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chitecturally integrated city centre locations where they’ll help

characteristic range of fashionable, trendy products. This shift is

strengthen and revitalise the areas – or so the German national

accompanied by a corresponding change in the type of pedestri-

guidelines for urban development and the municipal building

ans and potential customers who shop in city centres. Of course,

authorities say. But what's the situation like in the real world? Is

these effects are proportionally stronger in smaller cities.
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What's most decisive, however, is the relationship between

machine" for urban sprawl, really the right instrument for

the number of shops planned in the mall and the number,

making city centres more appealing?

quality and spatial arrangement of the shops in the respec-

After all, developers aren’t generally targeting the ailing or

tive city's prime locations. Even in places where there is still a

even shrinking cities, but rather the promising high-turnover
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locations. As tenant demand here clearly outstrips the limited

is at stake because malls are certainly far superior to traditio-

supply of often small spaces in top retail locations, rents are
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28	News Telecommunications providers prefer city locations, malls negatively impact prices, Sustainable Investment Conference, energy-efficiency yearbook, property study, hotel investments, study on
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Prada displays the

international investors still see considerable potential for mo-

a city centre as regards urban space, commercial activities and

Yokohama is Japan's second-largest city, and is part of the
urban conglomeration that has grown up around the capital city, Tokyo. Reaching almost 296 metres, Yokohama's
Landmark Tower at Minato Mirai 21 is the tallest building
in the country.

se perspective? From the perspective of the mayor and the local politicians, who in hindsight always (have to) sell their deTitelcover: LOOK / age fotostock; drr.net/Munshi Ahmed; PR; laif/The
New York Times/Redux; privat

was nominated for

locations. What we did record, however, were drops in rental

are the effects of a shopping mall on the functional fabric of

26 Property Stress Test Risk management is routine
business for open-ended real estate funds.
Zurich's Seewürfel

Shopping malls remain in vogue as developers and

cisions as successes? From the perspective of the landowners
who have to worry about getting their shop spaces properly relet and who are chided for not wanting (or not being able) to
invest in a freshly-painted façade? Or is it the perspective of the
consumer that counts, of the person who delights in the new
electronics store and ample parking space in the mall, but is
annoyed by the fact that the high street seems to offer less and
less in the way of clothing shops? These are questions we've
been looking into since 2006 – and our ongoing survey now
yields the first answers.
In most of the cities surveyed, we were able to track hardly any noteworthy spikes in turnover related to city centre mall
Monika Walther is a research assistant at the HafenCity University in Hamburg. Since September 2006, she's been working on a research project on the effects of city centre shopping malls on historic urban structures. The project is being funded by the German
Research Society DFG over a period of three years.
www.hcu-hamburg.de/stadtplanung/projektmanagement

Two faces of the Japanese capital,
Tokyo: Tradition in a Shinto shrine
and the whirl of activity in the
Odaiba amusement park on Tokyo
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Bay. Over 34 million people live in
the world’s largest metropolitan
region.

In Flux

German investors have once again begun showing mounting
interest in the Japanese property market. But the international
financial crisis is now also making its effects felt in Japan
robertharding.com/Panoramic Images/Steve Petsch; Deepol/Marco Bohr
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UniImmo: Global invested in the Solado Harajuku building in the
Takeshita-Dori district of Tokyo (above). The Umeda district in
Osaka (middle). Colourful flags wave at a boys’ festival (below).
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For years, one searched for Japan on the “mental map”
of German property investors in vain. Institutional investors had sidestepped the country for good reason. A major economic crisis had
caused the real estate bubble to burst abruptly in the middle of the
1990s. Prices plummeted and did not recover for quite some time.
Japan’s property market was sluggish for the following 10 years.
But over the last three years, things have been looking up – reason
enough for German investors to start rediscovering the country of
sushi and Ikebana.
Equity investors are being attracted mainly by the good economic
development of the last few years but also by the country’s innovative power. The world’s second-largest economy is currently in the
longest period of expansion since World War II. But in the wake of
the turbulence on the international financial markets and the current pessimistic outlook on economic development, it’s fair to ask
how the Japanese property market will develop. As Jürgen Maurer
of the German Office for Foreign Trade (bfai) reports from Tokyo, the
effects of the American property and financial crisis can also be felt
in Japan. “In Japan, there are fears regarding stagflation,” he said.
People are hoping that the worst of the financial crisis is over, as that
would mean the Japanese economy has escaped relatively unscathed.
“Current data indicates that, unlike American and European banks,
Japanese banks never developed an appetite for risky investments,”
Maurer said. Still, the eight largest banking groups in Japan had to
write off more than 900 billion yen (about 5.6 billion euros) in the
2007 business year due to the US subprime crisis. In total, the crisis caused financial institutions worldwide to write off or lose loans
worth $468 billion (300 billion euros).

Japan’s largest cities

lation was 127.7 million. Of this

O f f i c e m a r k e t i s i n c r e a s i n g ly d y n a m i c

number, some 34.4 million were
living in the greater Tokyo area.
Japan
Osaka

Tokyo

Nagoya

Yokohama

Tokyo’s central office market zones
Office space in central city districts
in 1,000 m2
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3

1 Minato-ku

6,760

2 Chiyoda-ku

6,398

3 Chuo-ku

4,206

4 Shinjuko-ku

2,847

5 Shibuya-ku

1,787

Source: DTZ Research, March 2008

market is in the grip of a few large companies and project developers such as the Mitsubishi Estate, which is one of the largest property owners in Tokyo’s best location – Marunouchi, located in the city
district of Chiyoda-ku.
In principal, though, there are no limits on foreign investors’ buying of property. But when acquiring real estate, there are some market peculiarities that should be kept in mind. “Basically, a contract of
sale can be made directly with the owner,” explained Maurer. And

I n t e r e s t r at e s i n J a pa n r e m a i n l o w
Japan has also felt the affects of the cooling off of economic activity in many western countries. “Exports to the United States have
already decreased, while higher costs for materials and a stronger
yen have worsened the profit outlook for companies,” said Maurer.
The cost of raising capital, however, has remained moderate. “A lowinterest policy is being maintained by the Bank of Japan,” he said.
Still, the central bank reckons with economic growth of a mere 1.5
percent for the current year.
Aside from basic economic conditions, the market environment,
investment security, and barriers to market entry also play an important role for property investors. Yoshiki Kaneko, Director of DTZ Japan in Tokyo, notes that there have been new legal barriers in effect
for both domestic and international investors since April 2008. These
mean that investors founding a special purpose company (SPC) intended to function as seller and owner of property are required to
hire a local asset management company. These asset management
companies assume the supervision of the tenants, manage leases
and lease payments, manage the building-related services, and report to the owners. Especially important is requirement for companies to obtain a state license. There is also some catching up needed
regarding market transparency. “Information about building sales
is almost impossible to come by,” said Kaneko. “The government
doesn’t make any market information available.” In addition, the

as property acquisition can entail many bureaucratic steps and documents, a licensed real estate agent is usually brought on board.

Sapporo

In January 2008, Japan's popu-

In the past few years, the real estate market in Japan has become
increasingly dynamic. “Construction in the dense population areas
has increased,” Maurer said. The availability of office and commercial properties as well as the demand for such has clearly risen. Next
to office and residential buildings, developments in the most important business metropolises Tokyo, Osaka, Nagoya, and Sapporo are
heading in the direction of multi-functional complexes that include
offices, small stores, restaurants, and sometimes hotels and apartments. This dynamism is not accidental. “The state-supported city
development planning is playing an important role,” said Maurer,
adding that some aspects of building law regulations for commercial
lots have been simplified.
And yet, in Tokyo, the first signs of a slowdown have been noticed
this year. Potential office tenants are putting off decision-making to
see how the market will develop. After office lease prices greatly increased last year due to relatively low availability, they are now only
slowly increasing, reports Jane Murray, director of the Asia-Pacific
research department at Jones Lang LaSalle (JLL). She believes that
the coming 12 months are going to be very interesting. Much will
depend on the changes in the global economic situation. “However, the fundamentals for the Asian property market are good,” she
said. “This makes the situation different from other cycles in Japan
during which the vacancy rates were higher and the profitability of
the companies was lower.”

L ow vac a n c y r at e
Added to this is the fact that, after the last financial and real estate crisis, the Japanese tend not to lean too far out the window.

Deregulation of Japanese economy gaining speed
Union Investment; robertharding.com/Panoramic Images/Steve Petsch;
drr.net/JTB Photo
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More than 60 percent of Japan’s popula-
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into the background as the country has

mental protection and energy conserva-

the German Office for Foreign Trade (bfai).

pursued deregulation and privatisation,”
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according to Robaschik. In the 1990s and
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at the beginning of the 21st century, na-
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tional support for the reorganisation of
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the banking system and of companies ex-

tutions and insurance companies, as well

Toyota's headquarters are located. “Japan

periencing economic difficulties was at the

as waterworks, transportation and also

is known for its industrial policies, mean-

top of the agenda. Among the most im-

certain activities involving the health and

ing the attempt to influence the economy

portant economic objectives were the pro-

education sectors.
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Japan's economic power
With a GNP of $4.6 billion – more than one-tenth of global
added value – Japan is the second largest economy in the
world after the United States.
Share of G8 states in global economy
Data for 2005 in $ bn.

