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TO THE POINT

Staying alert and adaptable
Colin Dyer, Global CEO of Jones Lang LaSalle, takes a look at the state of European real estate markets in early December 2011
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s new developments in the Euro zone debt crisis appear on

GDP, compared to about 240 percent for the UK. Established

a daily basis, questions arise about its impact on European

strong balance sheet companies, such as Unibail-Rodamco and

real estate markets. Will market dynamics and investor senti-

Eurocommercial, could use current market conditions to strengthen

ment shift significantly, or perhaps even permanently, in the wake of

or build positions in countries where they have not yet achieved their

the crisis?

desired presence.

One has only to look at the volatility in global financial markets

The changing regulatory environment will also have a growing

inspired by the crisis to realize how difficult – or unwise – it may

impact on European markets. Since much regulation will be imple-

be to make predictions. Were the worst-case scenario to occur, for

mented at the global (Basel III) or European (Solvency II/Tobin tax) level,

example, and the euro zone were to dissolve, the implications for

this may not create great differences between individual countries.

European real estate markets would certainly be dramatic and endur-

Relative levels of enforcement of such regulation at the national level

ing, and the consequences would be impossible to foresee.

will, however, create clear country-based facts.

But if we assume a less dramatic and more hopeful future, with

The current uncertainty is obscuring the value of property as an

Europe working its way through its sovereign debt problems, a clearer

asset, so that problems in the secondary market are likely to con-

picture might emerge. When my colleagues at Jones Lang LaSalle in

tinue, along with the restricted debt availability and deleveraging

Europe and around the world consider the situation, our view is that

such uncertainty inspires. If banks refrain from selling such assets

investor sentiment and demand will be driven more by differences

until the market recovers, the risk of deepening obsolescence within

between prime and secondary assets, and between different cities

the secondary market will increase. In fact, the economic situation is

in the region, than between countries or along a Northern Europe/

having a significant impact on the banking sector, with many lenders

Southern Europe divide.

retreating to their home domiciles for real estate lending and increas-

Even as investors’ geographic horizons have been expanding,

ing capital reserves because of sovereign contagion. These impacts

their interest remains focused only on the best, core assets. So asset

on the debt market are consequently reinforcing the polarization of

style (prime versus secondary) is currently thought to be a more reli-

core versus non-core assets and sectors.

able predictor of investor behaviour than segment definitions (region
or sector).

The larger issue, of course, remains the European Union’s ability
to reach a permanent solution to the crisis. However helpful it may be

We are also seeing a structural change in

to consider scenarios about future market pros-

perception, with investors talking about cities

pects, real estate investors and the firms that

rather than countries as a whole. An investor

advise them will do well to remain aware and

who is cautious on Spain may like the funda-

adaptable in today’s uncertain environment. $

mental data in Barcelona.
In addition, increased interest from opportunity funds in Spain, as well as committed
investment from a number of purchasers in
Italian retail, suggest that after some further
price adjustments there will be increased activity in these markets. Italian fundamentals are
not as weak as current sentiment suggests.
Combined government and household debt
comes to around 170 percent of the Italian

Colin Dyer is Chief Executive Officer
of Jones Lang LaSalle, Chicago, USA.
info@am.jll.com
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Two-tier Europe
The debt crisis in Europe is dividing the continent – politically, but above all economically.
The economically weak periphery seems to be losing touch with the robust core countries.
This is also reflected in property markets. By Arne Gottschalck and Anne Wiktorin
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Belgium’s capital Brussels, seat of
the European Commission and venue
for the meetings of the European
Parliament’s committees, is ranked by
real estate investors among the
continent’s core markets.
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t was Dutch Finance Minister Jan Kees de Jager, of all people, who
forgot all the rules of good etiquette last May. “Two Italians is
one too many,” he quipped in an interview with Financial Times
Deutschland on the forthcoming shake-up at the top of the European
Central Bank (ECB). Countries with a tradition of fiscal discipline,
such as Germany, the Netherlands or the Scandinavian countries,
should be adequately represented there, he stated publicly. If Mario
Draghi, an Italian, were to stand at the helm of the central bank in
the future, the Italian Executive Board member Lorenzo Bini Smaghi
would have to step down. Bini Smaghi did in fact resign as of 1
January 2012 – more than a year before the end of his term at the
ECB – to take up a position at the prestigious Harvard University.
Even if in retrospect one tried to limit the damage caused by
modifying this outburst and stating that no country should have two
representatives on the ECB Executive Board, Jager’s crudely formulated demand is more than just a diplomatic faux pas. It reveals,
rather, the deep trench which the European sovereign debt crisis
has opened up between the core countries of the European Union
(EU) and those on the periphery. Indeed, there are few signs that
this trench can be easily filled in again.
The worry about the eurozone’s continued existence is weighing
heavily on the Community – and a heated debate is still raging
about the best way of safeguarding its future. The debate is characterised by mutual accusations, with national egoisms that had
been thought long dead flaring up again. In the meantime, the
consequences of the crisis are putting continuing pressure on both
the financial markets and the real economy. The former certainty of
the economic blessing offered by a single currency area consisting
of economically and fiscally largely sovereign states has started to
crumble.
Security, concludes Luke Stellini, European Product Director with
fund management company Invesco Perpetual, is not a stable condition. What was regarded just a few years ago as an unshakeable
truth suddenly turns out to be wrong. The best example is Germany:
not long ago its focus on the manufacturing sector was regarded
as backward, and Germany was the sick man of Europe. Now the
country is Europe’s economic powerhouse.
Countries, on the other hand, which were once seen as prime
examples of the single currency’s favourable economic impact are
now known by the derogatory term of PIIGS states, due to their
declining economies and high debts: Portugal, Ireland, Italy, Greece
and Spain have become the problem children for politicians and
economists, stockbrokers and not least property investors.
The recent crisis has also left its mark on property markets,
after all. Unlike during the previous financial crisis, following the
collapse of investment bank Lehman Brothers in the autumn of
2008, the varying consequences suffered by the national markets
during the current crisis are much more pronounced. Mirroring the
obvious economic and increasingly political division in Europe, the
real estate markets on the continent are also becoming increasingly
divergent.
“This decoupling trend, as it is known, as reflected in an ever
deeper North-South divide, is now having a major impact on investment decisions,” says Volker Noack, Member of the Management
Board of Union Investment Real Estate GmbH. This is a trend, he
believes, which is set to continue: “The unflagging demand for lowrisk products is likely to result in an even stronger focus on cross- §
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border investments in the northern European regions,” forecasts the
Hamburg-based real estate expert.
The focus of professional property investors on European core
markets is not merely a reflex reaction to the economic and political
climate. Rather, it reflects a mechanism driven by global monetary
flows, under which national property markets have always functioned. In order to understand the forecasts of experts and their
scenarios for the future of European real estate markets, it is worth
taking a look at the path taken by money before it ultimately flows
from the hands of a professional investor into an office building, a
shopping centre or a hotel.

The real economy is the engine

Its source is upstream, where the designing, building and manufacturing go on. The real economy is the origin of that flow, which also
feeds the property market. Its bends and meanders, as well as its
shallows, can be easily illustrated. Let us take a car manufacturer as
an example: if his latest model sells well, the manufacturer makes
a lot of money. This puts him in a mood to invest: he may improve
production through the purchase of more efficient machinery and
in this way boost productivity or lower his energy costs. Sensibly
invested profit improves the balance sheet long-term – and this
attracts investors looking for lucrative investment options in capital markets. If they purchase shares in the carmaker, for example,
they are again providing the company’s managers with money for
further investment. New staff are recruited, a more modern production facility is built and larger offices are rented. Increasing orders
to external service providers again boost demand in the property
market. In short: a stable real economy leads to a stable property
market; conversely, if the former falters, this has a direct impact on
the situation in the property market.
Still, the economic flow which drives the property markets is not
fed by the real economy alone. Events in the international capital
markets also play a significant role in the immovables business.
Lending rates and interest on capital outlay, exchange rates and

North-South divide
Economic growth in Northern and Southern European countries,
year-on-year percentage change
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“It is very unlikely that
Europe will return to a system
of individual currencies.”
Tobias Just, Professor of
Real Estate Economics

not least share prices accelerate or slow down the monetary flows
in property markets.
Taking lending rates as an example: unlike the price of corporate
or consumer loans, the terms of financing for property investments,
which are classed as a long-term type of investment, are formed in
the market for government bonds and through covered bonds issued
by banks. The central bank base rate has, therefore, only an indirect
impact on the situation in the construction financing market. At the
same time, low loan interest rates encourage property investors: the
better the terms at which banks refinance their real estate loans
by means of government bonds, covered bonds or their German
version, the mortgage bond, the more favourable the loans become.
If loan interest rates shoot up, however, the opposite occurs.
Taking exchange rates as an example: property investments have
also become increasingly global. International institutional investors
are no longer putting their clients’ money in their home market
alone but also in foreign-currency countries. Therefore, in addition
to the specific risks of the respective asset class, the consequences
of possible exchange-rate fluctuations also have to be considered.
These can be to the advantage but also to the disadvantage of the
investor and are therefore hedged against in most cases. Depending
on the cost of such a transaction, hedging reduces the yield – and
can in some cases even rule out a property investment which would
otherwise still be economically viable.
Taking share prices as an example: also important to property
investors is the comparison with other types of investment – and
first and foremost with shares. If the international stock markets
are performing well, property tends to lose appeal as a long-term
investment: it cannot be sold at the push of a button, after all, and
involves much more intensive management than any share portfolio.
If share prices show signs of weakness, on the other hand, the
appeal of property investments rises. In the midst of the current debt
crisis this comparison favours property with increasing frequency. It
promises a steady long-term income with yields which may often
be low but are less susceptible to fluctuation than share prices. This
all depends, however, on the real economy running smoothly – and
we have come full circle. Only those with confidence in the future
invest in real estate. At the present time, this is only the case in
Europe’s core countries.
In many countries of Southern Europe and on the periphery,
the economic prospects are rather bleak. Olli Rehn, a Finnish politician and member of the European Commission, observed this division last year. In the autumn of 2011, when the Commissioner for
Economic and Monetary Affairs presented the forecast for the EU’s
economic development up to 2012, he outlined these two zones
of Europe. On one side are the economically strong countries of

Stockholm is currently one of the most popular destinations for professional property investors.

Northern and Central Europe, whilst “in Southern Europe, on the
other hand, we have certain difficulties,” he noted with deliberate
caution. The figures reinforce this picture. The economy in Germany
grew by 3.7 percent in 2010, but contracted by 0.1 percent in Spain.
In 2011, the Spanish economy is likely to have expanded by just
0.7 percent, whilst Germany will have posted strong growth of 2.9
percent, according to the figures of Eurostat, the European Union’s
statistical office. This is a division with consequences. Following
two crises, property investors are risk-averse. “The focus on safe
markets will continue,” says Volker Noack. Properties from Germany
or Scandinavia – from Europe’s strong core – are therefore being
sought in Europe. Indeed, buyers are restricting themselves not only
to these core markets but also to core properties, meaning modern
and well-equipped buildings let out to solvent tenants on a longterm basis.

