate in some form of company structure under corporate law because this tends to be more
attractive from a taxation point of view (see p. 24 to 27).
Buy back of units The funds can set maximum limits per order
for the daily buy back of unit certificates. This maximum limit can
be defined either as a concrete amount or as a percentage share
of the volume of the fund. The relevant legislation provides for different treatment of private investors and large-scale institutional
investors when it comes to the buy back of units. If the maximum
limit is exceeded the investment companies can set time limits in
order to regulate the redemption of units. However, the buy back
terms must be clearly documented in the sales brochure.
Assessment The dividing line between fund management and
property surveyors has also been drawn more sharply. Surveyors
are now only allowed to evaluate the land and buildings owned
by the fund as the principal expert for a period of two years, after which they must be replaced by a different surveyor. This type
of rotation is intended to ensure impartial assessment quality. In
addition, the individual market value of all properties held must be
published in the fund's statement of accounts – a practice which
the majority of open-ended real estate funds have been following on a voluntary basis since 2006.
Investors in open-ended real estate funds will benefit from the
final withholding tax which has been introduced in Germany as
part of the 2008 corporate tax reforms and comes into effect in
2009. This new flat-rate tax will namely do away with the disadvantage which open-ended real estate funds have so far suffered
in comparison with equity funds. Under the new legislation, investors in all types of fund will only have to pay a maximum of 25

percent income tax on the annual taxable returns (distributed as
dividends) they receive and the profits they make on any investments sold. At present, investors in open-ended real estate funds
must, depending on their individual tax bracket, pay tax at up to
45 percent on any taxable earnings from their investment. What
also makes open-ended real estate funds more attractive is the
fact that for private investors, profits from the sale of any property in Germany which has been owned for more than 10 years
(speculative period) continue to be tax free.
A further tax advantage to be enjoyed by open-ended real estate
funds is that, from 2009, any income from leasing or selling property
which is earned abroad and is exempt from taxation in Germany will
no longer be included in the assessment of the investor's tax bracket.
The reason for this is that with the introduction of the final withholding tax on 1. January, 2009, the progression clause will no longer apply. At present, this progression clause has the effect of raising the
investor's individual rate of taxation because any income from leasing or selling property which is earned abroad and is exempt from

taxation in Germany is added to the amount of income on which
the tax assessment is based. This can have a significant effect on the
individual's tax bracket. From 2009, this will no longer be the case.
On the contrary, with regard to after-tax returns, any funds which
invest mainly in property abroad will represent an advantage for private investors in future. The tax on any remaining rental income, including that which is earned in Germany, is modest. Overheads and
depreciation reduce the basis on which the final withholding tax is
calculated, withholding taxes paid abroad are deducted from the 25
percent final withholding tax and profits made on buildings sold after 10 years remain exempt from tax. However, for open-ended real
estate funds, too, there is a downside to the tax reforms, in that investors will no longer be exempt from tax on the sale of any units
which are purchased after 2008. The one-year speculation period will
disappear, just as in the case of equity funds. However, any appreciation of foreign property in countries with capital gains exemption is
excluded from the final withholding tax.
Nikolaus von Raggamby

Open-ended property funds increase the foreign component of their portfolios
Investment strategy According to the German fund asso-

Age structure The age structure of the property stocks held

ciation, BVI, over the past five years, the proportion of foreign

by open-ended property funds is, for the most part, young.

property in the portfolios of open-ended property funds rose

Two-thirds of the properties are no older than 10 years, which

from an average of 41.8 percent to 68.3 percent by the end of

according to the BVI, contributes above all to low main-

September 2007. On that date, the BVI calculates that, on av-

tenance costs and dependable appreciation values.

erage, German properties only made up 31.7 percent of the
holdings of the open-ended property funds (compared with
58.2 percent at the end of 2002). In Europe, the fund manag-

Youthful property stocks
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The proportion invested in countries outside of Europe was 8.5
percent, which represents a considerable increase in compari-
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son with the end of 2002 (3.3 percent).

Where open-ended real estate funds are invested
Increasing foreign share
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news in brief

“The breakthrough in Asia came first with a branch in Singapore”
Michael Montebaur, Union Investment Real Estate AG's member of the management board responsible for foreign business, on future investment strategy
Places & spaces: Thanks to financial inflows,
open-ended real estate funds are once again on
the side of the buyer. Where will Union Investment Real Estate AG invest in future?
Michael Montebaur: If you look back at the
previous year, you can see that the focus of investment was clearly outside of the classic core
markets. While only two smaller properties in Paris were purchased – and not a single one in London – markets such as Mexico, Chile, Turkey, and
the Asia Pacific region moved ever more to the
fore. This matches the profile of our global fund
and is a sensible addition to the German and European funds which already have a large portfolio
in the European core markets. But we haven’t forgotten the major European cities. As soon as the
investment markets are once again offering us
somewhat attractive price structures, we will immediately be ready to invest.
Places & spaces: The funds industry in the UK
is greatly affected by the subprime crisis at the
moment. Will the open-ended real estate funds
be drawn into its wake?
Montebaur: We are convinced that this will
not happen for a number of reasons. The first
is that lawmakers have decided that open-ended real estate funds in Germany – as opposed
to those in the UK – may only finance up to 50
percent of an investment with foreign capital. In
reality, these numbers, especially in terms of investments within Europe, are much lower. Secondly, the smaller residential property segment,
which was particularly affected by the subprime
crisis, doesn’t have any relevance for our investment product. And thirdly, over the past months,