16,442

12,498

Rest of the world

GDP1

1.9

2006

Available
income1

Private
consumption2

4,609

Japan

Total $ bn
44,317

753

2,792

Russia

Germany

1,108

2,260

UK

Canada

1,728

2,127

Italy

Source: German Federal Finance Ministry

France

ion Investment's interest in the Japanese market remains high. “We want
to close more deals in Japan this year, as well as in South East Asia,” said
Wolf. “The priority will be the broad spreading of investments throughout the region.” The open-ended property fund UniImmo: Global scored
another success in August with the purchase of the commercial building
“Solado Harajuku” for 91 million euros. The building is located in the Harajuku district, known for its Takeshita-Dori shopping area – the centre of
Japanese teen culture and birthplace of Manga youth culture,
which has since spread around the world. The rentable space of
1,380 square metres is completely leased to fashion and food
enterprises.
Despite individual instances of German activity, it’s still investors from the US and – for the first time last year – Australia who are setting the pace among foreign investors in Japan. Among the most active companies are the AIG Group,
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ly and more carefully checking whether a property is marketable.
“Loans have become more expensive,” said DTZ’s Kaneko. “The
banks’ margins are up to 100 basis points higher than in the previous year.” The missing liquidity could also have consequences for
price development and lead to increased yields. For investors with
equity, the outlook is good. And for this reason, Japan is once
again fulfilling its moniker “the land of the rising sun” for real
estate investors.
Christiane Harriehausen

USA

Japan’s economy at a glance
Year

GE Real Estate, and Morgan Stanley. A total of $2.7 billion
was invested in the Japanese property market in 2007, according to analysts from DTZ – much more than the $1.35 billion invested in the previous year. It’s no surprise, then, that
this storming of the Japanese real estate market in 2007 led
to tough competition over good properties. This resulted in
increasing prices and decreasing yields. Since then, the demand
for property has fallen slightly due to the international financial
crisis. As in Germany, banks are currently financing more selective-

1) real change to previous year in % 2) nominal change per household and calendar year 3) change in %
4) long-term loans, as per January of the calendar year in % 5) percentage of GDP 6) Prognosis 7) in %

Source: bfai, government data, 2008

The Tokyo National Art Center, designed by star architect Kisho Kurokawa (above) opened in 2006. A Japanese cultural monument: The
centuries-old bridge in the garden of the Imperial Palace in Kyoto (below).

laif/Zenit/Jan-Peter Boening;
robertharding.com/Panoramic Images/Alvis Upitis

Even in the most desirable of locations which include the business
centre (CBD) of Tokyo, only two new buildings are being constructed
this year, said JLL. One of them is the Akasaka Biz Tower with about
99,000 square meters of usable space, which will be finished in January and has already been completely leased. The vacancy rate in the
CBD has grown slightly in comparison to the fourth quarter of 2007,
from 2.1 to 3 percent. But there’s not likely to be any further noticeable increase in vacancies this year. In the Tokyo districts of Otemachi
and Marunouchi close to Chiyoda-ku, only the Marunouchi Trust
Tower is increasing the supply. About 50,000 square metres of usable space are divided among 37 storeys. The building is being developed by the Mori Trust, and the tenant is Shangri-La Hotels and
Resorts. The vacancy rate in Otemachi and Marunouchi is extremely
low at slightly less than 1 percent.
The residential property market has also become more dynamic.
In particular, the number of owner-occupied apartments has risen
greatly in the last three years. Rents have become so high in downtown Tokyo that many workers now live in the suburbs. According
to DTZ, the rents for top properties have climbed to more than 31
euros per square metre. Union Investment Real Estate AG has also
made its entrance into the market with the purchase of a residential
property portfolio in the best central location in Tokyo. The real estate
package was acquired by FLEG Future Life Entry Group International,
an established developer of residential and commercial properties on
the Tokyo market, for the open-ended property fund ImmoInvest:
Europa. The purchase price for an existing building and five further
residential buildings currently under construction (with about 140
residence units) is about 50.7 million euros.
Union Investment further expanded its business in Japan this year
with the acquisition of an office building for the UniImmo: Global fund.
Investment volume in the 11-storey “Shiomi Koyama Office Building” in
the Tokyo inner city district of Koto-ku adds up to some 130 million euros.
This grade-A building from 1995 is completely leased. “The vacancy rate
in this segment amounts to only 1 percent currently in the secondary location of Koto-ku,” said Steffen Wolf, Union Investment's branch office
manager in Singapore. “In Koto-ku – as in all of central Tokyo – there is
practically no available office space. The strategy of expansion of
both the domestic as well as of the foreign companies would lead
one to assume a further shortage of high-quality office space and,
therefore, increases in yield for expiring leases.” Given this situation, Un-

c ov e r s to ry

markets

Frosty Climate
The future of global real estate markets currently looks less than rosy.
Investors are adapting their strategies accordingly

Real estate markets in Europe and the United States
are at an impasse. As the global credit crunch continues to tighten
its hold, investors are remaining wary. As a result, property prices
are falling in almost every market, but this is not exactly making
things any easier for investors. With cheap credit now nothing but
a distant memory, there's no doubt that, in future, investors are going to have to significantly up their game in order to find value.
It's not going to be easy. Global property sales plunged by
46 percent in the first quarter of this year, according to the New
York-based research and consultancy firm Real Capital Analytics (RCA). In the period between January and March, just $154
billion in real estate sales were transacted globally – almost half
the amount of turnover that occured in the same period the year
before. In the first quarter of 2007, transaction volume added up
to some $283 billion.
In a further indication of the ongoing turmoil in the US,
Europe surpassed North America in the first quarter of this year as
the most active market place for property deals, RCA reported. But
it seems something of a hollow victory given that European sales
between January and March plummeted by 40 percent. “The music stopped when the credit crunch took hold last August,” said
Robert White, president and founder of Real Capital Analytics.

W o r t h w h i l e i n v e s t m e n t ta r g e t s

The global real estate climate has
cooled off considerably in the
wake of the US sub-prime crisis

Corbis/Arcaid/Natalie Tepper
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The second quarter of 2008 did not get off to a better start:
Property sales in Europe plunged by 71 percent in April compared to a year earlier, according to Real Capital Analytics. However, some markets fared significantly better than others. While,
depending on the asset class, sales volumes in the UK, Germany,
Ireland and Belgium fell by between 40 and 70 percent in the
first four months of this year, some markets bucked the trend,
with surprising results. Spain, Turkey, Romania and Bulgaria were
among the few countries that recorded a gain in transactions.
Office deals in Spain actually increased three-fold in the period, albeit skewed by PropInvest’s acquisition of the Boadilla del
Monte financial complex on the outskirts of Madrid for more than
1.9 billion euros in February.
But while global real estate markets remain highly challenging, there are still some asset classes worth keeping an eye

on. London, for example, retains its international allure, with
falling prices – and rising yields –making it better value for
money than at this time last year. Yields in the City of London have increased to around 5.75 percent, up from 4.5 percent last summer, said Tony Horrell, head of European capital
markets at advisory firm Jones Lang LaSalle in London.
And some big deals are still being pushed through. Last
May, British Land sold the iconic Willis Building in the City of
London to the London-based St. Martins Property Group for
GBP 400 million. Designed by architect Lord Norman Foster, the
property totals 496,000 square feet in two adjoining buildings,
opposite the Lloyd’s building. Also last May, the ExCel London
exhibition and conference centre, London’s largest exhibition
centre, was sold to a UK subsidiary of the Abu Dhabi National
Exhibitions Company (ADNEC) for GBP 321 million.

Turnover in free-fall
Two quarters went by before the shock of the US subprime crisis left its mark in the statistics. In the first quarter of 2008, real estate investments collapsed around the
globe. The markets on the American continent were hit
especially hard.
Global real estate investments
in $ bn.
Asia

Europe

149.3
95.2
38.1
I/2007
* prognosis

America

144.7
104.6
53.2

II/2007

130.6
84.2
61.1

III/2007

127.3

75.0
72.8

IV/2007

56.0
48.5 48,6

I/2008*

Source: Real Capital Analytics
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Source: Union Investment Real Estate AG, Study “Property Investment
in Europe 2008”

veyed once again regarding their estimation of the
investment climate.

accused of indulging in stereotypical German pessimism.
But just a year after the start of the credit crunch, the picture has changed. British and French investors are now less
positive about the future than their German neighbours.
Investment Climate Index Europe
Survey results1 in points
Trend since 2007
25

0

S c a n d i n av i a s t i l l o n t h e r a da r s c r e e n
Also on many investors’ radar: Scandinavia. The region’s
strong economic growth means that it is better equipped than
many other European markets to weather a downturn. In
particular, the Scandinavian office market is a good, stable bet for
investors in the current climate, said Jones Lang LaSalle’s Horrell.
Well-managed office properties in prime locations are now generating an initial yield of around 5 percent, up from about 4.25 percent last year, he said.
Across the Atlantic in the US, despite worsening economic
conditions, some real estate asset classes are proving more resilient than others, said Frank Liantonio, head of US capital transaction services at Cushman & Wakefield in New York. “For
core investors, coastal CBD office markets such as Los Angeles and San Francisco are a sound investment because the supply/demand perspective is good,” Liantonio said. “While prices are down anywhere between 5 percent and 15 percent on a
year ago, investors should remember that the purchase price is
tantamount to a rebate on the replacement cost.”
On the west coast, Seattle also belongs to this group because
its office market is showing stable rental growth, added Liantonio.
In markets on the east coast such as Boston and New York, investors can also add value to offices by renovating them or repositioning them to generate higher rents. Another good buy is logistics,
said Liantonio, especially in port areas, such as northern New Jersey.
“These properties don’t take long to build, so you can turn development on and off quite easily to cater to demand,” he said.
While it has been a slow year to date on the deal front,
there is increasingly a growing acceptance of lower pricing, said
Liantonio. “Prices won’t go back to earlier levels,” he said. But big
deals can still be pushed through – if the price is right. Last month,
for example, New York developer Harry Macklowe agreed to sell
the General Motors Building and three other Manhattan skyscrapers to Boston Properties Inc. for $3.95 billion including liabilities in
order to pay off delinquent loans.