Photos: IREBS/Hans-Juergen Heyer; Union Investment; LOOK-Foto

A division with consequences

A look at the statistics confirms these findings. The transaction
volume for commercial properties in Germany for the third quarter
of 2011 came to €6.2 billion, up 64 percent year-on-year. France
recorded a rise of 26 percent and Scandinavia a climb of 60 percent.
“The still stable investment destinations of Germany and France are
benefiting from the current turmoil in the financial markets,” sums
up Richard Bloxam, Head of European Retail Capital Markets with
the international property consultancy Jones Lang LaSalle (JLL). The
strong state of the economy is also driving the real estate industry
ahead – optimistic companies are recruiting new staff in order to
boost their productivity. As a result, the employment level is rising
and the unemployment rate falling. The latest unemployment rate
released for Germany was 6.5 percent, a relatively low level, as
this comparison shows: the rate in France in November 2011 was
9.5 percent, in the UK 8 percent and even in Sweden 7.5 percent.
Since higher employment boosts spending power and thus domestic
consumption, the retail trade, among others, benefits from a stable
labour market – and with it the relevant real estate. Consequently,
some €8.4 billion was invested in German retail properties in the

The tenant in the Mondrian office building in Brussels,
belonging to Union Investment, is the European
Commission.

first three quarters of the year, note the researchers of the international property consultancy CBRE, representing a rise of 44 percent
on the previous year.
The situation is quite different in Southern Europe, where
property transactions have kept at a low level – falling further in
certain segments. In the first nine months of last year, the number of
purchasers of Spanish commercial property, for example, fell by half
on the year before, according to a report by international consultants Savills. A large proportion of the properties come from banks
seeking to streamline their portfolios and from regional authorities
that are selling off their real estate silver in an effort to balance
their budgets. This comes as no surprise. Spanish economic growth
is weak, which is in turn pushing up unemployment. Official agencies such as the National Statistics Institute (INE) in Madrid put the
rate of unemployment in the third quarter of 2011 at 21 percent;
unofficial estimates are higher. Any holidaymaker in Spain can see
the consequences everywhere. “Se vende”, or “For sale”, read the §
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signs on balconies or windows. In the boom years, Spaniards bought
their own flats with loans and now, out of work or in precarious
jobs, they have to sell these flats and hold on to their money.
Companies’ earnings are down as a result. Abertis, for example, an
international operator of toll motorways based in Barcelona, reports
that the traffic on Spanish managed toll roads fell by 1.3 percent in
the first nine months of the year.
These are problems which all the economies of Southern Europe
are facing in one way or another. This makes it all the more difficult, however, to quickly reduce the cause of the crisis – high public
debt. The weaker an economy, the lower the tax receipts. This in turn
deprives the debt-ridden countries of the air they need to breathe –
and what this means is demonstrated by the example of Greece. The
country’s debts are a good one and a half times its annual economic
output. Since its economy is contracting – by 5.5 percent in 2011,
according to Eurostat – the country’s income base is also decreasing. If Greece does not receive money from the EU, the International
Monetary Fund (IMF) or from investors it will soon no longer be able
to pay, for instance, the salaries of its civil servants.
In other countries in Southern Europe the situation is not much
better. In Germany, on the other hand, the situation is very different:
in November 2011, the Finance Ministry revised its May forecast for
tax receipts expected between 2012 and 2015 upwards by €39.5
billion. This is another reason why experts assume that the division
among European economies is more likely to get worse – and thus
that the decoupling trend in its property markets will gain momentum
for now.
Admittedly, not every property type is equally hard hit by the
division in Europe – and also not equally quickly. “As a rule, it is the
hotel market which is affected first,” explains Olaf Janssen, responsible for real estate research at Union Investment, adding: “The
number of overnight stays falls sharply and room rates dip. Then
the office market follows. Rising available space coupled with falling
demand causes prices to fall. Least affected are the retail market
in prime locations and shopping centres, because the increase in
retail space is not as noticeable as in the office sector. A crisis in
this segment creates stagnating or only slightly falling rents.” It
takes about twelve months for downward or upward movements in
the real economy to manifest themselves in property markets, notes
Janssen, adding: “This, of course, varies from market to market and
from cycle to cycle.”

Decoupling yields
Selected top real estate yields* in Europe in percent
UK

Germany

Southern Europe**

7
6
5
4
2006

2007

2008

2009

2010

III/2011

* arithmetic mean of top yields for office, retail and logistics properties
** Italy, Portugal, Spain
Source: BNP Paribas Real Estate, November 2011
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“The already limited
financing options are likely to
deteriorate further.”
Peter Damesick, CBRE

There is an almost universal consensus on the temporary division in Europe’s property markets. But what lies ahead? Do real
estate investors have to adapt to the fact that this situation will
last for many years? Or is it possible that a drifting apart of the
markets is merely the precursor of much more profound changes
which could even culminate in the break-up of the EU and the
collapse of the euro?

Uncertain future

“We believe that before any possible collapse, the EU will mobilise the financial and political resources required to prevent the
break-up of the eurozone,” notes with confidence Patrick Artus,
Chief Economist of the French investment bank Natixis, which operates internationally. This view is shared by Tobias Just, Professor of
Real Estate Economics at the International Real Estate Business
School (IREBS) attached to the University of Regensburg and since
last November Scientific Director of its related IREBS Real Estate
Academy. “It is very unlikely that Europe will return completely to a
system of individual currencies,” says the academic. It could certainly
start to crumble at the edges, however. “The chances of Greece,
Ireland or Portugal withdrawing from the euro are fifty-fifty,” Just
adds, but he deems a scenario in which one of the key players, such
as Germany, France or Italy, might reintroduce their former national
currencies as unlikely.
What about the candidates seeking access to the eurozone,
above all Poland? Might they decide against joining the single currency, given the current turmoil? “The inclination among
East European countries to join the euro area has indeed fallen
rapidly over the past 18 months,” observes David Milleker, Chief
Economist of Union Investment. On the other hand, according to
IREBS Professor Just, the example of Switzerland, which last autumn
opted to peg the Swiss franc to the euro, showed “that the currency is still highly attractive”. Moreover, Milleker makes clear,
“the East Europeans were obliged to become eurozone members
when they joined the EU.” Regardless of when they will introduce
the single currency in their own countries, one thing is as good
as certain right now, predicts Tobias Just: “There will be no rapid
return to a convergence of long-term interest rates, as occurred
following the euro’s introduction, neither in the eurozone nor in the
non-eurozone.”
As is well known, the interest rates for government bonds of
eurozone countries had virtually converged over the past decade.
Given the varying debt levels of these states, this was not without
its consequences. The debt-ridden and economically shaky Greece,
as well as Ireland, Portugal and Spain, were able to obtain money

Fotos: CBRE; Westend61/Mel Stuart

Frankfurt is the largest and among international investors the most well-known German office market.

on the same favourable terms as Germany, France, Italy or the
Netherlands. “In Ireland or Spain long-term interest rates halved
after they joined the euro,” notes academic Just, concluding: “For
property investors who before had financed their investment in view
of this effect with a short-term loan which was as high as possible,
this was the best of all worlds: the suddenly and drastically more
favourable terms of financing turned an investment with a normal
profit into an investment offering an extremely high profit.” This was
the case even though the property and its specific risks remained
the same. As Just comments: “Now – and in the foreseeable future
– such a calculation can no longer work.”
This also explains why the assessment of the fundamental risks
involved has again become the focus of property investment – and
investors are less inclined to take an incalculable risk. Nothing will
change in this regard for the time being, says Peter Damesick, CBRE
Chief Economist for Europe, the Middle East and Africa (EMEA) in
London: “Basically the uncertainty created by the sovereign crisis
is pushing investors towards assets offering secure income in more
liquid markets.”

Germany, France and Sweden, but also parts of Central and
Eastern Europe, will therefore see stronger capital inflows, he predicts. This will put the capital values for properties of second-class
quality and in Class B locations under further pressure, fears the
London-based real estate economist. “As debt finance is becoming
even more restricted, the gap between prime and poorer quality
secondary property will be maintained or increase.“

Factoring in the risks more

The danger of a break-up of the eurozone, which has not yet been
averted, should be factored into investors’ risk assessments more
than hitherto, advises Mahdi Mokrane, Head of Research and
Strategy at Natixis’ real estate subsidiary AEW Europe: “At the
moment the relative risk is being incorrectly assessed in the eurozone, when you see, for example, that office properties are being
offered in Milan or Rome with yields of 5 to 5.5 percent. We believe
that investors should demand higher risk premiums.” For the core
markets of France and Belgium, AEW’s researchers recommend a
mark-up of ten basis points compared with the property yield §
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in a solvent eurozone member country, such as Germany, Finland,
Austria or the Netherlands. For Italy and Spain, the mark-up was
50 and 90 points, respectively, and in Greece, the premium for the
risk of withdrawal from the eurozone should even rise to 375 basis
points, he continued.
Regardless of the possible scenarios, real estate with long-term
leases in place in the eurozone’s more stable countries should bene-

fit in the long run from the search for secure investments, notes AEW’s
chief researcher Mokrane confidently. Tobias Just also recalls a simple
law: “It is in the nature of a cyclical economy that nothing is fixed for
years.” Even Argentina managed to recover from its bankruptcy ten
years ago. Notwithstanding all the difficulties in Europe, there are no
grounds to become resigned to them: “We are certainly not at the end
of the story.”
$

“We must relinquish sovereignty”
The European Economic and Monetary Union is struggling to overcome its debt crisis and possibly fighting for its
own survival. David Milleker, Chief Economist of Union Investment, on how serious the situation has become
The state of the economy sets the trend
in Europe’s property markets. What do we
need to prepare for?
Unfortunately, the prospects for Europe’s
economy are very dim. Greece, Ireland,
Portugal and Spain are already in recession.
Last summer, the liquidity crisis, which
played a large part in bringing about the
economic slump in these four countries,
spilled over into Italy. It is therefore also
facing credit tightening, which carries the
danger of recession. With Italy and other
European countries, 60 percent of the
economies in the eurozone would be on a
contraction course – which will also have
repercussions for Germany. So long as world
trade remains steady, though, Germany will
continue to hold its own. This cannot be
described as a depression scenario, but it
certainly is an economic setback.
Will the growth rates of EU states continue
to drift apart or are they more likely to
move together?
Over the coming twelve months it looks as
if they are more likely to move together in
a downward direction. However, there is
a good chance that Ireland and especially
Spain, whose exports are performing
strongly, will grow again, having bottomed
out – which is doubtful in the case of
Portugal and above all Greece. In this
respect, the economically opposing cycles
in the European economies are continuing:
between 2000 and 2005 Germany was
the “sick man”, whilst Spain’s economy was
powering ahead. Now the reverse is the
case – but that will change again.
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How do you assess the situation
in Italy?
The outlook is rather gloomy. Most
observers assume that the downward
spiral, which is familiar to us from
peripheral EU states, is being repeated:
investor confidence in Italian government
bonds is dwindling. The country is able
to borrow new money only at high
interest rates, which is aggravating the
growth problems.
What are your expectations for inflation?
To be honest, I am giving inflationary risks
very little thought. The European Central
Bank is increasing the money supply, but
commercial banks are not extending more
loans. The increased money supply from
the central bank is not producing more
money – so there is no risk of inflation
from that quarter. At the present
time, rising commodity prices are more
likely to pose a threat to monetary
stability.
Banks need to build up more equity capital.
What effect will this have?
As is well known, the banks have been
left to decide for themselves how to
increase their equity. Most of them will
probably choose the path of balance sheet
contraction, because the alternative of
generating fresh capital through the stock
markets is proving difficult at the moment.
Balance sheet contraction always means
reducing credit volumes. In turn, this
means that the economy can only grow to
a limited degree.

