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Cover picture
Princes Bridge in Melbourne: the Australian city with 4.3 million
inhabitants forms together with Sydney, Brisbane and Perth the
country’s “Big Four”. Their office property markets are regarded as
the most promising in the Asia-Pacific growth region.
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TO THE POINT

The power to change
Reinhard Kutscher, Chairman of the Management Board at Union Investment Real Estate GmbH, Hamburg

Cover photo: Marcel Malherbe/Arcaid/images.de; Photos: mauritius images/Alamy (2),
Meliá, Union Investment/Adele Marschner; Illustration: Karsten Petrat

T

o the point – this again is the rubric at the top of the
latest issue of our real estate magazine “places &
spaces”. For once, we would like to use this piece to talk
about ourselves – and with good reason: this year marks the 50th
anniversary of the establishment of the present Union Investment
Real Estate GmbH. On 17 December 1965, the members of the
then cooperative societies launched what would be the second
asset management company of its kind in Germany specialising
in real estate. At that time, the company operated under the
name of co op Immobilienfonds Verwaltungs AG. A few months
later, on 1 July 1966, the open-ended real estate fund co op
Immobilienfonds came into being.
As a milestone in the history of Union Investment and
evidence of half a century of real estate expertise, that fund still
exists today, as UniImmo: Deutschland, and is one of the biggest
of its kind in Germany with fund assets in excess of €10 billion.
It was joined years ago by a further two funds for private customers, UniImmo: Europa and UniImmo: Global. For more than
ten years, the open-ended retail real estate fund model has also
been used as a vehicle for institutional investors, initially through
UniInstitutional European Real Estate, which was followed in
2012 by UniInstitutional German Real Estate. With fund assets
of almost €25 billion in its open-ended retail real estate funds
alone, Union Investment is the biggest provider of this product
group in Germany.
As we are all aware, there is nothing more permanent
than change. To put it another way, permanence requires the
ability and the power to change. The fact that Union Investment
possesses both these qualities is demonstrated by the successes
of the past 50 years and by the upheavals and crises during that
period and our achievements in overcoming them. Thus, the
principle of continual improvement has kept our company on
a steady course in times of external shocks and crises – such
as the net outflows of funds during the oil crisis of 1973/74,
the German commercial real estate market crisis of 2004/05,
the financial market meltdown in 2008 or the nuclear disaster
in Japan in 2011.
It also proved its worth when the investment universe
expanded substantially as a result of changes in the legal
framework governing real estate asset management companies.
Now, investing was permitted across national borders, and even
in different continents. Starting in the first decade of this century,
Union Investment entered 19 new national markets, and investments are now distributed among 23 countries. In 2014, we
made the leap into a new continent: Australia. The purchase of

the Southpoint office project in Brisbane marks the beginning of
a new chapter in our investment story – and another milestone.
We are certain that more will follow and that we have set a firm
course for the future. At the same time, we are aware of the
challenges involved: the low-interest-rate environment and the
shortage of alternative investments are flooding global property
markets with capital. This is forcing prices up and pushing yields
down – all this despite economic and geopolitical uncertainties.
Moving safely in this environment requires efficient organisational structures, professional risk-control instruments and clear
investment strategies. We have done our homework in all of
these areas. Standardised investment and risk-control processes

Reinhard Kutscher is Chairman of the Management
Board at Union Investment Real Estate GmbH.

using modern data-management systems enable our fund and
asset managers to identify both opportunities and threats quickly
and to take swift decisions. That gives us a substantial competitive advantage at a time of ever shorter market cycles. Finally,
broad diversification of our investment strategy contributes
towards safeguarding property portfolios against both cyclical
fluctuations and unforeseen risks.
These and other topics feature in the latest issue of “places
& spaces”. As usual, the magazine focuses on the present and
future of the real estate industry – an industry Union Investment
has always been a part of. We are convinced that achieving
change successfully requires enduring partnerships. Let us lay
down more milestones together in the future!
•
Visit our anniversary website at
www.marking-milestones-together.com
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Leveraging

all the options

Property investors may pursue a variety of investment strategies, but there is
one thing on which they all agree: they need a clear strategy for safeguarding