UK
France
Germany

50

75
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A cloud is hanging over Europe’s investors

It wasn't too long ago that local real estate investors were

o u ra

Despite a slowdown in consumer spending as the
credit crunch and escalating food, energy and petrol prices
take their toll, investors shouldn’t automatically shun the retail
sector, experts say. In emerging Eastern European markets such
as Prague, Moscow, Kiev and Bucharest, there are some good
investment opportunities to be had, said Joe Valente, head
of global research at real estate advisory firm DTZ in London.
Prime retail yields in Bucharest, for example, are around 7.5

Mood in Germany is the best

bl e

E a s t e r n e u r o p e a n r e ta i l m a r k e t s a d r a w

percent today, unchanged from last year. Bucharest is broadly
on a par with retail yield levels in Moscow, but slightly lower
than Kiev, which has prime yields of 9 percent, according to
Cushman & Wakefield.
“There is still a lot of catching up to do in these markets,”
said DTZ’s Valente. “But you have to bear in mind that no market is an island unto itself. Until we know how long the global
uncertainty will last – and it’s likely to last at least into the third
quarter of 2008, if not longer – then it will be hard to predict to
what degree consumer spending will be affected,” he added.
Last June, German fund manager Degi, part of the Aberdeen
Property Investors Group, acquired the Iris Shopping Centre
Titan in Bucharest, for 140 million euros. Anchored by
French hypermarket chain Auchan, the centre consists of
two interconnected properties, with a gross rental area of
approximately 48,000 square meters and parking spaces for
some 2,000 cars.

ura

Last May, Corestate Capital AG, a Zurich-based real estate
management firm, raised 486 milllon euros for its real estate private equity fund, Corestate German Residential Limited. The fund,
which will run until 2014, attracted interest from large institutional
investors such as ING Real Estate Select in the Netherlands and
UK-based Morley Asset Management.
Corestate is hoping to grow the fund, which invests directly
and indirectly in residential properties across Germany, to 2 billion
euros, with 75 percent leverage. According to Corestate Capital’s
Managing Director Christian Schulte Eistrup, Germany’s residential sector “is attractively priced, offering good opportunities to
buy a range of multi-family properties.”

f av

Germany's office real estate markets are also “weathering the storm,” according to Jones Lang LaSalle’s Horrell. The
German markets still offer good value for money across the
board. Prime office yields in Berlin stand at around 5.25
percent, unchanged from last year, according to Cushman & Wakefield.
Germany’s residential property market is also considered
attractive because it still offers good value for money compared to many other Western European markets. In June,
Germany’s largest state, North Rhine-Westphalia, sold its
residential property company Landesentwicklungsgesellschaft NRW
(LEG) to Goldman Sachs’ Whitehall Funds for about 3.4 billion euros,
marking Germany’s largest deal since the credit crunch erupted last
summer. The transaction, underpinned by outside capital, includes
93,000 apartments in cities such as Bonn and Cologne. The sale is
part of North Rhine-Westphalia’s strategy of balancing its budget
by raising money from asset sales, including property. According to
market insiders, other bidders are believed to have included UK private equity firm Terra Firma Capital Partners. Goldman Sachs – and
its Whitehall Funds – have been big buyers of German property
since the market rebounded in 2006. Last year, the Whitehall Funds
acquired 37 properties from German fund manager Degi’s Grundwert-Fonds fund for 2.45 billion euros.

u n f av o
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UK
60.6

100

France
66.4
Germany
68.1

1) Survey period: 2nd quarter 2008
Source: Union Investment Real Estate AG, Study “Property Investment in Europe 2008”

During the transaction, the GM Building was valued at
almost $3 billion, making it the most expensive office
building in the world. While the acquisition of the General
Motors building was closed in June, according to Boston
Properties, purchases of the other buildings at 540 Madison
Avenue, 125 West 55th Street and Two Grand Central Tower
will likely be wrapped up by the end of September.
Investors seeking higher yields – in the region of 7 percent
– would do well to target office properties in the suburbs of
major American cities such as New York and Boston, said Steve
Collins, managing director of international capital markets at
Jones Lang LaSalle in New York. Such offices generate higher
yields than prime offices in New York, which typically generate
an initial yield of around 5.5 percent, he said.
But a current study on the investment climate carried out
by Union Investment Real Estate AG shows that European
real estate investors are, for the most part, concentrating their
activity once again on their respective established core markets.
It would appear that the sub-prime crisis that originated in the
US last year has thoroughly ruined any joy they once found in
riskier undertakings.
Sara Seddon Kilbinger

City centres of the future: The planned BerlinBrandenburg International Airport (top), and the
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new terminal at Changi Airport in Singapore.
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Arriving at Aerotropolis
Airports are not just stopover points for travellers anymore. They’re becoming

The city of the future has a runway to the big wide
world, malls on the tarmac and designer boutiques between the
terminals. There are leafy lounges, shopping boulevards and restaurants. John D. Kasarda calls these futuristic cities “Aerotropolis.”
The professor at the renowned Kenan Flagler Business School at
the University of North Carolina has been one of the masterminds
of this new form of high-flying lifestyle since the early 1990s. The
dream of the aerotropolis city developer is to transform airports

World’s largest airports in passenger numbers
Passengers 2006 in m.
Rank

City (airport)

1

Atlanta (ATL)

84.8

2

Chicago (ORD)

77.0

3

London (LHR)

67.5

4

Tokyo (HND)

65.8

Passengers

5

Los Angeles (LAX)

61.0

8

Frankfurt/Main (FRA)

52.8

30

Munich (MUC)

30.8

82

Düsseldorf (DUS)

16.6

Source: ADV German Airports Association, 2007

European non-aviation turnover in comparison
Turnover 2007 per passenger in euros, passengers in m.
Airport

Passengers

Turnover

Munich1

14.4

33.9

London-Heathrow

13.9

67.3

Oslo

12.8

19.0

Manchester 1

12.2

22.0

AdP-Paris 1, 2

12.2

86.4

London-Gatwick

10.4

32.0

Frankfurt/Main

8.9

54.2

Düsseldorf

7.5

17.8

Amsterdam

7.5

47.8

Cologne-Bonn

7.1

10.5

1) includes turnover from self-run shops and restaurants
2) Turnover, passenger numbers for Aéroports de Paris (AdP) are combined
Source: Airports’ business reports, A.T. Kearney

from connection hubs or mere gateways into destinations in themselves. Business travellers could eat, sleep, have meetings, catch
a movie, shop, or even play a round of golf, all without leaving
the airport complex. And airport employees – Frankfurt airport
alone employs some 60,000 staff – should also be able to experience that urban flair.
Airports in the USA and Asia are already starting to adopt the
Aerotropolis concept. At Hong Kong International Airport (Chek
Lap Kok), travellers can part with their cash at more than 30
designer boutiques. At Singapore’s Changi Airport, several green
islands with waterfalls and a butterfly park have been created
to help passengers relax between flights. The Emirate of Dubai
is planning the largest Aerotropolis in the world, the modestly
named “Dubai World Central”: 1.2 million square metres of office, logistics and production facilities together with apartments
are to be built at the airport.
European airports are also taken with the new urban concept, though the resulting “Airport Cities” are built on a smaller
scale. Still, urban districts are sprouting up in front of the terminals. And aside from office and logistics properties, apartments,
hospitals, health spas, nursery schools and entertainment and leisure facilities are increasingly part of this landscape. Airport operators are looking to use the income from project development
and the leasing of real estate, parks and commercial premises to
offset declines in earnings from air travel.
They have had some success in this. According to findings by
Peter Rothmann from the consultancy firm A.T. Kearney, business
independent of air travel already makes up more than half of the
turnover at several major airports. Airports in the next tier down
generally make 30 to 40 percent from this sector. Besides property development and leasing, non-aviation activities also include
servicing and catering for airlines.