David Milleker has been responsible
for economic analysis and forecasts
at Union Investment since 2006.

How can Europe find a way out of
this crisis?
However difficult this may be in terms
of the detail, there is basically only one
way: if we want to retain complete
economic and monetary integration, we
need centralised automatic mechanisms
in the eurozone. And that means first and
foremost a strong single budget – fed, for
example, from EU-wide uniform corporate
taxes. Europe will not overcome its crisis
unless its individual members are willing
to relinquish their sovereignty.
The interview was conducted by
Anne Wiktorin in December 2011.
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A market is opening
For a long time, international developers used to give Turkey, the land on the
Bosporus, a wide berth. Those days are over. Business in commercial property,
in particular, is now booming. By Miriam Beul-Ramacher

The Istanbul cityscape combines
ancient and modern style, Oriental
and European culture.
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ubai showed the way, and now Istanbul is catching up: last spring far and away Turkey’s largest and most important real estate market,
saw the first great Istanbul Shopping Fest. In an event organised followed by the capital, Ankara, with 4.4 million. Then comes Izmir on
by Turkey’s Ministry of Culture and Tourism, the city’s biggest com- 3.4 million. Eight cities have a population of more than one million. “And
mercial streets and the 90-odd malls in the region invited guests to join everywhere there is a lack of modern shopping facilities; when it comes
an extended shopping trip. Istanbul spent 40 days and nights in a frenzy of to new shopping centre space, the Turkish market is far from saturated,”
consumerism. According to the ministry, this festival is expected to attract says Dennis Börgel, Partner in Corporate Finance at Cushman & Wakefield,
an additional 1.5 million visitors to this metropolis on the Bosporus every where he specialises in shopping centres.
year between now and 2015.
Still, Andreas Hohlmann, the Turkey country chief
Turkey’s shopping industry plans to grow further On an upward trend
for the developer and operator ECE, who has been
– not just quickly, but for the long term. Two pillars The Turkish economy in figures
living in Istanbul with his family for seven years, warns
are expected to ensure this. The first is a strong local
against making sweeping statements about trends.
Population in million
73.7
market, which benefits from exemplary economic
“Turkey is indeed booming, but not everywhere. You
Population growth*
1.5
growth and an extremely young population. The
need to have a very good understanding of local marin 2011 in %
average age in Turkey is just 29.2 years, compared
kets and a precise knowledge of the right timeframe
Gross domestic product
736
with Germany’s average of 44.2. The second pillar is
for a particular size of project,” he says. What is more,
(GDP) in 2010 in billions of
expected to be provided by shoppers from across the
he adds, a shopper’s paradise with Western goods
US dollars
whole region, on the model of Dubai. They come from GDP per capita in 2010
and lifestyle cannot expect to be greeted by eager
9,984
neighbouring countries such as Armenia, Azerbaijan, in US dollars
customers in every location. “Some regions remain
Syria and Iraq, as well as some from Egypt. “These GDP growth* for 2012 in %
very conservative,” Hohlmann says. According to JLL’s
4.5
countries lack the sort of shopper’s paradise that you
calculations, at the end of May 2011, Turkey had just
Inflation rate* for 2012 in %
6.8
have in the West, but, at the same time, there is a
about seven million square metres of shopping centre
Source: GTAI, May 2011
centuries-old trading tradition linking them to us,” * Projection
space, of which 441,000 square metres came onto
stresses Kivanç Erman, Director Capital Markets and
the market in the first five months of 2011. Istanbul
Advisory at Jones Lang LaSalle (JLL) Turkey.
accounts for 45 percent of all shop space, while the remaining 55 percent
It must be said that the engine of this growing consumer spending is distributed across the whole country.
is Turkey’s strong economic development in recent years. According to
The biggest new opening in 2011 was the Marmara Forum in
Germany’s Foreign Ministry, Turkey’s economic growth rate, at 11.7 per- Istanbul, with 137,000 square metres of trading space. “We expect a
cent, is currently the second-highest among the G20 states after China’s. further 2.2 million square metres of space to be added by the end of
Turkey has recovered more rapidly than most other countries from the 2013, and about half of that will be in Istanbul,” Kivanç Erman from JLL
effects of the global crisis – this too is to the credit of the thoroughly estimates. New construction is continuing outside Istanbul as well. For
reformed, relatively stable Turkish banking sector, which actually managed instance, the end of 2011 saw the completion of Forum Kayseri, which
to survive the crisis without state support.
was created in the provincial capital of Kayseri by the shopping centre
Growing prosperity also means a growing need for new real estate – developer Multi Development in conjunction with a Turkish partner. Union
and not only for shopping centres. Many old residential and office buildings Investment acquired 50 percent of this mall, which has 64,400 square
have to be replaced, and there is a shortage of modern business hotels. metres of rental space, back in 2007 for the open-ended real estate fund
This offers wide scope for investment and for development projects. UniImmo: Europa. The value of the investment was €130 million. “With its
However, foreign players, above all, need first to familiarise themselves 950,000 inhabitants, Kayseri is both demographically and economically one
with this market’s peculiarities, beginning with the country’s size and its of Turkey’s fastest-growing industrial cities,” says Volker Noack, Member
structure. The metropolis of Istanbul, with 13 million inhabitants, represents of the Management Board at Union Investment Real Estate GmbH. In §
Turkey’s regional centres still offer great potential for retail development projects
Population and shopping centre space* in square metres per 1,000 inhabitants in Turkish cities with over 500,000 inhabitants
170 m2

Population
Shopping centre space
per 1,000 inhabitants

35 m2

Istanbul
13,121,000

120 m2

Bursa
1,906,000

Izmir

Samsun
532,000

110 m2

Eskişehir

Ankara

630,000

4,432,000

Kayseri

51 m2
60 m2

3,355,000

Konya
1,036,000

108 m2

Antalya
1,001,000
* Germany has on average 159 square metres of
shopping centre space per 1,000 inhabitants.

181 m2

58 m2

Mersin
843,000

51 m2
65 m2

950,000

Diyarbakir

68 m

2

Adana

Gaziantep

1,592,000

1,341,000

100 m2

843,000

Source: Cushman & Wakefield, July 2011
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his opinion, what we are seeing in Turkey is the sort of growth story that
no longer happens in western and northern European countries, because
of their high market saturation and falling population figures. “This land
on the Bosporus is becoming more and more attractive to investors as
a genuine European alternative. We have now invested €400 million
in Turkey, which is roughly the same as we have in the Netherlands,”
Noack says. Multi Development teamed up with a local partner for its
activities in Kayseri, he adds, because they have the most experience and
contacts when it comes to the construction of new buildings. They have
a particular way of conducting business, and a company’s own capital
still plays a big part in it.

The market is growing more professional

Turkey’s real estate sector has grown markedly more professional thanks
to the entry into the market of foreign real estate banks such as Unicredit
and Germany’s Aareal Bank. “What is more, this has happened even
though local banks still do not have specialised real estate departments
for commercial financing,” observes Senay Azak-Matt, General Manager
of Aareal Bank in Istanbul. Aareal Bank became the first foreign real
estate bank to enter the Turkish market back in 1999, and has since
financed commercial property with a total value of more than €1 billion.
What is noteworthy here too is the predominance of retail properties.
Why is this? “It’s perfectly simple,” says the banker, Azak-Matt. “When
foreign investors enter the market, they want to minimise their risk.
Therefore, they focus on investment properties which provide cashflow
and a stable level of rental income.” Since office buildings are not yet
attractive enough, good logistics properties are rare and hotel investments
are very specialised, she believes, they go mainly for shopping centres.

“Local Turkish banks still
do not have specialised
real estate departments for
commercial financing.”
Senay Azak-Matt, Aareal Bank

Through its investment in the shopping centres of Forum Mersin (left)
in the south of the country and Forum Kayseri (top right) in central
Turkey, Union Investment is counting on the growing purchasing power
of Turkey’s middle class.
Nevertheless, other new builds are needed urgently – especially
offices. Here, however, there is a Turkish tradition standing in the way of
any opening of the market: in new builds, individual storeys and sometimes
even separate offices are sold off, with the result that many properties
end up in part ownership. This practice is also common in the housing
market, and it deters international investors from getting involved. The size
of property for sale is too small, and it is hard to clarify who owns what.
In addition, large tenants such as local banks, insurance companies and
other major businesses mainly develop and use their own office buildings.
Institutional investors hardly get a look in. “However, the Turkish market
is increasingly adapting to the requirements of international groups of
buyers. Especially in the Istanbul office property market, we are witnessing
a reversal of the trend and the first products which could be extremely

Through investments in the shopping centres of Forum Mersin (left) in the south of the country and Forum Kayseri
(top right) in central Turkey, Union Investment is counting on the growing purchasing power of Turkey’s middle class.
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interesting even to classic core investors,” says Union Investment Manager
Noack. For instance, rents are generally being agreed contractually in euros
or dollars, while lease periods are between five and ten years – which
brings them much closer to the European level.
Yet, statistical evidence is still rather scarce. In their office market
reports, international real estate brokers concentrate on developments
in Istanbul, the most developed market in the country. According to
JLL, about 2.7 million square metres there meet the top international
standard. Of that space, 40 percent is in the Central Business District
(CBD) in the European part of the city, 30 percent is outside the CBD, and
30 percent is in the Asian part. JLL says that about 640,000 square metres
of office space are currently under construction. Top-class properties are
attracting rents of €30 per square metre per month. For comparison,
in Frankfurt am Main they fetch up to €35 per square metre, and in
London’s West End the figure is more than €100. There is an uneven
distribution of vacant offices: according to the JLL report, within the
European CBD zones 8 percent of space was vacant, on the periphery

the figure was up to 16 percent, and in the Asian part, where there are
fewer banks, financial services businesses and insurance companies, 10
percent of space was unused. “However, such figures should be used
only with great caution,” warns Hohlmann, who is an expert on this
market. Nobody even knows the exact population of Istanbul, there is
no land registry system, and most property purchases take place without
standard surveys, he notes. “People rely not on paper documents but
on their partners. A deal is sealed by a handshake, and the contract
is left in a desk drawer.” This is not to everybody’s liking – and it is
also the reason why foreign players spend a long time studying the
market before they take the first step. “Transparency will develop only
gradually,” Kivanç Erman, JLL’s chief in Turkey, predicts. He notes that
50 to 60 percent of all leases and sales in Turkey are transacted through
the owner, and that in Istanbul only just over 20 percent of deals go to
international consultancies. Fellow broker Dennis Börgel from Cushman
& Wakefield confirms this: “This business has become more international,
but for many Turkey remains a closed shop.”
$

Turkey: young, affluent, urban
Despite its image as the land of bazaars, Turkey is proving more attractive to international chain stores and
shopping centre operators than most other countries in Europe. By Mark Cunningham

Photos: Aareal Bank; Laif/Andrea Kuenzig; Multi Development; Union Investment (2)