Photo: action press

their portfolios against cyclical fluctuations. By Susanne Osadnik
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Rotterdam’s new market hall:
opened in October 2014, this
building offers more than just
space for traders. It includes
nearly 150 owner-occupied
apartments and 102 to rent.
The market hall is spanned by
a vault more than 40 metres
high that is decorated with
a mural by the artists Arno
Coenen and Iris Roskam
entitled “Horn of Plenty”.
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ünter Vornholz calls it the “seven-year rule”. This is the
average duration of cycles in the economy and in commercial real estate markets, says the professor of real
estate economics at the EBZ Business School in Bochum. Vornholz
explains that a constantly repeated round of three to four years’
economic growth is followed by a downturn that generally lasts two
to three years. The only problem, Vornholz warns, is this: “Property
markets do not develop in harmony with the real economy.” Every
time the economy picks up, he says, demand for office, retail and
logistics space grows more quickly than new buildings can be put
up, and this forces rents and prices higher. Project developers and
investors then put their shoulder to the wheel to create more real
estate value. However, by the time the properties have been built,
the economy has moved back down a gear. “Temporarily, there is
more space available than the market needs”, Vornholz points out.
“At least, until the economy picks up again, vacancy rates drop and
empty space is once again in short supply.”
For this reason, professional property investors must always be
right on top of things. Their job is both to achieve high yields during
upturns and to avoid downside risks in the corresponding downturns.
“The key is to actively tap uncorrelated sources of yield”, explains
Reinhard Kutscher, Chairman of the Management Board at Union
Investment Real Estate GmbH. The rule of thumb here is to offset the
risk by spreading your capital as widely as possible. The specialists
call it diversification.
This can be done by spreading investments among different types
of real estate: from high-rise office buildings to shopping centres,
hotels and logistics properties. For instance, UniImmo: Europa, one of
Union Investment’s five open-ended retail real estate funds, currently
has a good 58 percent of its investments in office property, more
than 32 percent in retail premises, a good 5 percent in hotels and 4
percent in logistics properties and business parks.
But most importantly, investors can place their capital in different markets – at home and abroad, and in both large and medium-sized cities. The logic behind this is: “Just as economic cycles do
not proceed identically in all countries and sectors, property markets
also develop at different speeds”, says the real estate economist
Günter Vornholz. “Demand for space can be rising in countries that

“We concentrate on markets
with high entry barriers,
where there is only a limited
supply of new projects.”
Dirk Hasselbring, Chairman of the
Management Board of Hamburg Trust

6
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Invested worldwide
Geographical distribution of properties in open-ended real estate
funds* in percent
Germany

32.5%

France

16.6%

other eurozone countries**

21.9%

Great Britain

11.0%

other European countries***
countries outside Europe
Source: German Investment and
Asset Management Association
(BVI), 30 September 2014

7.7%
10.3%

* equivalent to 99 percent of assets in all open-ended
retail real estate funds, based on market value
** excluding Germany and France
*** non-eurozone

show strong economic growth while still stagnating in places where
economic development has not yet picked up again.”
Real estate professionals take advantage of this, which is why the
listed company Deutsche EuroShop (DES), which operates 19 shopping
centres with a market value of €3.9 billion, is planning to spread its
risk by venturing more actively into foreign markets. “To date, we
have achieved around 90 percent of our turnover from our 16 German
centres”, says Claus-Matthias Böge, Chief Executive Officer of DES.
The company’s three temples of consumption in Austria, Poland and
Hungary provide only about 10 percent of its returns. “We would
like to increase the foreign proportion to 25 percent”, Böge explains.
However, the Hamburg-based group does not want to boost its foreign
growth regardless of the cost. “The key factors behind our commitment
abroad are opportunity and price”, Böge says. Prices of centres are currently very high, because many investors are piling into this segment.