G o o d D e a l s W i t h R e a l E s tat e
The driving factor behind these airport developments is the
real estate industry. For the Frankfurt airport operators, Fraport,
property development and letting is part of their core business.
The Retail & Properties division controlled 20 percent of Fraport’s overall turnover last year. With turnover of some 245 million

EVS Digitale Medien/Berliner Flughäfen; drr.net/Munshi Ahmed

destinations in themselves for working, shopping and living
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euros, the Real Estate Divison contributed the lion’s share of an
operating profit (EBIT) of 335 million euros. Aviation’s profit of just
45 million euros looks relatively modest by comparison.
The situation is similar at other German hubs such as Düsseldorf or Munich. Düsseldorf airport, for example, is aiming to
make half of its overall turnover from non-aviation business in the
next few years. With this in mind, Düsseldorf’s Airport City already
has buildings with a gross surface area of around 250,000 square
metres for hotels, offices, a high-tech medical institute and a new
Porsche sales centre. To foster real city character, the airport has
created tranquil green zones complete with ponds in the “Stadtgarten.” “With the Airport City, we are joining a world-wide trend,”
said airport manager Christoph Blume. Rainer Beek, real estate
management executive for Munich’s airport operator, is also pressing ahead with the creation of an Airport City. Up to 20,000 square
metres of new office space are planned over the next 10 years.
The turnover share from non-aviation should then reach some
60 percent. At the new major airport, Berlin Brandenburg International (BBI), developers are incorporating plans for an Airport
City. From 2009, the construction of offices, conference centres,
logistics warehouses, hotels and apartments will commence. Investors have the opportunity to develop six- or seven-storey buildings with a total space of up to 160,000 square metres along a
central plaza. At present, the Berlin airports make around 30 per-

markets
at Munich airport, rental prices
By 2016, there should be offices
Links
are not comparable with the most
and shops there totalling some
Dubai World Central
www.dwc.ae
expensive in the city centre.
700,000 square metres. A further
Dallas / Fort Worth
www.dfwairport.com
To be sure, the concept does
140,000 square metres of officJohn D. Kasarda
www.aerotropolis.com/author.html
not work everywhere. On the road
es, shops, restaurants and hotel
Fraport Airrail Center
www.airrail.de
to the airport at Weeze on the
accommodation are currently
Fraport Gateway Gardens www.gateway-gardens.de
Lower Rhine, the sign “Welcome
under construction on the roof of
Singapore Changi Airport www.changiairport.com
to Airport City” simply cannot be
the ICE (Inter City Express) longmissed. But at the moment, the
distance train station. The fear
former British Royal Air Force base plays host to no more than a
is that established tenants will find the new airport city more atno-frills airline, air force barracks and a modern terminal buildtractive and start leaving the traditional city centre. Experts such
ing. There is nothing to be seen of a city at the airport. Such conas Juchelka and Rothmann see no problem in competition becepts have no long-term prospect of success in the eyes of many
tween airports and city centres, however. “The airports are largeproject developers and investors. For Ursula Schumacher from
ly creating their own demand, which doesn’t infringe on the city
Züblin Development in Düsseldorf, a decisive factor is that the
centres," says Rothmann. Airport operators are also increasingly
acquiring the necessary real estate expertise to handle their burcities nearby the airport are large enough. Potential tenants also
geoning property developments. “Many airports have understood
need many flight connections to destinations worldwide, and
that property development is now a component of their core busivalue the proximity to the city centre. “The airport city will never
ness offering,” Rothmann said.
be a strategy for every airport,” warns A.T. Kearney expert Peter
Alexander Heintze
Rothmann. To be an attractive prospect, critical mass is needed.
For him, the benchmark is 10 million passengers per year. Proximity to the city centre and a broad portfolio of various services are
other requirements. “It’s not enough to build a couple of offices
in a field," says Rothmann.

cent of their turnover from the non-aviation sector, half of which
comes from real estate. The capital’s new airport BBI should start
from a base of 40 percent of turnover independent of air travel.
According to the consultancy firm A. T. Kearney, airports have no
choice: they have to become “Airport Cities” to remain competitive. Beek in Munich is also certain that the competition between
the hubs on the ground will be decisive.

no guarantee for rising rents
The European prototype and pioneer in the development of
an Airport City is Amsterdam’s Schiphol airport. Retail, office and
leisure space were built up gradually. Now, passengers can view
masterpieces by the Dutch Masters in a museum once they’ve
cleared passport control. Schiphol has become one of the most
expensive office addresses in the Netherlands. Last year, the top
rental prices for offices at the airport climbed to an annual 350
euros per square metre. That makes office space at the airport
among the most expensive in Europe. The top rental prices around
Frankfurt airport are also climbing inexorably and could soon equal
those in the city centre. However such development is by no means
guaranteed. At Düsseldorf airport, offices cost between eight and
12 euros per square metre per month. And while the best sites in
the city centre cost 22 euros, the average is around 12 euros. Even

Competition for city centres?

“International quality of location is decisive“
Airport Cities are sprouting up at Germany's airports. Places & spaces asked Professor Rudolf Juchelka, vice president of the German
Geographical Society, whether the concept has a long-term future
places & spaces: Isn't there a danger of encroachment when a new city
is built on the doorstep of another?
Juchelka: That's where many
airports offer advantages. Most are
in excellent locations, they have the
most modern infrastructure and
outstanding transport links for private
and public transport. And, the address
carries prestige. That's why there will
be shifts in location.

places & spaces: Such as?
Juchelka: This differs from location
to location. Airports with a lot of
business travelers could expand office
facilities. At other airports, the retail
sector has been underdeveloped, and
much more could be added there. But
there's no magic formula.

places & spaces: Can the Airport
City concept work everywhere?
Juchelka: All small former regional
airports are currently developing
Airport City concepts, but this is
absolutely the wrong approach. They
should focus on their own strengths
and a single specialist function. In one

case, this could be trade or logistics,
in another case, the potential tourism
market for holiday-makers. However,
they are not really Airport Cities.
places & spaces: Which locations
offer good conditions for Airport
Cities?
Juchelka: International airports in
excellent locations, and which are
also easily reached by local forms of
transport.
places & spaces: Can you name
any examples?
Juchelka: Amsterdam is a very
good example. In the beginning, it
was all about retail, but since then,
Schiphol has become a giant Airport
City with hotels and office services

that have nothing to do with the
airport. Singapore has also become
an airport where people meet and
enjoy themselves, but they also go
there to work.
places & spaces: And in Germany?
Juchelka: At the moment, I would
say Düsseldorf, Frankfurt and Munich.
In Munich, the opening of the new
airport gave the whole region a
boost. Frankfurt has great plans and
I think they fit the region very well,
even if the planning is very largescale. Düsseldorf has, in my opinion,
chosen the right approach by keeping
a certain modesty.

www.geographie.de

laif/Hemispheres/Michel Gotin; PR

places & spaces: Is there a successful formula for the Airport City?
Rudolf Juchelka: There is no fixed
formula for every city. Cities develop
their characters because of their
unique mix. That's what makes a city
an urban space. It's the same with
Airport Cities. If I only focus on retail
space or offices or hotels, the concept
is doomed to failure. They need a
well-balanced structure.

Although there is no patented formula, specialists see a couple of keys to success. Airports with a high number of business
travellers would be more likely to make a profit by providing hotels, car parks and offices. Their tenants are mainly firms that work
at the airport or that employ people who travel a lot, or those
with a high proportion of colleagues abroad. Cargo hubs such as
Cologne/Bonn, Frankfurt or Leipzig are working to acquire logistics firms. According to Rothmann’s experience however,
these Cargo Cities will only be successful if they manage to lease
to freight companies. Airports that serve as gateways to holiday
destinations could also benefit from expanding their offerings to
tourists, said Rudolf Juchelka, geography professor at the University of Duisburg-Essen.
As a third option, some businesses are trying to turn the airport itself into a city. Frankfurt, for example, is well on the way to
becoming a genuine aerotropolis. More than 4 billion euros have
reportedly been allocated to the real estate projects Airrail Center,
Gateway Gardens and Mönchhof Community. More than 60,000
people already live and work in the “city”. Besides shopping and
leisure centres, offices and trade fair and exhibition halls, wellness, lifestyle and entertainment offerings should appear in the
next few years.
But such developments are not always appreciated by
the cities, which are increasingly losing control of their airport
operators. The City of Frankfurt is less than overjoyed that only a
couple of kilometres away, in view of Terminal 2, the new Airport
City quarter known as “Gateway Gardens” is coming along nicely.