W

hat makes Turkey unique – and
what attracts international retailers as well as real estate investors
– is its combination of population growth,
wealth growth, and urbanisation. The population of Turkey, of which half are 25 years old
or younger, is growing by an average of
700,000 people per year, an annual demographic growth of around 1 percent. This
contrasts with stagnating populations in
Germany and Central Europe to an outright
population decline in most of Southern Europe
as well as in Romania and Bulgaria.
While around three quarters of the
Turkish population live in cities and towns,
the urbanisation process is not yet completed.
Differently from the past, the urbanisation
flow is remaining within regions, with people
moving from the countryside to a nearby
regional centre for education and employment.
This means that the wealth is widely spread
across the country.
So the urban middle class segments of
the population are growing rapidly. Whereas
shopping centres were a phenomenon
concentrated only in wealthy districts ten
years ago, today they are more evenly spread
across the cities. Similarly, modern retail
formats have penetrated deeply into the

country, now covering most secondary and
even tertiary cities. Retailers such as Media
Markt, Douglas, H&M, C&A, and Deichmann
entered the market, while many others, already
present in the market, expanded.
Turkish municipalities are generally
enthusiastic to upgrade the economic impetus
in their cities but realistic judgements must
be formed as to the economic development,
continuing dominance and potential of the
sites. A “cut and paste” approach from a
Western design and location philosophy to
development is absolutely not appropriate.
Multi Development has built and now
manages ten shopping centres in Turkey since
it began investigating the market in 2003. The
latest is Forum Kayseri, developed with and
jointly owned by Union Investment. During
the eight years that Multi Development has
been in the Turkish market, we have learned
the importance of close participation with top
local Turkish advisers.
The long-term prospects of Turkey are
positive, but the impact that the European
debt crisis will have on Turkey is yet to be
seen. The solid banking system, the dynamic
domestic economy, and the increasing
economic exposure of Turkey in the region are
strong advantages. However, a consistently

Mark Cunningham is Head of
Marketing at Multi Development,
the market-leading shopping centre
operator in Turkey.

high current account deficit and a strong
reliance on exports to Europe might cause
some dark clouds. 2012 is thus likely to be
a transitional year in which the deficit and
other macro-economic imbalances get tackled,
while the coming years, from 2013 onwards,
look reasonably positive.
$
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New Publicity
Office buildings are increasingly opening up to visitors, whether through cafés, restaurants, shops, function
areas or even observation decks. Yet free access for all also means that sophisticated signage and security
concepts are required. By Ulrike Wirtz

The Köln Triangle
offers not only offices
but also event space
open to anyone.
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B

efore very long the ice rink at the Rockefeller Center in the heart
of New York will be closing – as it does every year in April. Moving
back onto the same site in the centre of Manhattan will be the
outdoor bar at the foot of the 259-metre-high skyscraper, serving visitors from around the world by the fountain with the famous statue of
Prometheus. Indeed, it is not only outside this gigantic building complex
between 5th and 6th Avenue that crowds of people gather in summer
and winter; there are plenty of people inside, too. Some want to visit
the Top of the Rock observation deck on the 70th floor to enjoy a
unique view over Manhattan for an admission fee of 16 to 38 dollars.
Others are on their way to the Rainbow Room restaurant on the 65th
floor, while many more are browsing in the boutiques on the ground
and first floors.
All this despite the fact that the Rockefeller Center, commissioned
by John D. Rockefeller, Jr. in 1931 and opened in 1933, is actually just
an office block. This stylish art déco building is now home to, among
many others, media giant NBC and technology group General Electric.
Furthermore, there are currently some 350,000 guests and visitors every
day in the areas open to the public both inside and outside the Center.
“With such buildings, investors, developers and architects face the big
issue of reconciling the interests of office users and the public,” says
architect Sven Gaessler of the architects practice and general planner
Gatermann + Schossig based in Cologne, which was responsible for the
implementation of the Köln Triangle office complex in Cologne, among
others. Gaessler adds: “In the case of buildings to which not only the
tenants but also the public have access, the user groups must not tread
on one another’s toes – either literally or figuratively. Exclusive areas
rented by companies have to be protected against unwanted visitors
right at the entrance.” Since the terror attacks of 11 September 2001,
there is also the question of how to protect buildings to which there
is free access from attacks. Every visitor to the Rockefeller Center, for
example, has to pass through a security gate similar to that at an
airport. As Gaessler notes: “Since then, security has generally been
an issue with commercial complexes, but it is even more relevant if
the public also use the building. Any issues related to sabotage, such
as the location of server rooms and ventilation systems, need to be
carefully considered as early as the planning stage.” This obviously
applies to new buildings, while existing ones have to be modified
before they can be opened up.
One of these recent commercial properties that are partially open
to the public is the over 100-metre-high Köln Triangle – a striking
city centre landmark on the right bank of the Rhine, completed in
2005. Like the Rockefeller Center, the building offers an observation
deck. It may be on the much more modest 29th floor, but it still gives
panoramic views of Cologne Cathedral, for an admission charge of
just €3. On the 27th and 28th floors there are function areas which
anyone can hire, while a café and a restaurant on the ground floor
are open to visitors. Similar mixed-use concepts are now on offer in
many German cities: in Hamburg, for example, at the new Emporio,
in Frankfurt at the Commerzbank’s Gallileo or in Berlin at the SPD’s
Willy-Brandt-Haus.
The requirements for safety and security are always the same:
office users must be able to work undisturbed by unwelcome visitors
and separated to such an extent that significant criminal effort would
be required to gain access to company secrets, laptops or wallets. The
visitors to the public areas should, on the other hand, be able to move
around as freely and normally as possible. These areas live, after all,

“By channelling the paths of
users to their respective areas,
public and non-public areas are
kept apart.”
Sven Gaessler, Gatermann + Schossig

from their changing guests, whose more or less anonymous comings
and goings are typical and desired. The office space, however, must only
offer access for licensed office staff, company visitors and suppliers.
“The demarcation in the interests of workflow and security is effected
by channelling the paths of the users to their respective areas. This
is achieved through specially controlled lift systems, reception desks
and modern transponder systems,” notes architect Sven Gaessler (see
chart on page 18).

Public use often fails because of the costs involved

Making office buildings accessible to the public is a trend for which
there are good reasons, explains Professor Johann Eisele, Head of the
Department of Architecture at the Technische Universität Darmstadt.
“In urban development, skyscrapers with offices alone are no longer so
popular because they create an inhospitable climate in the surrounding
area.” This is something everyone can feel: “During working hours things
are busy but in the evenings and at weekends it is unpleasantly empty in
the districts given over purely to offices. Modern town and city planning
on the other hand relies on activity and communication in symbiosis
with the improved image and social acceptance of high-rise buildings,”
Eisele goes on. The solution is to create, through the opening of the
building, multifunctional, bustling and communicative worlds – be it
through shops, eating establishments, gyms or cultural sites. Such a
pleasant ambience also stimulates the offices based in the complex,
Eisele notes: “Because it supplies a convenient infrastructure which
does not need to be financed by the companies themselves,” adding,
“Instead of a canteen there is a bistro open two floors below. The gym
is – very handily – in the same building, and a hotel directly opposite
is very useful for company visitors.”
Nevertheless, while many European countries are still struggling with
this opening-up concept, the situation is completely different elsewhere,
such as in China: “People work in skyscrapers but also go there to eat,
to do their shopping or to live,” comments Eisele. Office towers are not
foreign bodies here but part of everyday life, he says. With two buildings
in Frankfurt am Main, the Eurotower, seat of the ECB, and the Messeturm,
this symbiosis has not yet been achieved. “For both buildings, the policymakers did insist on a commercial and communicative opening-up for
urban development reasons,” recalls Eisele, but nothing came of it in
the end. “The concept failed due to security issues but also exorbitant
rental prices for the shops, cafés and cinemas.”
Rockefeller, Jr. did not have to consider such issues: the cosmopolitan philanthropist used the Rockefeller Center to boost his image
and was prepared to pay handsomely for it. Even back in 1939 the
skyscraper attracted 125,000 people daily. The building has lost none
of its appeal even after the 11 September 2001 attacks – in spite of
the increased security checks.
§
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The security system
Office buildings accessible to the public must be specially protected, since visitors are not welcome
everywhere. Ulrike Wirtz (research) and Markus Kluger (graphics) show how planners can achieve this

Free access for everyone – applies
to the observation deck, function
rooms with restaurant, café and
conference area.
Channelled office zones to which
only employees of the companies
based in the building and their
authorised visitors have access.
Security-relevant service areas with
access only for authorised staff.

Public
parking

Kiosk/
Shop
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A separate lift
with access control
(ticket system) leads
to the viewing
terrace.

Sensitive
building services
areas are directly
connected through
their own lifts
and stairs.

Building
services

Observation
deck

Restaurant

Event
area

IT
equipment

Offices
Having left the
lifts on the office floors,
unauthorised persons
are stopped – through
electronic card readers
at the entrances to the
offices or through
reception desks.

Offices

The public lift
travels from the foyer
only to the areas with
function rooms, café and
restaurant. The office tenants
can stop it on their floors
with their cards in order
to get in and out.

The card
reader-protected
employee lift serves
the office floors, the foyer
as well as the underground
garage to which
only employees
have access.

Offices

Helpdesk for
visitors, including
the sale of tickets
for the observation
deck.

Foyer
Stairwells and
emergency exits are
protected by doors which
only open outwards in the
direction of escape. The
doors can be opened
inwards only with a
card reader.

Helpdesk for
office employees,
especially for
registering visitors
to the offices.

Building
services

Employee
garage

Source: own research
Graphics: textetage/M. Kluger
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The headquarters
of the Abengoa
technology group
in Seville offers its
workforce a company
crèche, a gym and
three restaurants.
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Architecture of wellbeing
Investors have recognised the importance of sustainable building design. In addition to environmental and
economic criteria, socio-cultural and functional aspects are now also drawing attention. By Christian Hunziker

Photos: BNP Paribas Real Estate/Holger Hill; Laif/Arcaid/Mark Bentley

T

he employees of Spanish technology group Abengoa are to
be envied. Their company headquarters in Seville, the Campus
Palmas Altas, boasts not only a state-of-the-art workplace but
also a gym, a company crèche and three restaurants. And anyone
needing some fresh air can stretch their legs in the landscaped
garden which forms the centre of the complex consisting of seven
buildings in all. At the same time, this garden area supports the
building’s high energy efficiency, offering the offices both natural
light and ventilation.
Thanks to its comprehensive approach to sustainability, the
technology park developed by Bovis Lend Lease secured first prize
in Union Investment’s 2010 Prime Property Award. With the building, says Felipe Benjumea, Abengoa’s CEO, his company is seeking
“not only to make an economic contribution but also to take social
and environmental issues into account”. The Chief Executive is
thus referring to the three pillars of sustainability. Sustainability
is more, after all, than the energy efficiency to which the term is
often reduced: sustainability also means the economic efficiency of a
building and those qualities which the German Sustainable Building
Council (DGNB) summarises in its certification system under the
“Socio-cultural and functional quality” heading.
Yet what is concealed behind this unwieldy term? “It is about
creating an environment which is appropriate to the species,” is
the casual response from Hermann Horster, Head of Sustainability
at the BNP Paribas Real Estate property consultancy. Or, to put it
more seriously: “At its core, socio-cultural quality describes user
satisfaction.” The leading systems of sustainability certification
(in addition to DGNB, the British BREEAM standard and the US
building certification standard LEED) encompass, for example, thermal, acoustic and visual quality (see inset box). They examine, for
instance, whether the heating and cooling systems create a pleasant
indoor climate, whether a building shows good acoustic properties
and whether it has sufficient and failure-free lighting (daylight and
artificial lighting).
This sounds convincing, but becomes very complicated indeed
on closer inspection. This is because “there are always conflicting
objectives between the three pillars of sustainability,” says Matthias
Böning, CEO of the shopping centre developer mfi and Chair of
the Sustainability Council within the German Property Federation
(ZIA). This conflict of objectives becomes clear, for example, with
the air-conditioning of buildings. “The engineers would be happy to
design office buildings where the windows cannot be opened,” says
Hermann Horster. The energy efficiency of the building services could
then be optimised without human interference. On the other hand,
it is, according to Horster, “important for the individual wellbeing of
the user,” that he is able to open the window himself, to regulate
the heating temperature or to switch a light on or off. Jens Böhnlein,

sustainability expert with property services provider Jones Lang
LaSalle (JLL), therefore recommends that compromises be sought.
Lighting which produces the required brightness automatically but
offers the option of manual control makes sense, in his view.
As the results of a survey conducted by Union Investment in
early 2011 among 3,150 office employees show, responding to
users’ wishes is worthwhile: more than 80 percent of those surveyed
stated that office wellbeing was important or extremely important
to them. From the user’s perspective, this aspect is much more
significant than, for example, proximity to shops or the availability
of parking.