Exploit international market cycles
“Just now, bidding processes are starting to look ridiculous, so we are
biding our time”, the Management Board member says, pointing out
that the desire for geographical diversification cannot mean ignoring
current market risks. For this reason, DES is waiting until entry opportunities become more favourable. In a portfolio such as that of DES,
which has a strong geographical concentration, diversifying risk also
entails regular regeneration of existing properties. “We are focusing
on expanding our present properties so that they stay competitive”,
Böge says. For instance, the Main-Taunus-Zentrum near Frankfurt, a
50-year-old shopping center, was extended and offered in smaller units
to meet its tenants’ needs. This proved to be a successful strategy:
just one year after completing the regeneration, total turnover stood
at more than €400 million – an increase of around €80 million, or
20 percent – with corresponding rises in rental income and improved
performance.
Other real estate professionals are likewise reviewing their
strategies at present, for instance Stefan Krausch, Managing
Director Real Estate Portfolio Management at MEAG, the asset 3

Photos: Union Investment/Henning Kreft, PR

The One Snowhill office
building in Birmingham,
England: Union Investment
acquired this prime property
for its open-ended retail real
estate fund UniImmo: Europa.
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Union Investment
secured the Europahaus
in Leipzig (top) in early
2015 for an institutional
fund. The 73,000-squaremetre Forum Mersin
shopping centre in
Mersin, southern Turkey
is one of the largest
properties in the Union
Investment portfolio
(centre). The CityArkaden in Wuppertal
is one of 16 German
shopping centres owned
by the listed real estate
company Deutsche
EuroShop (bottom, left).
The Waterfront Building
in Stockholm, part of
the portfolio of MEAG
in Munich, combines
office and leisure use
(bottom, right).
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“The key is to
actively tap uncorrelated
sources of yield.”
Reinhard Kutscher, Chairman of
the Management Board at Union
Investment Real Estate GmbH

management company of Munich Re and ERGO, who says: “We
washed our hands a few years ago of investments that no longer
matched our concept.” He adds: “These included office real estate in
B-locations in leading cities such as Frankfurt, but also properties in
smaller cities.” Instead, MEAG is focusing on global diversification,
which the asset management company puts into effect using tools
such as liquid REITs.

Photos: Union Investment (3), Union Investment/Adele Marschner, imageBROKER/vario images

Set geographical priorities
Providers of closed-ended funds face a particular problem in trying
to achieve geographical diversification. The initiators of such participation models generally launch closed-ended funds that invest in
just one – or, more rarely, several – properties in a particular country.
Institutional (and private) investors therefore have to subscribe to
several funds in order to spread their capital more widely by this
method. In the process, these issuing companies concentrate very
deliberately on individual markets where they have good information and contacts, in order to be able to purchase property at all.
The Hamburg Trust investment house, for example, has focused on
three countries for its private and institutional customers: Germany,
Australia and the USA. “As a point of principle, in each of these
countries we concentrate on markets with high entry barriers, where
duplication of location is extremely unlikely and there is only a
limited supply of new projects”, says Dirk Hasselbring, Chairman of
the Management Board at Hamburg Trust.
By crossing the Atlantic or the Pacific, investors also give themselves an additional advantage in their attempts to spread their
property investment capital more widely. Investing in those markets

means placing capital in different currencies – which provides one
more instrument for diversification. However, this too contains both
opportunities and risks: if the US or Australian dollar rises against
the euro, exchange-rate gains can also be achieved, in addition to
rental income and eventual sale proceeds. However, a rising euro
could cancel out a proportion of the property yields. Hedging can be
used to eliminate this risk, but that then reduces the yield, because
insurance against exchange-rate fluctuations is expensive. For this
reason, many issuing companies decide to do without it. “For the
Australian dollar, for example, the hedging costs would be so high
that an investment would no longer be worthwhile”, says the
Hamburg Trust CEO Hasselbring. Therefore, initiators promote their
foreign funds mainly to wealthy private investors, who are already
looking to place part of their capital in foreign currency.