Frankfurt airport (below) will soon become a proper Airport City
while in Dubai (top), that status has already been achieved. In
the Grand Hyatt, there's no room smaller than 39 square metres.
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Building for Tomorrow
Sustainability is the biggest trend in the international property business.
Germany now has its own quality seal for sustainable building
Who would have thought it possible? A small band of
committed environmentalists' idea that, up until a few years ago,
was considered praiseworthy but impractical has become the model
for the real estate industry. Sustainability is “the biggest trend of the
next few decades,” says Knut Riesmeier, CEO of one of the largest
institutional property investors in Germany, the MEAG Munich Ergo
AssetManagement GmbH. The construction company, Hochtief, is
also observing a “fundamental change” regarding customer demands
within its core business area – and on a global scale. “In particular,
large and demanding products will in future only be planned and
executed according to sustainability criteria,” the Essen-based company predicts. Today, Hochtief makes about 10 percent of its turnover with sustainable construction projects. By 2011, the percentage
in Germany will likely have reached 50 percent while, on a European
level, 25 percent is expected.
These figures are certainly ascertainable, as the biggest players
in the industry have long since headed for greener pastures. The USAmerican project developer and global player, Hines, plans and executes all of its new development projects around the world accord-

The Prime Property Award 2008

ing to the US sustainability certificate known as LEED (Leadership in
Energy & Environmental Design) or a corresponding national seal or
certificate. Senior Construction Manager at Hines Immobilien GmbH
in Munich, Beate Reinartz, elaborated on the significance that such
quality certifications have for developers: “Such certification offers us
– in the planning stages already – the security that the targeted quality
of a building will be completely achieved during its construction.”
While similar certification systems have existed for years in the
USA and Canada, Australia, Great Britain, France and Japan, interested project developers, construction companies, and investors in
Germany had to be patient up until this summer. Only in June did
the German Sustainable Building Council (DGNB) and the Federal
Department of Housing and Construction introduce the first German certificate for sustainable building. Many were surprised that
it took so long for Germany to get on board, as ecological and energy-efficient building has a long tradition in Germany. The first “Heat
Insulation Ordinance” was passed over 30 years ago and today, the
newest version is known as the “Energy Saving Directive” and sets
strict guidelines for new buildings regarding energy consumption.
Werner Dorß of the Frankfurt law office FPS Fritze Paul Selig, which,
like Hines, Hochtief, and Union Investment belongs to the founding
members of the DGNB, says the fact that Germany had to wait longer
than some other countries for a certificate only shows that this is a
“complex matter that we are dealing with.”

A total of 90 real estate projects from 18 European countries competed for this year’s “Prime Property Award,”
sponsored by Union Investment. Among them were spectacular new constructions, developments of existing properties and complete renovations. In a multi-stage process, the
11-member jury of architects, city planners, investors, and
project developers chose the best and most convincing applications. The winners of the Prime Property Award – worth
30,000 euros – will be announced on 7 October 2008 at the
Expo Real. The guest speaker will be US LEED expert Jerry
Yudelson.
Award Ceremony:
Sustainable Investment Conference
7th October 2008, 10:00 a.m. – 1:00 p.m.
Expo Real, Munich
Planning & Partnerships Forum (Hall C3)
www.prime-property-award.com

Five competitors for the Prime Property Award: The Paul-Wunderlich-Haus in Eberswalde
(top left), the Blue Fin Building, an office building at Bankside in London (top right),

S av i n g e n e r g y i s n o t e n o u g h
A building cannot simply call itself “sustainable” merely
because it uses a particularly low amount of heating energy. If
a building wishes to decorate itself with the sustainability seal
– a stylized green leaf – it must offer much more than that.
“Among the particulars of the German certification system is
a provision requiring the building to be based on the concept
of life cycles,” said Hines manager Reinartz. Aside from the
ecological aspects of the “green building,” the seal also represents economic and socio-cultural factors. A building's sustainable economic success is just as much taken into account
by the certification offices as environmentally-friendly building
materials, the quality of the technical construction execution,
or “soft” factors such as ambience and room quality. “What is
the point of the perfect building if the people who work or live
in it are not comfortable because they cannot open the windows and feel locked in,” FPS lawyer Dorß said in regards to
the sustainability philosophy. As with its international forerunners – the aforementioned US LEED seal, the British BREEAM

the Meydan Istanbul Shopping Square (middle left), the Alsion concert hall
in Sonderborg, Denmark (middle right), and the Institutsgebäude on the Salzburg
Polytechnic campus (below).
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(Building Research Establishment Assessment Method), and
the French HQE (Haute Qualité Environnementale) – the German seal has three quality levels: Bronze, silver and gold. The
federally-required standards act as benchmarks: The more the
building meets and beats those benchmarks, the closer it gets
to the coveted gold medallion. Exactly which criteria the awarding authorities and investors wish to fulfil as well as which seal
they are striving for are details that are discussed in the planning stages with the certification offices. These offices then
continually check the building’s adherence to the criteria during
the entire construction phase, identifying shortcomings along
the way. Only after these have been corrected is the targeted
certificate awarded. The first round of certifications is set to be
completed by the end of this year. The first seals could then be
distributed in January 2009.

The Capricorn office building in Düsseldorf's media park (above)
has applied for the Prime Property Award, as has the Seewürfel
office and residential complex in Zürich.

Union Investment; Ferit Kuyas

Some weaknesses overcome

Prime Property Award Jury Members 2008
4 Frank Billand, Member of the Board of Union Investment Real
Estate AG, Hamburg
4 Holger Bisgaard, Architect and Director of the City Planning
Department, Ministry of the Environment, Copenhagen
4 Joan Busquets, Architect and Professor of City Planning,
Barcelona
4 Bas van Holten, Member of the Board,
OVG Projectontwikkeling b.v., Rotterdam
4 Reinhard Kutscher, Chairman of the Board of Union Investment
Real Estate AG, Hamburg
4 Garrie Renucci, Partner at Gardiner & Theobald LLP, London
4 Andreas Schreurs, Managing Director of Hines Europe, London

4 László Szekér, Architect and Director of the Union of
International Architects (UIA), Budapest
4 Werner Sobek, Professor at the Institute for Lightweight
Structures and Conceptual Design, Stuttgart
4 Jörn Walter, Director of the Building Department of the Free
Hanseatic City of Hamburg
4 Irene Wiese-von Ofen, President (Ret.) of the International
Federation for Housing and Planning, The Hague/Essen

“Since we are talking about a voluntary quality seal, the deciding factor will now be whether major players in the market
opt for the DGNB Certificate,” said Werner Dorß, who adds that
he's convinced of the quality of the certificate, even when compared internationally. Since this is already the “second generation” of the certificate, it is making up for the deficits that other
seals have if for no other reason than their age. “According to
the German system, weakness in one segment cannot be compensated by particular strengths in another segment,” Dorß said,
praising the hard-line target-setting. These are good prerequisites
for Germany to develop yet another popular export.
But for now, both project developers and investors have to
be convinced of the certificate's virtues. The prospects look good
because without one of the current certificates, top properties
are almost impossible to place on the market these days – even
though the construction costs for sustainable buildings can be as
much as 5-10 percent more than conventional buildings. “When
acquiring premium office properties in top locations, we can no
longer afford to ignore the certification standards of the respective countries,” says Reinhard Kutscher, Chairman of the Board
of Union Investment Real Estate AG. MEAG, the property-asset
manager of the Munich Rück Group, is also keeping an eye on
the global certification landscape. “We will decide on certificates
in a country-specific or even building-specific manner,”says CEO
Knut Riesmeier, adding: “We have great hopes for the DGNB
Certificate.”
Which sustainability standard will come out on top – or whether there will even one day be a pan-European seal – is still anyone's guess. Only one thing is sure; the topic plays an increasingly
important role within the investment strategies of European real
estate investors. This was shown – among other sources – by a
representative Union Investment survey of institutional property
investors from Germany, France, and Great Britain that was published this summer: Almost 60 percent of the respondents plan to
significantly increase their investments in sustainable buildings.
Anne Wiktorin

“On the verge of a breakthrough“
Ecological building is not a new topic. Someone who’s become an expert on “green buildings” over the years is American engineer and Harvard graduate,
Jerry Yudelson. Places & spaces asked him for his views on the future of sustainable building
places & spaces: You've been
concerning yourself with green
building for 25 years now. Has
the breakthrough finally been
made?
Jerry Yudelson: Yes, we’re on
the verge of a breakthrough,
albeit not in all countries and not
for all building types and usage
types. I believe that over the next
five years, green buildings will
be established as a standard, at
least in the developed markets,
because public authorities are
increasingly demanding such a
standard. Owners and developers
should therefore quickly inform
themselves and get training in
this area. And they should also
take their architects, engineers
and suppliers with them down
this road.
places & spaces: Given the
extreme rise in energy prices, do
you think the concept of sustainable building will sell itself?
Yudelson: Energy consumption
is only one of several important
factors in the sustainability
equation. There is the reduction
of area and water consumption,
too, as well as the protection of
resources and the improvement
of spatial and air quality. But
since it makes sense to expect
that electricity prices will soon
follow the rapid rise in oil prices,
worries about electricity remain
a key motivator in the sustainability debate. Electricity is the
main energy source for operating
commercial properties, and this
is undoubtedly contributing to
the search for ways to conserve
even more energy in this sector.
But beyond mere energy saving
measures there are also signs
of a trend towards “zero-energy

buildings,” that is, buildings that
achieve an improved net energy
consumption not only by saving
energy but also by making use
of locally available renewable
energies.

buildings as cleverly as their
cars, we have to assume that the
German real estate sector will,
by international comparison,
soon set an example in matters
of sustainability.

places & spaces: Which country is leading the pack when it
comes to sustainable building?
Yudelson: There are currently
some 1,200 certified commercial
properties in Britain, which is
about the same number as in the
US. If you consider this in relation to the total population, then
it appears that Britain is leading
when it comes to sustainable
building. But if you look at the
annual increase of newly certified commercial properties in the
US as a cumulative total, you can
determine an annual increase
of more than 75 percent. So
I’m convinced that in the next
five years, the United States will
take the lead as regards the
implementation of environmentally sustainable construction
concepts.