Conflicting objectives are not ruled out

Rooms which offer scope for contact with others and relaxation
also contribute to people’s wellbeing. At the headquarters of Juwi,
a company in Wörrstadt in Rhineland-Palatinate that specialises in
renewable energies, there is a football pitch and a beach volleyball
court, an in-company crèche and even a prayer room which doubles
as the rehearsal room for Juwi’s choir. In its sustainability code, the
ZIA includes a building’s links with squares and parks as well as
the wide-ranging use of a district in the criterion of socio-cultural
sustainability. It is not only the users but also the employers who
benefit – in the form of higher employee satisfaction, a lower sickness rate and increased staff performance.
But how can wellbeing be measured? Certification systems
such as DGNB try to make an objective assessment. The assessment
of acoustic comfort, for example – on the basis of calculations in
accordance with the relevant German DIN standard − attests to
how high or low the level of background and extraneous noise in
the rooms is. Nevertheless, there is uncertainty, as Jens Böhnlein of
JLL admits, taking visual comfort as an example: “It is very difficult
to measure whether an employee feels better if the lighting is good.
Human factors also play a part in this, after all. If the employee is
sitting next to a colleague whom he cannot stand, the quality of
work will suffer.” All this no matter how sustainable the technology
or how beautiful the view.
§

“At its core, socio-cultural quality
describes user satisfaction.”
Hermann Horster, BNP Paribas Real Estate
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Yet socio-cultural and functional sustainability can be at
loggerheads not only with environmental but also with economic
sustainability. The best example of this is the office configuration.
Surveys show that office employees prefer to have their own office.
A survey conducted by Union Investment revealed that 56 percent of
employees with their own office were extremely or very happy with
their place of work, but this applies to only 28 percent of employees
who share their office with four or more colleagues.

Individual office versus open plan

The view of companies who lease office space is quite different: they
are increasingly adopting open-plan office solutions, as has been
implemented, for example, at the Westraven Office Complex in the
Dutch city of Utrecht. In addition to the open-plan layout, flexible
working stations have been installed in this office block, and this
modern way of working means that only 1,600 desks are required for
2,000 employees – a highly economic solution. Moreover, employers
are hoping that such concepts will improve communication among
employees and consequently boost productivity.
As a remedy to the conflicting objectives of wellbeing and
economic efficiency, Michael Bauer, Partner and General Manager
Study: Wellbeing in the workplace has priority
Agreement with statements in percent of those surveyed*
most important

second most important

wellbeing in the office generally
brightness/daylight illumination
workplace’s technical equipment

12

7

public transport links

6

number of available parking spaces 2 6

13
8
8
8

size of office 2 5 5
0
10

22

14
11

13
8

9

11

23

9

scope for communication/dialogue

* 3,145 respondents

third most important

48

20

30

40

50

60

70

Source: Union Investment, “The office of tomorrow” survey, March 2011
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of Drees & Sommer, recommends combined solutions consisting of
open-plan office areas and “thinktanks” facilitating concentrated
work. It is also important to plan a building as flexibly as possible,
allowing – through partitions for instance – for varying room layouts, Bauer notes.
The cost of fulfilling socio-cultural and functional sustainability
criteria cannot, in the view of experts, be expressed in euros and
cents – estimates suggest that the extra costs associated with certification are 2 to 5 percent of the total outlay. According to Bauer,
the same applies here as to environmental and economic factors: the
earlier the criteria are included in the planning of new buildings or
regeneration projects, the lower the additional costs compared with
a conventional building not constructed in line with sustainability
criteria.
Even then, project developers and investors face the question
of how much they wish to spend on socio-cultural and functional
sustainability – considering it is predominantly the users who benefit
from these. Put another way: are sustainable buildings worth more?
There are studies on this from the USA, but in Germany, sustainability barely plays a role in the assessment of a building’s value, as
Christian Stoy, Professor of Construction Economics at the University
of Stuttgart, criticizes. The ESI (Economic Sustainability Indicator)
research project, initiated by the University of Zürich and currently
being adapted to German conditions by a team led by Stoy, aims
to change this. It is likely to be some time, though, before accurate
figures on, for example, how good indoor air quality or the adjustability of heating affect a building’s value are available.
In spite of this uncertainty, investors are already including socio-cultural and functional sustainability in their purchase
decision-making. Union Investment considers in its Sustainable
Investment Check whether, among other things, a building has sufficient natural light and offers users the option of individual comfort
control. This makes sense, believes Andreas Pfnür, Professor of Real
Estate Management and Business Administration at the Technische
Universität Darmstadt, because more and more users are willing to
pay for good workplace design. This also pays off for the owners:

Photos: Fas Keuzenkamp; View/Edmund Sumner

Following expansion and renovation, the Westraven Office Complex in Utrecht is a model sustainable building.

The Hearst Tower in New York is impressive in its modern office architecture and has a LEED Gold rating.

“The property is in itself a production facility and if it is more
efficient, this is also reflected in the purchase price,” notes Pfnür.
Nonetheless, in Union Investment’s view, it is easier to measure and
benchmark the economic and environmental criteria than the sociocultural and functional sustainability. From the investors’ perspective,
says Heike Ostriga, Head of Sustainability at Union Investment Real
Estate GmbH, “they will therefore continue to play a more important
role than the socio-cultural and functional factors.”
Also worthy of mention is the design quality of a building – with
criteria which are especially difficult to quantify. The DGNB certification system takes account of some of them in the assessment of
socio-cultural and functional sustainability. It is positive, for instance,
if the design and urban development quality is assured by means
of a competition. Yet even a competition among architects does
not resolve all the problems, as mfi CEO Matthias Böning found
out at the Leipziger Höfen am Brühl. At this shopping centre that is
currently under construction, Grüntuch Ernst, the architects firm that

secured the contract through a competition, had proposed Italian
travertine stone for the façade. According to Böning, it would have
been aesthetically convincing and even environmentally compatible,
but was certainly not the optimum solution economically: the natural
stone is expensive and difficult to maintain. The developer would
have preferred to see an easy-to-maintain, lower-cost artificial stone
– but it did not fit the bill in terms of design quality. After a long
search the client and architects finally found a solution: the façade
now consists of an artificial stone produced in the region, which is
treated in such a way that it almost matches the aesthetic qualities
of the natural stone.
Even if the process of finding the best sustainable solution was
painstaking, it is worthwhile for investors to take the socio-cultural
and functional quality into account, notes the mfi CEO confidently.
“In the short term, the socio-cultural element may be difficult to
measure,” says Böning, “but in the long term it makes a substantial
contribution to the success of a development project.”
$

The third pillar of sustainability in the certification process
Socio-cultural aspects of sustainability play
a role in all the key certification systems.
Under the “socio-cultural and functional
quality” heading, the German Sustainable Building Council (DGNB) includes thermal comfort, indoor hygiene,
acoustic and visual comfort, the user’s
options for exerting influence, security
and accessibility, but also efficient use
of space and convertibility, as well as
a bicycle-friendly environment. Points
are also awarded if the client conducts

a planning competition and makes
money available for artwork within the
building project.
BREEAM, the UK certification system,
features a section on “Health and
Wellbeing” which largely corresponds
with the socio-cultural category in
the DGNB system. The individual criteria
are visual comfort, indoor air quality,
thermal comfort, water quality,
acoustic performance and safety
and security.

The US LEED rating system refers to
indoor environmental quality, also
taking into account thermal comfort,
pleasant lighting and the individual
user’s ability to influence lighting and
heating. An additional special feature
of LEED is the strict protection of
non-smokers. Holding an architectural
competition is not awarded points
here, although in the “brownfield
redevelopment” category extra points do
go to builders who redevelop derelict
industrial sites.
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The Central Seine office building in Paris
was redesigned by Union Investment in
such a way that three companies now
share the same street number.
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Goodbye to the singles scene
For a long time, an office building let out to a single, solvent major company was thought to be the ideal
investment strategy. This has changed: more and more investors now rely on a tenant mix. By Ulrike Wirtz.

F

ully let: Union Investment recently announced this success for its
Central Seine office building in Paris. It is located on the very banks
of the Seine, in the 12th Arrondissement, and enjoys excellent
transport connections thanks to the metro and the Gare de Lyon station,
which serves the TGV high-speed train. Union Investment’s property
asset managers have secured three tenants of outstanding creditworthiness for Central Seine: the international engineering company Setec
has taken 19,500 square metres; Alcara - GIE Prod, France’s largest
IT platform for pensions and health insurance, occupies 9,500; and
Lisi Aerospace, a supplier to Airbus and Boeing, is using 2,800 square
metres. “It’s fully let, and our repositioning has worked,” says Bernd
Schade, Head of Property Project Management at Union Investment
Real Estate GmbH.
This property in France has given the Hamburg-based investment
management company a further example of success for its adapted
strategy. “For some time we have been concentrating systematically
on tenant mix under one roof – in other words, laying greater stress on
multi-tenant buildings,” says Project Manager Schade. Previously, Central
Seine’s 32,000-odd square metres were used by the pharmaceuticals producer Sanofi-Aventis alone – right back in 1999, when Union Investment
acquired the building as a development project for the open-ended real
estate fund UniImmo: Europa. There are sound arguments for the tenant
mix strategy in the office sector in the French capital, just as in other

Big buildings, many tenants
Rental spaces by size, as a percentage of the total usable space in
Union Investment’s property portfolio
more than 60,000 m2

23.1

30,001 to 60,000 m2

24.0

10,001 to 30,000 m2

40.8

5,001 to 10,000 m2

8.5

up to 5,000 m2

3.6
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Number of tenants per property, as a percentage of the total usable
space in Union Investment’s property portfolio*
more than 10 tenants 53%