Tap new markets
Open-ended real estate funds, meanwhile, gather capital from a
large number of small private investors who are reluctant to take
any currency risks. For this reason, open-ended real estate funds
always safeguard their investments in foreign-currency zones against
exchange-rate risks, including currencies such as the Australian
dollar, which fluctuate sharply. “Higher yields can be achieved in
Australia than in Germany. After hedging costs are deducted, you are
still left with a yield similar to what you could get in Europe”, says
Reinhard Kutscher, Chairman of the Management Board at Union
Investment. “Our main motivation for getting involved in the market
‘Down Under’ is to widen our sourcing base and to tap new markets
with good potential for the future.”
3

Analysing and exploiting market positions
The European office property clock for the third quarter of 2014 shows where the markets lie in the rental cycle
Helsinki, Lyon, Moscow
Cologne

St Petersburg

Berlin, Frankfurt/M., Stuttgart
Hamburg, Munich, Oslo
slowed
rental
growth
Dublin, Luxembourg,
City of London, London West End
Stockholm
Manchester
Istanbul
Edinburgh
Amsterdam, Milan
Madrid

accelerated
rental
growth

accelerated
rental
decline

Düsseldorf

slowed
rental
decline

Kiev
Geneva, Warsaw, Zurich

Lisbon
Source: JLL, October 2014

Athens, Barcelona, Bucharest, Budapest,
Brussels, Copenhagen, Paris CBD, Prague, Rome
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“We would like to increase
the foreign proportion to
25 percent.”
Claus-Matthias Böge, Chief Executive
Officer of Deutsche EuroShop

It goes without saying, of course, that investments in different
currency zones make sense only if the market in question offers
lucrative opportunities. Both Union Investment and Hamburg Trust
are certain that this is the case in Australia. The reason is that its
population is expected to increase by more than 50 percent by 2030,
from currently 23 million to 36 million. This will swell the number of
office workers, boost consumption and encourage demand for living
space – reason enough for investors to position themselves in good
time. In its operations “Down Under”, Hamburg Trust is focusing on
residential property and shopping centres, while Union Investment has
secured the Southpoint office and commercial building in Brisbane
at the project stage for around 200 million Australian dollars, as an

addition to the portfolio of the UniImmo: Europa open-ended retail
real estate fund.
As the example of Brisbane demonstrates, it is a long time since
real estate professionals such as Union Investment concentrated solely
on markets in major cities around the globe, known as A-locations.
Both in Germany and in other European countries, overpriced property
in prime locations in major cities is prompting fund managers to look
instead at prime locations in medium-sized cities such as Hanover or
Birmingham. Although there is no fixed guide to diversifying a portfolio by extending it to A or B-locations, there are indeed individual
portfolio strategies. “For every special assets fund there is an active,
comprehensive fund-management concept that matches the portfolio
and investment strategy”, says Reinhard Kutscher.
This strategy can certainly also include a readiness to take a
greater, calculated risk in property investments, with the aim of
achieving the desired geographical diversification or the spread of
investment capital over different real estate asset classes in tight
markets. For instance, in 2012 and 2013 a high proportion of Union
Investment’s property purchases was accounted for by development
projects. The advantage of this is that, where finished properties have
settled down at too high a price, development projects offer not only
a cost advantage but also the possibility that “we can still influence
their quality in the construction phase”, Kutscher says, explaining

Hamburg Trust acquired a stake in the 50 Beale Street office property in San Francisco through a REIT structure (left). The K2 Dolce office
building in Luxembourg, measuring 8,700 square metres, is one of the smaller properties in the Union Investment portfolio (right).
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Balanced expiry dates
Remaining lease periods for open-ended real estate funds* in percent
35

Focus on offices
Types of use of properties in open-ended real estate funds* in percent

30.8

Office

62.3%

25

Retail, catering

22.1%

20

Hotel

4.3%

Industry (storage, factories)

3.9%

Other

7.4%

30

15

12.1

13.0

2015

2016

16.1
12.5

11.3

2017

2018

10
5 3.3
0
2014

* equivalent to 99 percent of assets in all open-ended retail
real estate funds,based on net target rental income

2019 –2023

2024
or later

Source: BVI, 30 September 2014

the motivation. This, he says, also avoids the need for the bidding
processes which would normally apply and which are another factor
forcing purchase prices up. If properties come with a pre-letting rate
of 50 percent, this makes them suitable for Union Investment – and
increases the yield for investors. “Yields are roughly half a percentage
point above those that a finished property can earn”, Kutscher says.
Property managers who are just starting to build up a portfolio
are confronted by completely different challenges. It is important here
to avoid burdening the portfolio with cluster risks, as they are known,
in the form of just one or only a small number of large properties,
which could place it in difficulty in the event of a market downturn.
At the start, therefore, it is more customary to acquire several small
properties in a variety of locations. Higher-volume purchases follow
only after the portfolio has reached a critical mass. Nevertheless, the
modest properties bought in the initial phase can become a burden
over time, because managing a large number of smaller properties is
more time-consuming and ties up more staff than a large property (see
also the article starting on page 12). This is a problem with which the
asset management company Hamborner REIT is very familiar.