during which real estate prices seemed to be
rocketing, the open funds’ purchases proved
their ability to assess the situation. Last but not
least, the external expert evaluation has proven
itself time and again during different market
phases in recent years. This is now being rewarded accordingly.
Places & spaces: With regard to liquidity,
are open-ended funds also being affected by
the banks’ restrictive lending practices at the
moment?
Montebaur: Open-ended real estate funds are
in the comfortable situation of being able to make
investments entirely out of their own liquidity. As
a rule, third-party financing merely serves the optimisation of taxation or the securing of currency
exchange rates. For this reason, open-ended real

estate funds are experiencing, particularly in the
current market phase, that banks are offering them
especially attractive financing conditions due to the
minimal level of debt of the special assets and the
exemplary investment processes.
Places & spaces: Union Investment has just recently again invested in Asia, particularly in Malaysia and Japan. How interesting is the Asian
continent at this time for real estate investments?
Montebaur: The Asian real estate markets are at
present of particular interest for the entire investment branch. The reasons for this can be found
in the special dynamics of the markets as well as
in the expected further increases in rent growth
in most of those markets. The national economies
are showing formidable growth rates, as countries
like Malaysia, Thailand and Vietnam are looking for the quickest ways possible to connect to
more mature markets. The dynamics and leverage
which are generated by the two giants China and
India are changing the global economic structure.
Both markets have enough depth to offer longterm and exciting investment perspectives.
Places & spaces: What’s particularly important
when it comes to the real estate business in Asia?
Montebaur: After many years of preparation,
our market entry into four Asian countries in the
last two years was successful. The breakthrough
first became possible with the establishment of
a separate branch in Singapore, headed by Steffen Wolf. This gives us presence in the region. In
Asia – much more so than in other markets –
close personal and constant contact is essential
to create and maintain credibility and trust.

Michael Montebaur, member of the
management board of Union Investment
Real Estate AG.

Subprime crisis puts brake on Europe's investment markets
4 In spite of the subprime crisis in the US and the turbulence on the

2008, but by the middle of the year a fresh consensus on market val-

world's stock exchanges and financial markets, investment in commer-

ues will probably be achieved," said Tony Horrell, CEO of JLL European

cial property remains popular with international investors. In Europe,

Capital Markets. Accordingly, for this year, JLL expects an overall trans-

there may have been a significant reduction in the level of transactions

action level around 20 percent below that of 2007.

in the second half of the year, but for the year as a whole, the markets still registered results which are well above average. These are the
findings of a recent survey by property consultants Jones Lang LaSalle
(JLL). According to preliminary estimates, the overall volume of trans-

Experts predict further decreases in 2008
Direct investment** in commercial real estate in Europe, in billions of euros
Cross-border
Domestic

253.0

actions on the European commercial property market for 2007 was
around 220 billion euros, with the transaction flow slowing in the sec-

220.0*
176.0*

173.9
129.8

130.2

2003

2004

ond six months of the year to 100 billion euros, which is 25 percent below the level registered in the comparable period of the previous year
(July to end of December). "The price corrections which took place at
the end of the second half of 2007 will continue into the first half of

2005

* Forecast ** excl. residential property

2006

2007

2008

Source: Jones Lang LaSalle, as of 9. January 2008

Union Investment enters new property markets worldwide
4 Portfolio The restructuring already began to bear fruit last year

fice Tower” (top left) in Kuala Lumpur was acquired for the open-

in the open-ended real estate funds operated by Union Investment

ended real estate fund UniImmo: Europa at a price of around 100

Real Estate AG. In the first half of the 2007/08 business year, Uni-

million euros. Union Investment Real Estate AG is now involved in

Immo: Deutschland improved its performance by 8.4 percent. This is

four office property markets in Asia. Due to continuing strong de-

well above the long-term industry average and can be attributed to

mand from prospective tenants for top office space in Japan's major

a number of special effects. In the spring of 2007, the fund's man-

cities, Union Investment has also added its first office investment in

agement sold an extensive portfolio of properties at a price of 1.36

Tokyo to its portfolio, acquiring the 11-storey "Shiomi Koyama Of-

billion euros, achieving a considerable profit. UniImmo: Europa also

fice Building" (bottom left) in central Tokyo for 130 million euros.

performed well, registering 5.6 percent by the end of the 2007 fiscal

This Grade A building, which has 17,800 square metres of fully oc-

year. For the industry in general, open-ended property funds man-

cupied office space, now supplements the portfolio of the UniImmo:

aged an average one-year performance of 5.7 percent. According

Global fund.

to the industry federation BVI, this is the best average annual value
achieved since the mid-1990s.

4 South America Union Investment is continuing its expansion on
the growth markets of Central and South America. Almost simultaneously with its entry to the market in Malaysia, the investment
company acquired two further properties in Mexico and Chile at a
total cost of around 73 million euros. The company has been investing in Latin America since 2005 and has now extended its portfolio in the region to 12 properties and projects. The latest additions

are the “Xerox Building” in Santiago de Chile, which is let entire-

Photos: Union Investment (4)

ly to Xerox Chile and was acquired for UniImmo: Global, and the
“Parque Industrial Tecnologico II” in Guadalajara (right), which
is also fully let. The purchase of this 121,500 square-metre business

4 Asia In order to maintain its successful strategy, Union Invest-

and logistics park for UniImmo: Europa marks Union Investment's

ment is continuing to internationalise its business operations and

entry into the Mexican market for logistics property. With around

has become the first German property investment company to gain

60,000 people employed in the electrical and electronics industry,

a foothold in Malaysia. At the start of the year the “CapSquare Of-

Guadalajara is known as Mexico's “Silicon Valley.”

+++ Look for the next edition of Places & spaces in October 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 160 high-quality properties in
22 countries worldwide. Our forward-looking strategy has enabled us to secure such exceptional buildings as the landmark Torre Mayor in Mexico City – a clever move, not just for our
investors.
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