* of which 5 percent are purely hotel properties

1 to 3 tenants

29%

4 to 10 tenants

18%

Source: Union Investment, 30 September 2011

locations, as Schade explains: “The volatile office-buildings market requires
this approach. The multi-tenant strategy helps to minimise risk.”
The strategy of attracting several tenants to occupy one office building
is, therefore, gaining in importance for major market players. If you count
on one single tenant, you run the risk of unnecessarily high vacancy rates
and a complete loss of rental income, stresses Stefan Wundrak, Director
of Research at the asset management house Henderson Global Investors.
“Both of these factors eventually drag down the guaranteed yield that
comes from letting a property to a long-term sole user. The risk is merely
pushed back into the future. A single tenant, therefore, offers only an
impression of security.” The volatile market affects both new projects and
existing properties – “even in prime locations throughout Europe, and
even in London,” stresses Wundrak, who monitors the European markets
from the British capital.
On the one hand, at first glance it seems ideal to have a sole tenant
in the shape of a highly-respected corporation using your premises for its
headquarters, especially if the contract runs for 20 – or, better still, 30 –
years. This is valued by investors, project developers and asset managers,
because it means that revenue is guaranteed for a long period and thus
improves cashflow. “As such, even risk-averse closed-end property funds
still tend to favour the single tenant, because this is also the preference of
institutional investors,” according to Ferdinand Rock, head of the Munich
branch of the international property consultancy Jones Lang LaSalle (JLL).
In his view, this is related to the size of building that interests institutional
investors – which starts at 15,000-20,000 square metres – “and to the
fact that investors nowadays insist that around 50 percent of space should
be pre-let. Major companies remain a natural choice as sole users for
such buildings,” he adds.
On the other hand – and property experts Wundrak, Rock and Schade
are in agreement here – there are, generally speaking, too few such tenants
around in the European market. Moreover, international corporations tend
to not want to commit themselves for 15 or 20 years. Stefan Wundrak
cites international accountancy and tax consultancy firms as an example:
“They make their calculations very precisely and often relocate within
ten years.” Home-grown tenants, meanwhile, stick around for longer,
he believes. “But they usually prefer Class B locations and are happy to
be on roads leading out of towns,” according to Mathias Gross, Head
of Asset Management at Allianz Real Estate Germany. “Then, once they
have moved out – after 20 or 30 apparently risk-free years – it turns out
that, because of the location and also the narrowly-defined profile of the
building, the premises are difficult to relet.” Many players in the property
management sector use the multi-tenant strategy as a solution to that
narrow, high-risk approach and actually succeed in generating added
value for their tenants in the process. Henderson has demonstrated this
in the case of the major Leadenhall Triangle site in central London, which
it acquired in the summer of 2011, together with other companies, for
more than €200 million. In Paris, too, there is a site which has switched §
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from single- to multi-tenant use: a 2,000-square-metre building owned
by Warburg-Henderson is now shared by seven tenants. What is more, the
Bonn-based, listed property company IVG also has a multi-tenant building
in its portfolio, in the form of its huge development project, The Squaire,
at Frankfurt am Main airport: Lufthansa has recently taken on a lease for
18,500 square metres, and other major tenants are the accountancy firm
KPMG and a Hilton Hotel. Union Investment is backing the multi-tenant
approach in the case of Emporio, a prime Hamburg city centre location
by the Dammtorwall. This fund asset with a listed historic façade, which
had already been under Union Investment management for many years,
has been extended as part of a comprehensive redevelopment and now
boasts an extra building devoted to apartments and the brand new Hotel
Scandic Hamburg Emporio. “The new hotel and the offices in the building
will complement one another well, and each will generate custom for the
other,” Bernd Schade says.
Mutual stimulation as a result of the right tenant mix is particularly appealing to the hotel sector. Another example comes from Intro
Verwaltungs GmbH in Reichenschwand in Bavaria. It is currently investing
in the former Millennium Hotel in the SI-Centrum in Stuttgart. This hotel
in one of the city’s biggest leisure complexes – with musical theatres,
a casino and a conference centre – is being converted into a modern,
four-star establishment. “The existence of these other tenants in the
very same complex was a major factor in our decision to go ahead with
the project, because they will generate extra turnover for the hotel and/
or its restaurant,” stresses the investor Hans Rudolf Wöhrl, a partner at
Intro Verwaltungs GmbH. This also applies to the mix including spa and

fitness centres, he adds. “In this way, hotels can offer their guests more,
but without the expense of running their own service facilities.”
Allianz Real Estate Germany is banking on the same formula of several
tenants in one building in the case of its new project at Breslauer Platz in
Cologne, a prime location on the eastern side of the main railway station,
towards the Rhine. Following the demolition of the previous, obsolete
building, it is constructing a 22-metre-high multi-tenant property with an
atrium and 14,700 square metres of rental space on six floors. Completion
is planned for 2013/2014. Work is already under way to market the
complex, called Coeur Cologne, which – like Emporio – is a modern
“green building”. “In Coeur Cologne we are mixing offices, retail space
and apartments,” says Mathias Gross, the Allianz asset manager.
Allianz, Union Investment, Henderson, IVG and others are following
the current market trend. More than before, tenants are demanding smaller
areas – and not only in Germany. According to Ferdinand Rock, the JLL
expert, “transactions for office premises tend on average to be for fairly
small spaces of around 1,500 square metres”. The situation is similar in
London or Amsterdam. Stefan Wundrak says this: “Because of the current
business climate, but also generally, users want to be flexible and to have
the opportunity to give space back or to take more on.” Consequently,
they now like to conclude leases for core areas for only ten years. “Lease
periods are kept flexible for 10 to 20 percent of space.” This entails higher
management costs, just as a multi-tenant building as a whole requires
more organisation and administration to look after the various tenants.
It could, therefore, be wise to have a large anchor tenant – and, best of
all, one that helps to establish your image – according to Thomas Beyerle,

Union Investment is mixing uses and tenants at its Emporio office and hotel complex in Hamburg (left). IVG from Bonn
is pursuing a similar strategy at its major project, The Squaire, in Frankfurt.
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Head of Research at IVG. “But the extra expense will have a less negative
impact than a long period of vacancy would.”
This also puts into perspective the construction costs required to
convert an existing property from single- to multi-tenant use. Ferdinand
Rock, the JLL expert, makes this estimate: “For the conversion you should
allow, on average, six to twelve months’ rent, excluding additional costs.”
In the case of new builds, he adds, it is less expensive to make them
suitable for several users, because this requirement can be taken into
account at the outset. Allianz manager Gross stresses: “This makes things
more flexible in the long run, especially if you want to sell the property at
a later stage. This applies to both new builds and existing properties.”
For an existing property, the departure of a sole tenant offers an
ideal opportunity to carry out the conversion – as happened at Central
Seine in Paris, when all 32,000 square metres fell vacant suddenly when
one tenant moved out. The building was converted and fully let again
at record speed: Union Investment Real Estate France SAS completed
this task in just seven months. This subsidiary of Union Investment Real
Estate GmbH manages its €2.5-billion French property portfolio from
Paris. “Our multi-tenant strategy has worked,” says Dominique Dudan,
CEO of Union Investment Real Estate France SAS. “We would never have
found a sole user that quickly. Those are in rather short supply, even in
our sought-after city of Paris.”
Dudan, the company’s chief in France, divided Central Seine up into
three variable units. In doing so, she benefited from another advantage
of multi-tenant solutions: “We made a point of having a mix of business
sectors in our building, so that we would not be dependent on the state

“A single tenant offers only an
impression of security.”
Stefan Wundrak,
Henderson Global Investors

of just one sector. This diversification means that we also avoid the risk
of losing rental income.” It also solves one further problem: that several
competitors do not want to be based at the same address. However, this
is not peculiar to France, according to Rock, the JLL expert: “Property
management companies everywhere have to take this into account when
dealing with multiple tenants.”

Tenant mix is topical all over Europe

Photos: Ergo; Imago/Imagebroker; Union Investment/Andreas Vallbracht; private

Henderson acquired the major Leadenhall Triangle
complex in London in 2011 for more than €200 million.

Attention needs to be paid equally to the interest in enabling several
tenants to use the building without disruption and to the need to keep
out unauthorised intruders. At Central Seine, after many years of sole use
by the major tenant Sanofi-Aventis, the entrance lobby and the number
of lifts had to be adapted to the new situation: a lift does not move
until its passengers have validated themselves. In addition, the supply
systems for heating, water and electricity were separated, so that they
can be controlled independently and charged for individually.
Furthermore, Union Investment upgraded the building in terms
of its sustainability. Most importantly, Central Seine acquired modern
ventilation and lighting systems. Dominique Dudan says: “The whole
package of measures hugely reduces the building’s primary energy
consumption. This is now actually 43 percent below the target prescribed
by law in France for existing properties.” As a result of the above,
Central Seine was repositioned as a sustainable office building that is
flexible and in line with market requirements. The building was recently
awarded France’s Haute-Qualité-Environnementale (HQE) certificate.
The cost of this transformation came to about €14 million, excluding
the marketing budget.
Union Investment is also using tenant mix by business sectors to
manage risk at Emporio in Hamburg. The building by the Dammtorwall
will be occupied not only by the hotel, but also, for example, by events
management firm Nord Event, Nörenberg-Schröder legal practice,
logistics company GATX Rail Germany, CBRE real estate consultancy,
and, last but not least, Union Investment. To provide further protection
for the investment, other typical tools offered by multi-tenant buildings
were used: “The terms of the various leases have been staggered so that
the building can never be completely vacant,” Bernd Schade explains. In
addition, the contracts have been arranged by storeys so that they offer
each tenant the potential to increase or to reduce their floor area.
This calculation is also working at Union Investment’s office building on the Seine. The only difference, says Dominique Dudan, is that
the options for the length of the leases were not as flexible as they
were on the Elbe: “We have agreed a lease term of nine years with
each of the three tenants.” By German standards, therefore, this is not
ideal – “but by French standards, it is,” the company’s French chief
says. “This is because French law explicitly allows for a maximum lease
term of nine years.”
$
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Infrastructure on the up
What do bridges, mobile phone masts and office buildings have in common? These immovable investments promise
steady yields and a safe cashflow, making them a firm favourite among investors at the moment. By Alexander Heintze

Secure long-term income

This is money which the European Community cannot raise without
help from the private sector. National budgets are often no longer
sufficient to cover capital expenditure requirements, especially
against the background of rising debts. As a result, private and institutional investors are required to fill the gap, and they are only too
pleased to do so. “The appetite among investors for infrastructure
funds and investment opportunities is greater than ever,” notes
Elliot Bradbrook of US market research company Preqin, based in
New York. This is hardly surprising, considering that investments in
infrastructure systems offer a secure long-term income at relatively
low risk. In the past this could only be achieved with real estate. Yet
many investors are finding it more and more difficult, in view of the
Infrastructure: the top five deals
Transactions (investments) in 2010 in € billion
Cheung Kong Infrastructure
(HSBC Rail, UK)

6.2

Axa, CDC, Vinci
(SEA high-speed railway line, France)

3.7

Morgan Stanley
(EDF Energy, UK)

2.5

CVC Capital Partners, Grupo ACS
(Abertis Infrastructure, Spain)

1.7

Global Infrastructure Partners etc.
(Port of Brisbane, Australia)

1.6
0

Source: Fleischhauer, Hoyer & Partner, November 2011
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often drastically increased prices, to find properties at affordable
values. In the search for alternatives, they are inevitably homing in
on other immovable assets such as roads, bridges, power transmission lines or ports.