Photos: Deutsche EuroShop AG, HamburgTrust/CHAD ZIEMENDORF, PR

Build critical mass
This company, which is listed on the stock exchange as a Real Estate
Investment Trust (REIT), has constantly expanded its portfolio of retail
and office properties and has grown strongly in the process. Major
cities such as Hamburg or Berlin are represented there, as are class-B
and C cities, many of them in North Rhine-Westphalia, where the
company is located. Its most recent purchases include high street
properties such as the C&A building in Siegen and the H&M branch
in Koblenz – but also the T-Damm Center in Berlin, costing a good
€16 million, which will pass into Hamborner REIT’s possession at the
end of 2015. The Duisburg-based company achieved rental income
of just about €16 million on its buildings in the first nine months of
2008, but in the first three quarters of last year that figure had risen
to almost €35 million.

Source: BVI, 30 September 2014

* equivalent to 99 percent of assets in all
open-ended retail real estate funds, based
on net target rental income

“As we have grown, our investment strategy has changed”, says
Member of the Management Board Hans Richard Schmitz. “We have
disposed of smaller buildings and, in parallel, added larger properties
to our portfolio. We shall also continue to handle things in this way in
the future.” Properties with a current market value, or fair value, of less
than €5 million are to be sold under the Duisburg portfolio holder’s
diversification strategy. Therefore, part of every professional diversification strategy is regularly – usually every six months – to review
a real estate portfolio and to test it for its crisis resilience and future
prospects. “Fund managers must, for example, look out to ensure that
the portfolio does not become obsolete”, says the Union Investment
boss Reinhard Kutscher (see also the article starting on page 14). “You
have to consider how a particular property will be viewed in five or ten
years. What does the re-letting risk look like, for example?”
A continuous process of portfolio streamlining is therefore an indispensable part of active risk management: “It forces you to take a regular
close look at the performance of your properties.” Kutscher regards an
annual turnover ratio of 15 percent – meaning the value of purchases
and sales as a proportion of the total portfolio – as appropriate in the
context of portfolio optimisation. “This is in line with our long-term
average ratio and leads to the necessary rejuvenation of our portfolio,
because properties purchased are on average more than ten years
newer than those sold.” Making an exit here does not apply only to
individual properties. It could also mean withdrawing completely from
very attractive markets. “Last year, we pulled out of Norway and sold
our only office property, Nydalen in Oslo”, Kutscher explains. “You are
not a serious market player if you have just one property in Norway.”
So, even for an asset management company such as Union
Investment, which has a presence in 23 national markets, holds
investments there in a variety of asset classes and is adding both
large and smaller properties with a range of tenant structures to its
portfolio, diversification must have a very clear focus. This is especially
true in times when real estate cycles are becoming ever shorter and
competition for attractive investments is growing ever tougher.
•
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preoccupation with size is widespread in the world of real
estate. So it comes as no surprise that German property
professionals have, as is almost traditional now, eyed up
London and Paris with a certain amount of envy. Europe’s top two
cities for real estate have been attracting the lion’s share of property
capital for decades. This is because, firstly, they have the largest
amount of office, shopping centre and hotel space for sale there and,
secondly, investors can find what they want for less effort than in
Germany. They are scouring a single market in both cities.
In Germany, on the other hand, investors have to turn five to
seven smaller cities upside down to find a suitable property. And
there is another reason why high-volume properties have always

been easier to find in London and Paris than in cities between Kiel
and Munich: properties of a different, chiefly more luxurious, style
have always been built in the capitals of centralised countries. This
means they are viewed as El Dorados by potential buyers who,
without batting an eyelid, are happy to spend hundreds of millions
on a single building without dwelling on burdensome administrative
detail. Anyone seeking to invest over €100 million in a single asset in
Germany, according to market experts, has a problem simply because
such a small number of such properties exists.
Yet that has evidently changed. The major estate agents’ review
of the 2014 real estate investment year makes the shortage of highend prime properties valued at over €100 million seem a story of