places & spaces: In Germany,
there's a lot of criticism of the
American LEED standard, which
some argue in many ways lags
behind standards which were
implemented in Germany and
other European countries long
ago. What is your response to
that criticism?
Yudelson: It’s easy to criticise
standards when you measure
them against an ideal. And yet
there are still buildings designed
in most developed markets that
are not environmentally sustainable. I think the phase of criticism needs to come to an end.
It seems more important to get
going and really build environmentally sustainable buildings
and cities.

places & spaces: Germany now
has its own sustainable building
certificate. Do these national certification systems make sense?
Yudelson: I think that a national
certification system makes a
lot of sense, in particular for
big countries such as Germany,
because such a system will
incorporate the local conditions
and the interests of national
and international architects,
developers and construction
companies. I assume that the
upcoming German certification
system will be stricter than its
British or American counterparts.
Should the Germans design their

places & spaces: What is your
personal favourite green building
project?
Yudelson: I practise what I
preach. My house in southern
Arizona is located right in the
desert where the sun is a perfect
energy supplier. I run a photovoltaic system and I have solar
panels installed. In addition, we
use rain water for watering the
green spaces outside. And even
though our house is not even
10 years old yet, I’ve already
replaced the windows to get
even better thermal insulation. I
drive a hybrid car and I walk to
my office.
Interview: Anne Wiktorin

Jerry Yudelson works as a
consultant and used to serve
on the national board of the
US Green Building Council
(USGBC). He lives in Tucson,
Arizona.
www.greenbuildconsult.com
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In December 2001, Prada opened its new flagship store in Manhattan (left), at the same time sending out a message in the traumatised
city. A destination not just for sports fans but tourists alike, Niketown is located on Berlin's Tauentzienstraße (above). Even mobile
phone operators such as O2 are investing in this form of walk-in advertising.

Sensual Buildings

Flagship stores are much more than a company's calling card. They are

walk-in advertising. Here, customers can experience a brand at close range,
and be entertained by a range of technical gimmicks

laif/The New York Times/Redux/Fred R. Conrad; Saba Laudanna; PR; drr.net/Kenzaburo Fukuhara
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In New York, people meet to drink coffee at Hugo Boss.
In Vienna, lunch at gardening company Lederleitner is an absolute
must. In Berlin, countless tourists visit the Nike store because the shop
is now considered to be just as much a landmark as the Brandenburg Gate or the Reichstag. Today, there are countless such examples.
Every metropolis can boost its attractiveness with the addition of flagship
stores which are more like experiential worlds than sales areas. "The
dimension of the flagship store has clearly changed,” said Jons Messedat, manager of the Institute of Corporate Architecture in Stuttgart.
“Cafes, exhibitions and other attractions are now being purposely integrated in such boutiques.” Flagship stores should not, however, just be
pretty to look at. They should inspire emotions, draw the passing customer into the specialised brand world, and make the lifestyle they
represent palatable. They are the space in which the customer experiences the brand up close and identifies with it. "Flagship stores
are ultimately the three-dimensional embodiment of a brand, and are
therefore a very important type of advertising," said Messedat.
To sum up, flagship stores are walk-in advertising. And because
it's becoming more and more difficult to reach consumers using classical advertising, these temples to luxury are becoming more important as a marketing instrument. This is because, in contrast to classical
advertising, they can reach consumers using smell and touch as well
as visual and aural senses. "We are inundated every day with audiovisual attractions,” said Frank Roost, city planner at Dortmund Technical College and author of the book “Branding Center.” “In contrast,
the physical experience is a channel which is not so overloaded. This
is why we are more receptive to it.”
This is precisely why so many companies have now managed to
afford such expensive shops in the best locations in the big cities. For
example, Prada invested $40 million in its New York flagship store
which was opened in December 2001 in the former Soho branch
of the Guggenheim Museum. None other than star architect Rem
Koolhaas himself designed the store, with which Prada is setting new
standards in both architectural and functional terms, particularly in
the changing rooms. Here, customers can have themselves filmed and
check out different items of clothing at the push of a button. Your own
personal film in your Prada outfit. As Roost says, “almost all flagship
stores are now working with similar technology.” Adidas is aiming for
another type of experience. A street market has been set up in the
sports goods manufacturer's 60 flagship stores around the world as

More than just a store
The name says it all. A flagship store is the showpiece of
a company or its brand(s). This is where a company shows
what it can do and what it has to offer. Only the best is good
enough: The best locations in the best-known metropolises
the world over, the best architects and designers, the most
luxurious fixtures and fittings with the latest technology,
and, of course, the most extensive range of products – brand
new and straight from the factory floor.

an homage to the location in which sports shoes and jackets made
by company founder, Adi Dassler, were rediscovered during the 1950s
and '60s. The brand achieved cult status simply because Adidas could
only be bought at flea markets during this period. The new "Original
Stores" are now picking up on this myth. The products are displayed
on flat, large-area tables or are fixed to the walls using invisible magnets. There are no changing rooms and no solid fixtures. "You do your
buying and browsing completely differently at a flea market compared
with a shop. This is the experience we want to put across," said Harald Gründl, partner of Eoos designers, who developed the concept for
Adidas. The biggest challenge faced by Gründl is that of ensuring a
particular brand is brought to the fore. "Not every brand is best served
by the same concept," he said.

A W EST R U C K c u s t o m e r s
Eoos has purposely ignored a large part of the architectural glorification strategies used by the majority of flagship stores in its Adidas
campaign. When customers enter the space in other flagship stores,
they are supposed to be filled with reverence - either for the brand
or for the product. Commenting on his flagship store on New York's
Madison Avenue, designer Ralph Lauren said: “I've seen so many people who just come in and are clearly awestruck.” And it's no wonder.
The "Rhineland Mansion" in which Ralph Lauren presents his brands
in New York is one of the city's few Art Nouveau buildings. Many
of the old stylish elements have been retained, including the bulky

Famous flagship stores
Flagship store

City

Address

Comments

Polo Ralph Lauren

New York

867 Madison Avenue

The store, which opened on swanky Madison Avenue in 1986, is the mother of all flagship stores. It is renowned for its interior, which artfully represents the lifestyle of wealthy East Coast Americans.

Prada

New York

575 Broadway, at
Prince St. (Soho)

Prada hired architect Rem Koolhaas to design its store in the former Soho branch of the Guggenheim Museum.
The result is a space that sets standards for other flagship stores.

Niketown

Berlin

Tauentzienstraße 7 B

Niketown opened its doors in Berlin in 1999. Nobody could have predicted that the shop on Tauentzienstraße
would become one of the city’s most important attractions and tourist magnets.

Hermès

Tokyo

4–1, Ginza 5-chome,
Chuo-ku

Flagship stores play a particularly important role in Japan, as they’re expected to set architectural standards.
For Hermès, architect Renzo Piano created a unique building out of 13,000 glass blocks.

O2

Munich

Marienplatz 19

Mobile phone operator O2 runs a flagship store in Munich which has just one aim: To explain and make the
newest mobile communication technologies attractive to its customers.

Source: own research

wooden staircase, the wooden panelling and the fireplaces. The walls
are covered in cashmere fabric and hung with elegant black and white
photographs. You can really feel the East Coast American vibe. The
shop on Madison Avenue is considered to be the mother of all flagship stores, not just because Ralph Lauren was one of the first to open
such a showcase store in 1986, but because reverence has been particularly artistically achieved in this case.
In the meantime, it's not just the major fashion labels who allow
themselves the luxury of a flagship store world of experience. The
Saturn electronics company, the O2 mobile phone provider, the Spar
food store chains, sock manufacturer Falke, department store Karstadt, tile manufacturer Bisazza or furniture maker ligne roset are all
now using flagship properties as a marketing tool. "This makes every
brand physically and psychically perceptible", said Sabine Keggenhoff,
designer of the Falke Store in Berlin. Other companies such as the Japanese lifestyle concern Muji have gained a foothold in the German
market with their flagship stores in the Königsallee in Dusseldorf or
the Munich "Fünf Höfe" city quarter. "The shops allow us to get to
know our customers. We find out what they buy, we recognise what
they appreciate and what they need to live. At the same time, we
can communicate our concept, our thoughts and ideas," said Akihiro
Kamogari, Muji's German manager.
But not everything which is called a flagship store really lives
up to the name.. Many other companies are using the term and
promise more than they actually deliver. "There are the real flagship
stores which are fitted out with a generous budget, and then there
are simply good shops which call themselves flagship stores despite
this," said Christian Mikunda, author of the book “Marketing spüren”
(Feeling Marketing). And since the term has lost a little of its exclusivity, Prada has begun calling its flagship store an “Epicenter.” Adidas
has its “Original Store” and Karstadt uses the term “Idealhaus.” “The
'Idealhaus' represents a new generation of stores,” said Kevin Roche,
shop designer for Karstadt. “In contrast to the old stores, the purpose
of the 'Idealhaus' is not to lead the customers through the shop in the
cleverest way, but to present the goods at their very best,” he said. The
area has been divided up differently, the store design has been modernised, with Karstadt investing some 23 million euros.
Flagship stores are much more than just marketing tools, especially because companies are willing to spend large sums of money on them. Experiments are carried out, avant-garde interiors and
exteriors are created. It's not for nothing that many are considered
city landmarks. “In the past, people visited palaces and churches,”
Mikunda said. “Nowadays it’s hotel lobbies, flagship and concept
stores.” This is why intense competition over the boldest, most original
buildings occasionally breaks out - for example in Tokyo. Here, Renzo
Piano built a tower of 13,000 glass blocks for Hermès, architects Herzog & de Meuron constructed a celebrated six-storey glass crystal for
Prada, and Armani opened a $20-million tower with a facade made
of milk-white plexiglass designed by Italy's Massimiliano Fuksas. The
life cycle of flagship stores is shorter than that of other commercial
buildings - change itself is a sign of their consistency. It is precisely
these dynamics which makes these stores so attractive - now, and
more than ever, in the future.
Johanna Lutheroth

concepts

A flagship store of superlatives in Tokyo's Ginza district: For
French luxury label Hermès, star architect Renzo Piano created a
tower out of 13,000 glass blocks.
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Property Stress Test
Real estate companies are overhauling their risk management systems. Investment firms are required to do this by law. Yet for many, risk management is
already a big part of their company management and portfolio optimisation