Similar structure to real estate investments

In theory, these are public assets; anyone can use them, there is
no direct competition, and the state is responsible for their construction and upkeep. In practice, however, the last of these points
ceased to apply long ago. For years now, private companies have
been building roads, tunnels and bridges at their own expense and
operating ports, airports and power supply lines. In return for relieving the burden on the public purse, they receive rents, toll fees or
transmission tariffs – usually over a period of several decades. The
income is often associated with a monopoly-like market position.
No investor would think of building a second natural gas pipeline
in addition to the existing one in order to spark a transit price war.
Another advantage: “With the licences awarded by the state for the
operation of an infrastructure facility, the fees fixed often contain
an adjustment for inflation,” explains Markus Pimpl, infrastructure expert with the Partners Group investment company based in
Zug, Switzerland.
A durable asset requiring large sums of money, which cannot be
sold overnight and promises a regular income largely independent of
economic trends, is only weakly linked to shares and bond issues and
offers protection against inflation – these characteristics may well
seem familiar to property investors. “Basically, there are similarities
between direct investment in infrastructure and direct investment in
real estate,” explains Wolfgang Schäfers, Professor at the International
Real Estate Business School (IREBS) attached to the University of
Regensburg. This applies to the diversification in investment portfolios in particular. An IREBS study shows that direct investments in
infrastructure can lower the risk in the portfolio by up to 20 percent.
The fluctuations in yield could fall by up to 10 percent. This is due to
the income’s low dependence on economic developments or events in
financial markets. Especially in the case of basic needs such as power
and water supply, there is an income flow irrespective of crises, thus
providing a steady return. “Directly held infrastructure can therefore
be as advantageous to portfolio diversification as direct property
investments,” sums up Schäfers.
It is all the more surprising, therefore, that the share of infrastructure in most of the portfolios held by professional Western
European investors, at 0.7 percent, is still tiny, as a study carried out
by the Research Centre for Financial Services at Steinbeis University
Berlin established. If the survey among 128 institutional investors is
to be believed, the share is likely to more than double over the next
three years.

Photos: SZ Photo/Zenit/Paul Langrock; Union Investment
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n his position as European Union (EU) Commission President, José
Manuel Barroso is certainly a bridge builder, albeit mostly in the
figurative sense. Recently, though, the EU’s most senior official has
literally initiated the building of new bridges. Fearing an economic
slump, the EU intends to provide €230 million in short-term financial
aid next year for the upgrading of energy, transport and telecommunications networks in Europe. By 2020, there are even plans to invest
some €50 billion invested in infrastructure projects.
This is an enormous sum – but even this is barely enough if
we consider what would actually be necessary. Commissioner for
Transport Siim Kallas estimates that €250 billion would need to be
invested in new roads and railways alone. EU Energy Commissioner
Günther Oettinger needs a further €210 billion in order to prepare
electricity and gas networks for the conversion to renewable energies – for transporting electricity from the offshore wind farms in the
North Sea to southern Europe, for example. Another €270 billion is
required to connect everyone to high-speed data lines, be it through
fibre optics or fast mobile communications.

This demand is not going unnoticed. Whereas in 2010 some
25 funds were launched worldwide with a target volume of
US$27 billion, one year later there were already 136 funds vying for
US$95.4 billion in investor money in total, as the US market research
institute Preqin has worked out. Even investment management companies which were in the past chiefly associated with real estate
are increasingly devoting themselves to infrastructure investments.
Deutsche Bank subsidiary RREEF, for example, is managing an infrastructure fund worth US$2billion, which holds a stake in the German
filling station operator Tank & Rast, among others. There are also
heavyweights such as the US company Global Infrastructure Partners,
whose investment fund has a target volume of US$5 billion alone.
The Highstar Capital Fund IV and Alinda US Core Infrastructure Fund
in the USA are seeking to attract US$3.5 billion and 3 billion, respectively. Major players in Europe, in addition to the RREEF Pan-European
Infrastructure Fund II, include the CVC European Infrastructure Fund
with a volume of US$2 billion.

Green infrastructure on the advance

Institutional investors that are seeking to expand their infrastructure
share invest primarily in these specialised funds. However, the construction, acquisition and management of infrastructure facilities is a
complex matter requiring a very high level of capital. For example, the
Essen-based Hochtief construction group is seeking to dispose of its
stakes in airports in Athens, Budapest, Tirana, Sydney, Düsseldorf and
Hamburg at a price of more than €1.5 billion. The purchase price of
the Amprion network is estimated at just under €1 billion.
Infrastructure investments are not entirely without risk, however.
In addition to the danger that an operator might go bankrupt, new
laws and requirements as well as political U-turns can erode the
return. This was the experience of the Hochtief construction group
following the completion of the Herrentunnel near Lübeck. At short
notice, the city of Lübeck built a new bridge, which is competing
for traffic with the toll tunnel. The Australian infrastructure investor

“Infrastructure funds will play a
key role in covering the required
investment in renewable energies
and power supply networks.”
Christoph Schumacher, Union Investment
Institutional Property GmbH

Macquarie miscalculated in the financing of the Warnow Tunnel in
Rostock. Far fewer cars than originally planned are using the tunnel
to this day, with profits falling short of expectations. In order to avert
looming bankruptcy, the operator contract was ultimately extended
by 20 years.
More recently, Germany’s decision to phase out nuclear power
caught some energy suppliers and infrastructure funds on the wrong
foot. Immunity to fluctuations in the economy does not always work
either. The economic slump in 2009, for example, resulted in heavy
losses for port and airport operators. Even toll roads suffered from
the huge decline in freight haulage. Nonetheless, the yield prospects are currently well above those for core properties. Investors
in infrastructure are expecting dividend payouts of between 5 and
9 percent.
“We are facing massive infrastructure trends which are set to last
for many years,” declares infrastructure expert Pimpl. Green infrastructure products are also in increasing demand: “The accelerated phasingout of nuclear power and the adaptation of the energy industry will
require huge investment in renewable energies. Infrastructure funds will
play a key role in covering this investment need,” explains Christoph
Schumacher, Member of the Management Board of Union Investment
Institutional Property GmbH. He is convinced that “infrastructure funds
will continue to gain in importance in Germany.”
$

Green infrastructure:
the world’s largest
offshore wind farm is
located off the coast
of Copenhagen.
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Systematically classified
Buying a building at the right price is just part of the investment decision taken by a real estate fund.
The management also has to consider to which fund the property is to be assigned. A structured process
of analysis helps in this regard. By Arne Gottschalck

W

ooden panelling spans the sparkling blue swimming pool,
and rooms are defined by clear lines – the Radisson Blu
Scandinavia in Düsseldorf boasts Scandinavian features not
only in its name. It was only in 2010 that the Norwegian investment
company Wenaasgruppen bought the five-star hotel and assigned it
to its hotel portfolio, which now consists of 25 properties. As a rule,
it is not as easy for major investment management companies to
assign their investments because they usually manage several funds
for various investor groups. Core properties such as the Radisson
Blu Scandinavia could fit equally well into several of an investment
management company’s real estate funds. How then to ensure that
the right fund is selected for the investment and that this decision
does not put anyone at a disadvantage? Finally, how to organise
the time-consuming acquisition process as efficiently as possible to
ensure that the best investment properties are not snapped up by
other investors?
In the well-connected property industry, most potential buyers are
in the know as soon as a property comes onto the market. Also, since
every property – unlike a share, for example – is unique, investors

have to have investment processes with a clear structure in order to
act effectively.
Some major investors bank on structured analysis prior to the
decision. Volker Noack, Member of the Management Board of Union
Investment Real Estate GmbH, compares this technique to a machine.
Data on the location, the property and the specific offer are poured
in at the top. The machine then generates at the other end the suggested allocations: property A to fund three or five, property B to
fund two, three or four, and so on. The property then goes to the
fund which has been waiting longest for an allocation. “Without such
a systematic approach the process would be impossible to handle,”
says Noack. In the case of companies with few funds the assignment
could be carried out without such a standardised process, but not for
major investment management companies with many different funds
pursuing varying portfolio strategies. After all, Union Investment
alone is offered some 300 to 400 properties for purchase every year,
worth several billion euros. From this number, only 20 to 30 actually
become part of the investment management company’s portfolios.
An intensive weeding-out process is conducted. “Imagine a machine

Photos: Union Investment

The Rund Vier office
building in Vienna has been
assigned to the UniImmo:
Deutschland portfolio.
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with various strainers and filters in operation that are busily grading
and allocating,” says Noack, adding: “At the start of the year each of
our fund managers writes his own shopping list. Overlaps frequently
occur. Once our buyers have found a suitable property, we check
into which fund the property fits on the basis of a defined system
that is transparent to investors. This system takes account of both
the statutory investment criteria and the strategic objectives of fund
management”. A retail fund, for example, is subject to much stricter
rules than a fund for institutional investors.

Institutional investors have a say

In addition to the formal process of fund allocation, many other parameters, such as a property’s size, play a part in the acquisition process.
Should, for example, a small-volume fund invest in a large property?
This could contradict the principle, which applies to all investment
funds, of spreading investors’ money as widely as possible. Summing
up, all the key facts relevant to a potential purchase are examined
during the purchase process. This includes the price of the property,
its location or the flexibility of the usable space – factors which are
subjected to detailed examination, or due diligence, as it is known.
Yet there are differences in the process, not only between different investment management companies but also individual fund
products. “In principle, the investment management company has
greater scope for decision-making if a retail fund is involved,” explains
Ralf Schlautmann, Head of E&G Funds & Asset Management. “If the
fund is aimed primarily at institutional investors, it is more likely that
the procedural rules of the investment committee or the company
statutes will govern the assignment and scope for investment in a
property.” This difference is also stressed by Maik Rissel, real estate
expert with the Hamburg-based private bank Marcard, Stein & Co.
“With institutional funds, following the initial preselection, the members of the investment committee are informed and consulted through

“We check into which fund a
property might fit on the
basis of a defined system that
is transparent to investors.”
Volker Noack, Union Investment
Real Estate GmbH

a documented circulation procedure or via a conference telephone
call,” he says. “Only if the fund manager has the support of a majority
on the investment committee can he start due diligence and enter into
negotiations,” Rissel adds.

Structural and economic checks are the final step

In every case the selection process ends with the decision to buy – or
indeed not to buy. If the decision is to go ahead, a sort of preliminary
contract is concluded with a letter of intent (LOI), followed by due
diligence, which can take about four weeks. This process entails a
careful examination. The property to be purchased is inspected from
the basement to the roof and subjected to a comprehensive structural
examination, with the leases also coming under scrutiny. The future
owner does not, after all, conclude new leases but takes on the existing leases with the tenants. Consequently, all the clauses are checked
very thoroughly. If the property – once it has been put through its
paces both structurally and economically – still meets the approval of
the investment management company, the purchase contract is signed
by the relevant parties before a notary. And even while the ink on that
contract is still drying, the next properties are already being channelled
through the selection process.
$

Feed, filter, assign: how the right property finds its way to a suitable fund
Schematic diagram of the systematic process used by Union Investment to select properties and assign them to its various funds
Allocation process

Property market
Research draws up
market recommendations twice annually

Clear allocation
to a fund
Initial examination of
key building parameters
Location, price,
condition, use

Examination
(pre-trade compliance)
of legal requirements
(Investment Act),
contractual stipulations
and fund profiles

Fund 1

Fund 2
Whole
investment
market
26 country
markets

Fund 3

Weeded-out properties

Weeded-out properties

Property is suitable for various
funds, allocation according to
the principle of rotation

Source: Union Investment, December 2011; Graphics: Markus Kluger
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In 2007 Patrick Blanc
designed a vertical
landscape garden
for the Caixa Forum
museum and
conference centre in
Madrid (below). The
façade of the planned
sports hall at the
Inselpark in Hamburg’s
Wilhelmsburg
district gets a
green makeover.