Volume

creates value
Demand for large property
investments has taken on a
new dimension in the past
18 months, including in
Germany. Whether purchases
in the hundreds of millions
range increase the cluster
risk or stabilise a portfolio
depends on many factors.
By Miriam Beul-Ramacher

Photo: TopicMedia/Michael Weber

Kö Galerie in Düssel
dorf: Allianz Real
Estate acquired the
shopping centre for
€300 million in 2014.
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times long past. For instance, CBRE counted 78 transactions which
were above the 100-million-euro mark for last year alone. Of these
40 were portfolio deals – leaving 38 purchases of single asset
properties.
But where are these many large and expensive properties suddenly coming from? “From the new construction activity of recent
years and the upward price trend”, notes Jan Linsin, Head of Research
at CBRE in Frankfurt am Main. Germany’s property strongholds
(Berlin, Düsseldorf, Frankfurt am Main, Hamburg, Munich) have all
benefited from the appetite for large properties. “Investors have
found what they are looking for even in smaller markets, such as
Düsseldorf”, reports Ignaz Trombello, Head of Investment Germany at
Colliers, referring among other examples to the sale of the Kö Galerie
by funds managed by the US investment company Blackstone to
Allianz Real Estate for €300 million.
The buyers – as a rule, sovereign wealth funds, pension funds,
public limited property companies and other major funds – always
face the question though of whether a big chunk is actually easy
for a portfolio to digest. This starts with the purchase price. The
flood of foreign investors has increased demand for large-volume
properties and/or portfolios in Europe substantially and forced up
the prices even further. “The competition for large-volume properties
is now even higher than for medium-sized real estate”, notes Peter
Birchinger, Head of Portfolio Investment Germany at Jones Lang
LaSalle (JLL). For a long period this was the other way round, he
adds. A large single-asset investment is definitely a bad move if it
was purchased at too high a price.

Wanted: stable anchors
The proportions of the expensive newcomer in relation to the
existing portfolio should also be considered before any major
purchase is made. “Under ideal circumstances, a large-volume
new addition can have a stabilising effect thanks to the improved
cash flow”, says Marcus Lemli, Chief Executive of Savills Germany
and Head of Investment Europe. An unfavourable consequence, on
the other hand, could be the increased cluster risk, he adds, if, for
example, in a difficult market phase a key tenant drops out. For the
market expert Lemli the stable anchor effect of a property purchase
exceeding €100 million and the cluster risk it can pose are two sides
of the same coin.
Whether a dream purchase turns into a nightmare depends ultimately on a number of factors. By following a few rules, however,
one can certainly minimise the risk of adding an expensive flop to
their portfolio. “A multi-tenant property brings with it more diversification in terms of structure than a building with a single tenant”,
is Birchinger’s assessment. This is one reason why shopping centres
and office buildings with many leases – better still of differing
lengths – are highly favoured by prudent purchasers of large-volume properties. Location, reusability and marketability are further

Broad spectrum of differing sizes
Sizes categories of properties in open-ended retail real estate funds*
in percent
Percentage

up to €10 million

187

from €10 to €25 million

249

from €25 to €50 million

299

from €50 to €100 million

274

from €100 to €150 million

115

from €150 to €200 million

51

over €200 million

66

Number of properties

1.2%
5.5%
14.0%
24.9%
17.9%
10.9%
25.9%
0

5

10

15

20

25

30

* represents 99 percent of the assets of all open-ended retail real estate funds
Source: German Investment and Asset Management Association (BVI), 30 September 2014

Significant increase in sales
Growth in the investment market for commercial properties in Germany
from 2009 to 2014 in € billion, portfolio share in percent
Volume in € billion