There's a well-known rule among professional real
estate investors: The cornerstones of the “magic triangle” of risk,
yield, and liquidity have to be correctly balanced. Liquidity is, in
this regard, the smallest problem since in the real estate market,
it is still available in abundance. In contrast, the relationship between risk and yield is inching ever more clearly into the focus of
investors. “Until a few years ago, yields were the most important
measure for investment,” said Andreas Peter of Dr. Peter & Company
Management Consultancy in Offenbach. The company advises large
commercial banks, savings banks, insurance companies and asset
management companies in Germany on the further development
of their risk management systems.
The strategists rely on hard numbers and key figures to assess the risk of real estate investments. All imaginable risks are
objectively calculated. How will the yields of individual properties
– and of the complete portfolio – change if rents sink and financing
costs simultaneously rise, for example? Increasing management and
operating costs are calculated into these analyses and prognoses,
and best and worst case scenarios regarding cash flow, value
development and inflation are also taken into account. “In addition, stress tests are performed on significant, value-relevant risks
by assuming long-lasting vacancy rates in important properties and
calculating the consequences of these for the fund yields,” said
Anne Keilholz, an expert in open-ended real estate funds for Ernst
& Young Real Estate.

C o n s t a n t a n a ly s i s o f t h e r i s k s
Dealing with specific real estate risks in open-ended real
estate funds is constantly high on the list of priorities. Thorough risk
management systems have been developed and are already being
implemented. New challenges – arising from both the internationalisation of the business as well as the current financial and real estate crisis – are making even stronger professionalisation and continual further development within the system essential. “Properties
are being increasingly packaged in various tax-optimised structures
under company law,” Keilholz said. “The investment companies'
risk management systems have to correspond to this situation.”
Company consultant Peter adds: “The expansion of the geographi-

cal range of operation does allow for better diversification of the
portfolios, but it usually also leads to a considerable change in the
risk profile."

g l o ba l i s at i o n p r e s e n t s n e w r i s k s
When investing, investors must therefore pay attention to the
currency risks outside of the euro zone as well as to the various
rules and customs within the markets, the political frameworks and
every other possible factor of influence. “German investors need
to correspondingly strengthen their risk management systems and,
if necessary, even reorient themselves,” said Peter. It goes without
saying that written documentation and reporting is correct, and
that the internal organisation structures are correctly conceived
for the task. “Only then do you have a guarantee that the target
portfolio can be regularly defined and tested and that the risk aspect can be adequately considered during the buying, selling and
renting of properties,” said Frank Hippler, director of risk management at Deka Immobilien Investment GmbH. For a long time, fund
managers Union Investment – active on both the national and international markets – have voluntarily implemented systematic risk
management. Ulla Ruckpaul, risk manager at Union Investment Real
Estate AG, explains: “Through the globalisation of real estate activities in open-ended real estate funds, risk potential can arise due to
insufficient knowledge of the foreign market in addition to legal
and taxation hurdles in other countries.”
For these reasons alone, real estate companies will have to
professionalise their risk management on their own behalf. The
corresponding guidelines have been legally defined. The Corporate Sector Supervision and Transparency Act has been in place for
shareholder corporations since 1998 – as well as for capital investment companies that operate as a shareholder corporation (AG).
This law does not, however, affect special real estate assets set up
by investment companies. The risk management of open-ended
real estate funds has been regulated since 2008 by investment
law § 80b. In principle, this is nothing new because investment
companies have been required since the first version of this law –
through a decree regarding derivatives – to have a risk management
system for special assets. With the new version of this law, the

“Admittedly, expanding the geographical
federal government is reacting to the crisis
tate and financial bottlenecks with negative
range
of
operation
does
allow
better
of confidence in the open-ended real estate
effects on liquidity and/or yields could, in the
diversification of the portfolios. But it
funds of two years ago, when it became necfinal analysis, be consequences of the crisis,”
usually also leads to a considerable
essary to stem the high levels of capital exowarned the Offenbach-based consultant Anchange in the risk profile.“
dus caused by shaken investors. Then, for the
dreas Peter.
Andreas
Peter,
Dr.
Peter
&
Company
first time, individual funds temporarily had to
Identifying risks is good – but by no means
Management Consultancy AG, Offenbach
deny the redemption of fund shares. The new
is it sufficient. The next step involves assessnorm has since required open-ended real estate
ing risks. Two simple examples can make this
funds to ensure that all of the risks associated with the real estate
clear. In the first example, an investor has an apartment portfolio
with 400 parties in which two apartments are vacant, and three
special assets be recognised, assessed, managed and overseen. The
tenants have problems paying their rent regularly. In the second
government now expressly requires the investment sector to be
example, imagine a commercial property with 11 smaller tenants
responsible for interest rate- and loss risks, liquidity- and currency
and one main tenant. Due to their financial situation, the main tenrisks, as well as other market price risks. The same holds true for
ant ceases rent payments, and the manager has difficulty finding
risks stemming from the operational business.
another tenant to immediately take over the lease. Even a layWith this formal change, issues which were already on the
person can see in which example the risk for the portfolio yield is
radar of most companies were made into requirements. Critical
higher. However, investment professionals look at much more comdevelopments had to be recognised as quickly as possible in order
plex assessment models – and thus need correspondingly more
to prevent or at least counter them. The risk of growing vacancy
complex methods for analysis. The palette stretches from correcrates, for example, can be minimized by starting a dialogue with
tion procedures to sensitivity and scenario analysis to scoring modthe tenant as soon as possible – in order to, for example, make the
els and Monte Carlo simulations, which also take probabilities into
tenant an attractive offer for an early contract renewal.
account. According to Keilholz,“the real estate sector works mostly with scenario analyses. This assumes that the correct factors are
Differing scenarios
taken into account. Then, scenarios with significant risk drivers can
be calculated until their conclusion.” It is normal to divide these into
Next to hard data such as vacancy rates, maintenance costs,
standard-, worst- and best-case scenarios.
interest rates on the residual value or discounting rates, soft facHow the investment companies shape their risk management in
tors are also taken into account for the risk assessment. These
detail is, to a large extent, left up to the companies themselves by the
could include location and type of use as well as darkening investregulators. After all, one-size-fits-all solutions are not practical given
ment sentiments as a reaction to the U.S. financial crisis. According
the complexity and differing direction of the businesses in open-endto a survey carried out by Union Investment, German real estate
ed real estate funds. Nevertheless, there have been efforts at standinvestors do now yet feel that these factors pose a danger for
ardisation. In Germany, a working group at the BVI – the German Ingood investment conditions. However, against the background
vestment and Asset Management Association, is currently discussing
of thesubprime crisis, there is an increased willingness to further
whether certain minimum requirements need to be fulfilled.
develop risk management systems or to install new systems, reAlexander Heintze
spectively. And for good reason: ”Value adjustments in real es-

Those who want to manage risks first have to

Recognising and evaluating risks

identify and structure them. Experts differen-

For the real estate portfolio…
Location risks

Economic risks
Course of economic trends
Unemployment
Income and purchasing power
developments
Change in interest rates

Sector risks

Local economic strength
Supply and demand
Local vacancies
Nearby construction
Infrastructure

tiate between undue risks, and those which

Supply and demand
Construction business cycle
Vacancies
Fall in rental prices
Technological innovations

Planning
Costs
Deadlines
Quality

Application
Flexibility
Third-party
application
Sale

tate business. Included among the meta-risks
are cyclical economic developments, as well as
things such as fluctuation in the vacancy rates

For the property…
Development

are an unavoidable component of the real es-

Profit loss
Quality of tenant
Inflation
Vacancy
Contract

Valuation
Management
Administration
Maintenance
Serviceability

Source: Nico Brocar Thesis 2007: “Risk management of real estate portfolios with special consideration of risk evaluation”

Use
Change in value
Cost
Location
Building materials

in the respective market. Property-related
risks are present over a building's entire lifecycle, in the planning phase, during the time a
building is used, and during resale.