32

| 2012
places
places& &spaces
spaces1 |12012

Turning grey to green
The global trend of transforming the walls of buildings into urban gardens has many names, including murs
végétaux or living walls. Its aim, however, is always the same: to bring nature back into the cities. By Petra Nickisch

I

t is impossible to pass the Musée du Quai Branly in Paris without
stopping to admire its living façade with astonishment. Palm-sized,
fleshy leaves beckon visitors, delicate flowers invite them over for
a closer look – and the passers-by do not hesitate for long. They
observe the garden growing rampantly over several floors, touching
it carefully with their fingertips, some even stroking the lovely mosses
and shrubs which are not covering the ground here, but growing on
the wall in double-layer artificial felt. Those with a camera on them
take it out.
“I have never seen anything like that before,” says a tourist.
Yet this concept devised by Patrick Blanc is certainly not brand new.
The French botanist first came to prominence in 1994 with his vertical garden at the horticultural show held in the French town of
Chaumont-sur-Loire. Seven years later he achieved his international
breakthrough with a 30-metre-high plant wall at the Paris luxury
hotel Pershing Hall. Blanc’s idea of the murs végétaux spread around
the globe, inspiring landscape architects worldwide with its visual
and environmental possibilities.
The trendsetter Blanc himself is unstoppable. He works primarily
in major cities, where there is often precious little space for trees,
bushes and grass, whilst unprepossessing and expressionless façades
are all too common. Blanc’s green walls are thus inexorably conquering continents – from the French embassy in New Delhi via a shopping mall in Kuwait City to one of his current projects, the Miami Art
Museum in the US state of Florida, designed by the Swiss architects’
firm Herzog & de Meuron.

Photos: Getty Images/Büro Monaco; IBA/Hamburg

Plans in the pipeline in Frankfurt am Main

Works by this artist and researcher of tropical plants have been rare
in German-speaking countries thus far. A painting-like plant carpet
designed by him decorates the entrance to Berlin’s Galeries Lafayette
department store, and a green wall enhances the Stilwerk design
centre in Vienna. Yet work on the world’s longest mur végétal could
be set to start next year in Frankfurt am Main. The plans for it are
on the table of Matthias Jenny, Director of the Palmengarten, who
estimates that the cost of the whole project will run into several million euros. The money is to be raised from donations, and a sponsor
has already been found for the feasibility study, which is currently
under way. Before the 498 metres of wall separating the city centre
park and botanic gardens from a road with heavy traffic are planted,
Jenny has decided to play safe and is landscaping a 60-metre-long
sample wall as a form of test garden. Various systems are to be
tried out, which will have to stand the test of time, especially over
the coming winter: the wall is completely free-standing and will not
benefit from the warmth of a building, as is the case with the façade
of the Musée du Quai Branly.
§
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Photos: Corbis/Clive Nichols; murvegetalpatrickblanc.com; Ohnes & Schwahn

“A vertical garden
returns nature to
places from which
man once removed
it,” says the inventor
of the green façade
technique, Patrick
Blanc (above).
The new planting
technique also offers
surprising scope
for interior and
exterior design – as
the examples of an
open-air kitchen (left)
and the steel sculpture
for climbing plants at
Hausbank München
(above right) show.

34

places & spaces 1 | 2012

Will the watering system freeze up during the cold months? This
is Matthias Jenny’s biggest concern. Whilst he would certainly not like
to see his plants dying of thirst, he cannot, for environmental reasons,
justify heating the long wall. Replanting the wall every spring is out
of the question for him, too. Experience therefore has to be gathered
and various plants and techniques tried out in order to find an optimum combination in the end.

A felt mat replaces the planting bed

“With every project implemented we learn something new,” explains
Manfred Köhler, Professor of Landscape Ecology at Neubrandenburg
University of Applied Sciences and President of the World Green
Infrastructure Network based in Toronto. The sector relating to living
walls, as vertical gardens are also known, is still very new, but “there
is huge interest,” confirms Köhler.
Whereas façades were formerly planted with greenery mainly
from the ground upwards, using climbing plants such as ivy, vines,
roses or bougainvillea, which trail up a wall with or without a trellis,
Patrick Blanc has fired the widely audible starting pistol for façade
or wall-based landscaping with his patented metal frame-PVC polyamide system. Its basis is the knowledge that plants chiefly need light
and water for their growth, as well as subsoil which lets their roots

take hold. This subsoil can, as in nature, be a rock, tree trunk or the
ground. However, it can also consist of an artificial material, such as
the felt used by Monsieur Blanc, which is both light and non-rotting
and ensures an even distribution of the water automatically fed from
above and enriched with nutrients. The PVC sheets underneath prevent the water from penetrating the wall. The metal frame on which
the whole structure is suspended allows a layer of air to form over
the façade, providing thermal and noise insulation.
Other companies are now offering similar systems, which differ in their watering method, the materials used or the size of the
individual elements. “There are more than 50 companies operating
in the international market,” estimates Köhler. In Germany alone, he
says, there are up to 20 specialist firms in this field. France is the
European stronghold, however, probably owing to Blanc’s pioneering
role, he adds.
Owing to the temperatures, Central European countries have a
much smaller selection of suitable plants than those with a tropical
climate. Singapore stands out with projects such as Changi Airport,
whose arrivals hall welcomes travellers with a 300-metre-long
living wall.
Whether indoors or outside, living walls impress with their
lush beauty. Along the way, they also boost the feel-good factor §
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The Musée du Quai
Branly, not far
from Paris’ Eiffel
Tower, is one of the
most spectacular
examples of vertical
garden architecture.
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considerably, be it in a savings bank in Ingolstadt, a jeans shop in
Florence or on a multi-lane carriageway in Madrid. This quickly turns
them into a visitor attraction and a showpiece for their owners. The
additional benefits, especially for landscaped external façades, are
obvious. The vegetal cover absorbs carbon dioxide, filters pollutants
and protects the building against heat in summer and cold in winter
and against graffiti sprayers all year round. It also brings an abundance of species into an urban environment, benefiting both birds
and insects.

“With every project
implemented we learn
something new.”
Manfred Köhler, Professor of
Landscape Ecology

Upkeep costs not to be underestimated

Blanc and his colleagues expect to use 30 plants per square metre,
which results directly in the unavoidable disadvantages. Many plants
need a lot of tending. Sage, berberis, stonecrop, lady’s mantle, bigleaf
periwinkle, creeping willow, dwarf birch – they all need to be carefully watered, pruned, fertilised and if necessary replaced by professionals. If they are planted at a great height, an aerial platform is
often required. This is how the costs of maintenance and upkeep, on
top of the substantial initial investment, add up. “The purchase costs
from German suppliers start at some €300 per square metre,” notes
Gunter Mann, President of the Building Greenery Association based
in Saarbrücken. Amounts of €1,000 per square metre are nothing

unusual either, he adds. The average costs for realistic planning purposes are probably around €500 per square metre. This amount has
to be compared, however, with the cost of an alternative façade
made of glass, wood or natural stone.
“A vertical garden is a way to add nature to places where man
once removed it,” believes the inventor of the green façade technique, Patrick Blanc. Every side of a building, every wall can become
home to thousands of plants and bring a greener quality of life
back to those places where more than half the world’s inhabitants
now live: cities.
$

Photos: Getty Images/Dag Sundberg; Murvegetalpatrickblanc.com

Living walls dominate
the interior of the
360 Mall shopping
complex in Kuwait.
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Made your pitch today?
Short and snappy – a chat in the lift:
an ordinary staff member can use an
“elevator pitch” to present his idea
to his big boss, whom he normally
wouldn’t get to meet.

WIDE ANGLE

The lift: a vertical cultural revolution
Not for the faint-hearted
Committed pedestrians ignore the lift and lap up running races in the
stairwell: the Run-Up, the best-known staircase race, has been held in
the Empire State Building in New York since 1978. Here runners cover
1,576 steps in just ten minutes.

Urban success story

825 million
lift journeys take
place in Europe
every day.
A double-decker
through the
vertical city
Photos, page 38: AP/Eugene Hoshiko; Prisma/Frank Carter; Reuters/Jumana El Heloueh; UPI/John Angelillo/eyevine;
page 39: Architekturbüro Allmann Sattler Wappner München (Simulation); Stoford Developments; Union Investment/Daniel Sumesgutner

Vertically-connected lift cars
carrying 40 people serve
two storeys together on one
stop: for example, at the
ICC International Commerce
Centre in Hong Kong. 83 lifts,
40 of them double-deckers,
open up this vertical city
for some 30,000 people.
The highest lift stop in the
world is 638 metres above
the ground, at the gigantic
Burj Khalifa tower in
Dubai (photo).

The lift was born in New York in the 1850s
– with unforeseeable consequences, as the
triumph of high-rises and skyscrapers
shows. Elegantly written, this book
combines technological history, architecture, the processes of modernisation and
urbanisation, everyday
phenomena and literary
and film analysis. Andreas
Bernard, History of the Lift,
New York University Press,
planned for publication in
2012/2013.

“The lift ends the
age of the Bel Etage
and launches that of
the Penthouse.”
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You still find them in Japanese
department stores; female lift
attendants, whose sole job is
to press buttons for customers.
“Elevator girls” in their smart
uniforms have been a tradition
in Japan since 1929. In all other
industrialised countries, lift
attendants disappeared after the
invention of the push-button.
The only exception is the “lift boy”,
who can still be found in hotels.

Andreas Bernard

Facing extinction
The paternoster lift is unnerving
and fascinating in equal measure.
The lift that goes round and
round has a clear advantage for
getting from one storey to another
nearby. No other lift can carry a
similar number of people in the
same space of time while taking
up so little room – and at such a
gentle pace, just 0.25 metres per
second. A ban on commissioning
any new paternoster lifts has been
in place in Germany since 1974,
but those already in existence can
still be used.

+++ The next edition of places & spaces will be available in September 2012 +++
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Lift boy meets
elevator girl

World record
in the shaft
100 metres in less than
10 seconds: the men’s
world record is no trouble
for high-speed lifts. For
example, they cover the
492-metre-high Shanghai
World Financial Center
(pictured left) at 10 metres
per second. The lifts at the
Taipei 101 office tower,
in the Taiwanese capital,
are reportedly the fastest,
going up at 16.8 metres per
second – and back down
at a lightning 10 metres
per second.

Crowne Plaza
Amsterdam
This brand new
hotel building is
part of the portfolio
of the open-ended
real estate fund
UniImmo: Deutschland.
Managed by Intercontinental Hotel
Group the Crowne
Plaza welcomes its
guests with 207 rooms,
six conference rooms,
a restaurant and a gym.

Admiral Group
headquarters, Cardiff
The new headquarters
of the Admiral Group
insurance company in
the Welsh capital Cardiff
will be ready for use in
2014. Union Investment
acquired this project in
December 2011.

Prinzregentenplatz,
Munich
Restructuring of the
business complex in
Bogenhausen, a district
of Munich, started in
2010. Late last year
Union Investment
acquired the fully let
building for its openended real estate fund
UniImmo: Deutschland.
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Stability is making it to the top while
keeping both feet on the ground.
Union Investment is stability.
More than 45 years of real estate experience, a portfolio of 300 properties in 25 countries and
assets under management of around EUR 19.5 billion across 8 open-ended real estate funds.
The figures speak for themselves and clearly demonstrate that our business is built on stable
foundations. Decades of expertise combined with the capital market competence of a strong
group make us a reliable partner for sustainable property investment worldwide.
Put your trust in Union Investment: together we can reach the top.
www.union-investment.com/realestate
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