Sustainability is the
theme of this year’s
Expo Real.
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Book Tip: Energy-Efficiency
in Buildings

Telecommunications Providers Renting Shops in Top Locations
4 In terms of leasing downtown retail space, the tele-

property, investigated the supply of telecommunications

communications business has been one of the fastest-gro-

shops in the 25 most important shopping zones in Germa-

4 What can the real estate industry expect from the Eu-

wing sectors over the last 10 years. Property consultan-

ny. In 1998, mobile phone communication barely played a

ropean Union when it comes to energy efficiency? Is the

cy Kemper's Jones Lang LaSalle, which specialises in retail

roll in Germany's prime locations. But by 2004, the share

7-litre-house viable for residential builders? How can cur-

of mobile phone service providers renting shop space had

rently occupied buildings best be modernised? And just

already climbed to 4.4 percent. Four years on, this

what are the advantages of energy-efficient contracts?

most important shopping streets. Particularly in the ca-

Conference to Focus on
Sustainable Investment

tegory of small shops measuring 50 to 100 square me-

4 How do property investors in Europe and the US stra-

Along with articles from the political and economic sec-

tres, the sector is one of the most important tenant

tegically implement sustainability criteria? This questi-

tors, the collection also includes contributions from ex-

groups. The shops are almost without exception loca-

on will be answered at the “Sustainable Investment Con-

perts in energy management and building technology.

ted in top downtown and well-trafficked city districts.

ference,” to be held for the first time at the international

It’s not just the abundance

There's also a strong demand for space in shopping malls.

commercial property exposition Expo Real in Munich. In-

of statistics regarding ener-

In Dortmund's Westenhellweg, Essen's Limbecker Straße,

vestment companies such as the UK's Igloo Regeneration

gy efficiency that makes this

and Nuremberg's Breite Gasse, mobile phone service pro-

and Hamburg’s Union Investment Real Estate AG, along

book impressive, but also

viders account for over 10 percent of the available retail

with project developers Icade (France), OVG Projektonwik-

the practical examples pro-

spaces in each respective location. In contrast, at under 5

keling (Holland) and Hammerson (UK), will provide infor-

vided by planners, investors

percent, such shops are far less plentiful on the Planken

mation on how sustainable investment can pay off. Special

and users.

in Mannheim and the Petersstraße in Leipzig. Consultan-

guest will be the LEED expert, Jerry Yudelson, one of the

Jürgen Pöschk (Editor),

ts Kemper’s Jones Lang LaSalle expect that such companies

developers of the US certificate for sustainable properties.

Energieeffizienz in

will continue to be among the most important takers of

Sustainable Investment Conference, Expo Real,

Gebäuden – Jahrbuch 2008,

retail space in German cities in the second half of 2008. In

7th October 2008, 10.00 a.m. – 1:00 p.m.,

Berlin 2008,

On average, six telecommunications providers rent retail space

the first half of the year, the mobile communications sec-

Planning & Partnerships Forum (Hall C3)

ISBN: 978-3936062045

in Germany's 25 most important shopping streets.

tor took over 8 percent of leased retail space.

figure now lies at 7.6 percent. On average, six mobile
phone service providers are represented in Germany's 25

Comprehensive answers to these and other questions can
be found in the current yearbook “Energy Efficiency in
Buildings“ (“Energieeffizienz in Gebäuden“).

Masters Programme for Real Estate Professionals
Malls Negatively Impact Prices

4 Fifteen years ago, if you were looking for a real estate

Shopping centres and their effects
Shop rents1 in top city locations in euros/m2/month

tive impact on rent and purchase prices for existing shops and
businesses in the area. This was the conclusion of a study carried

80

rent and value development of retail properties in 15 cities with

60

a downtown shopping mall, and 27 cities without one. The stu-

such as Karlsruhe, they have fallen by as much as 23 percent. The
property values for commercial buildings in the city centre sank
dramatically. In cities with a downtown shopping mall, commercial property values fell almost 20 percent from their average market value prior to the establishment of the new retail magnet. In
Karlsruhe, values fell by more than 30 percent.
See also "Commentary" by Monika Walther on page 3

searched in vain. Times have changed. Today, the German

of Regensburg.
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degree program at a German university, you would have

estate elite study
at the University
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um rents have dropped by 11 percent since 1996. In certain cities,

Cities without shopping centres
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out by the Hafencity University in Hamburg, which examined the

dy revealed that in cities with a downtown shopping mall, premi-

Cities with shopping centres

Cities with shopping centres

Cities without shopping centres
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Source: HCU Hamburg
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4 The creation of a shopping mall in the city centre has a nega-

Germany’s real

Society for Property Research lists 20 Bachelors degree
programmes relating to real estate economics. Impetus for
the university degrees came from the department of Real
Estate Management at the European Business School (EBS)
in Oestrich-Winkel. Last year, the institute moved to the
University of Regensburg under its new name: IREBS (International Real Estate Business School.) In addition to the
Bachelors program, IREBS will be offering the “Master of
Science in Real Estate” starting in the winter semester of
2008/09. In October, the first 66 students will begin their
four-semester programme, which will include such subjects
as Investment & Finance, Development & Management, as
well as Real Estate & Regional Economics.
Contact: master@irebs.de

Torre Diagonal
Litoral, Barcelona
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The adjacent property, the
Torre Diagonal Mar, has
been part of Union Investment Real Estate AG's portfolio since December 2004.
Now, the Torre Diagonal
Litoral has also joined the
portfolio. In June 2008, the
four-year-old, 13-storey
building with 18,500 square
metres of fully-let office
space was procured for the
institutional real estate fund
Immo-Invest: Europa.

German Hotels Still Attractive to Investors
4 The hotel investment market

first half of 2008, the value of pro-

gion. Investors are displaying the

has not been left unscathed by the

perties changing hands totaled only

greatest degree of skepticism when

worldwide economic crisis. In the

$13.9 billion, a decline of 76 percent

it comes to the American market –

over the previous year according to

they are significantly more optimis-

the current “Hotel Investor Senti-

tic when it comes to Asia and Europe.

ment Survey” (HISS) by global pro-

Germany ranks among the preferred

perty consultants Jones Lang LaSalle

investment locations, with a lot of ac-

(JLL). Analysts predict that investors

tivity taking place in Hamburg and

will remain cautious throughout the

Munich. There is no lack of availa-

second half of 2008. However, their

ble properties: According to a study

evaluation of the current hotel mar-

by the Berlin consulting firm Horeal,

ket varies greatly from region to re-

which specialises in the hotel business, about 2000 hotels, or 13 per-

“25hours” is a new hotel concept designed

cent of Germany’s total, are likely to

to appeal to younger customers.

soon be up for sale.

Fürstenhof,
Frankfurt am Main
Union Investment acquired
this prestigious office building in a top location in
Frankfurt in July of this year
for its open-ended real
estate fund, UniImmo:
Deutschland. In the centre of the financial district
between Gallusanlage and
Kaiserstraße, the Fürstenhof,
erected in 1900, has 18,000
square metres of modern,
fully-let floorspace.

Open-Ended Real Estate Funds Reduce Risk
4 When the stock market is in crisis, open-ended real

nal investors. They also reduce risk and, in doing so, im-

estate funds reveal their many strengths. This is the

prove diversification, which is defined by experts as the

conclusion jointly reached by the research team working

mixture and distribution of individual asset classes. “The

for Professor Lutz Johanning, head of the Empirical

study shows clearly that open-ended real estate funds

Capital Market Research department at the WHU Otto

are invaluable for successful asset allocation,” said Bär-

Beisheim School of Management, and Professor Bernd

bel Schombert, board member at BVI. The purpose of

Rudoph, chairman of the Institute of Capital Market

the study was to determine, under risk-return criteria,

Research and Finance at Ludwig Maximilians University

the best possible proportions of open-ended real estate

in Munich. According to a study commissioned by BVI,

funds in private and institutional portfolios. The study

the German Investment and Asset Management Associa-

showed that real estate funds are primarily able to effi-

tion, open-ended real estate funds do more than just in-

ciently reduce portfolio risk because of their low corre-

crease returns in the portfolios of private and institutio-

lation with other asset classes.
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Woodland Pointe,
Herndon/Virginia
This is where Volkswagen
steers its business in the
United States. The German
carmaker has secured this
new office property, completed in January 2008, for
a lease period of 15 years.
The building contains 17,200
square metres of office
space. In June of this year,
Union Investment bought
the clearly Class-A property located in the middle of
the Baltimore-Washington
metropolitan region for its
open-ended real estate fund
UniImmo: Global.

We open up new perspectives.
For shared success.
Discovering new perspectives requires a willingness to see things differently.
We adopted this principle right from the start, which has made us one of Europe’s leading property
investment management companies. With over 40 years of real estate experience under our belts,
we thrive in the international arena and have a strong focus on adding value, as witnessed by our
exclusive portfolio of 185 high-quality properties in 22 countries worldwide. Including award-winning
works and even a genuine Rembrandt: the Rembrandt Tower in Amsterdam – a masterpiece of modern
architecture that takes elegant design to new heights.
Looking to the future, we plan to enter new markets with innovative products and strategic partnerships. Why not join us in creating lasting value? After all, success can only truly be savoured when it
is shared.
www.union-investment.com/realestate
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