40

Portfolio share

Share of single assets

30
20
10
2009

2010

2011

2012

2013

2014

9%

27%

20%

27%

25%

35%

Source: CBRE Research, January 2014

factors cited by the JLL expert that should be scrutinised before
embarking on a major investment.
Such considerations are also crucial to Union Investment’s dayto-day business. “Major investments can hold bigger risks if they do
not fit into a vehicle’s overall structure”, comments Björn Thiemann,
fund manager at Union Investment. A fund valued at €10 billion can
easily digest a property worth €200 or €300 million, especially where
diversified shopping centres with many tenants are concerned. For
smaller funds, on the other hand, properties worth less than €150
million may be too big, warns Thiemann. Another argument in favour
of large-volume property purchases is that the execution of a single
250-million-euro deal is more efficient than the purchase of ten
properties costing €25 million each. “In this case ten properties need
to be examined and assessed and ten contracts drawn up. That costs
both time and money”, explains Thiemann.
If the appetite of professional investors for major investments
persists – and there are some signs that it will – their proportion
could rise in future. In view of the continued investment pressure in
global real estate markets and the ongoing low-interest-rate environ
ment, the preoccupation with size is not likely to change much in the
foreseeable future.
•
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Many office buildings are getting on in years, while
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technology and user requirements continue to evolve.

Resisting the

This means forward-looking investors act promptly and
take measures to keep their office properties youthful.
By Christian Hunziker and Anne Wiktorin

effects of age

The “Dreischeibenhaus” in Düsseldorf: the former Thyssen Krupp headquarters, an icon of German post-war architecture, was
thoroughly redeveloped in recent years for a total of more than €200 million.

14

places & spaces 1 | 2015

Photo: David Davies/imageBROKER/OKAPIA

O

ne of the greatest sights of New York has recently been
restored to its former glory. The Empire State Building
Company devoted $550 million to making the Empire State
Building, built 85 years ago, fit for the future. The owners had 6,500
windows replaced, the cooling systems modernised and the rest of
the building technology brought right up-to-date – all so as to keep
a good one million square metres of office and retail space attractive
to tenants.
The world-famous Empire State Building is not the only such
case: the owners of many other ageing office properties are preoccupied by the question of how to adapt their buildings to the demands
of the present and the future. This can become a challenge as early
as ten years after a building has been put up, says Marcus Mornhart,
who is in charge of the German office-letting market for the property
consultants Savills. What is more, the ageing process has accelerated. “As far as office properties are concerned,” Mornhart explains,
“more changes happened in the 20 years between 1990 and 2010
than did between 1970 and 1990.”
There are many reasons for this development. Andreas Pohl,
Chairman of the Management Board of Deutsche Hypo, identifies
one of them: “Users today expect flexible office solutions.” Indeed,
the traditional cubicle office is no longer the norm: increasing numbers of companies prefer open-plan office concepts, and even these
do not remain the same for the duration of a lease period but are
able to adapt to changing needs, such as new team structures.
In addition, companies have realised that the quality of the
workplace and the working environment is a crucial factor in attracting talented young professionals. These are people who often do not
place great value on a prestigious private office but want to work
flexibly. For team-focused projects, they want an open-plan office,
while for concentrated work on preparing a presentation they need
a quiet, separate room.
However, far from all office buildings, as presently structured,
are in a position to meet these requirements. In many cases, they
have also been overwhelmed by the onward march of technology.
“Flexible partition walls, false floors and adequate ceiling height”
are just some of the urgently needed features listed by Ignaz
Trombello, Head of Investment Germany at the Colliers International
consultancy in Düsseldorf.
If a property does not meet these requirements, its owner
will soon be facing an uphill struggle. “Existing properties are in
competition with newbuilds, and they have to meet present-day
tenant demands in full to stand any chance in the market place”,
observes Marc Schömbs, who has overseen several large regeneration projects as Partner and Managing Director at the consultancy
Drees & Sommer. Therefore, this is his appeal to owners: “Especially

Mainly young property portfolios
Economic age structure of properties in open-ended real estate funds*
in percent

Source: BVI, 30 September 2014

up to 5 years

15.7%

from 5 to 10 years

34.5%

from 10 to 15 years

25.1%

from 15 to 20 years

11.0%

more than 20 years

13.7%

* equivalent to 99 percent of assets in all
open-ended retail real estate funds, based on
market value

in the case of properties that are getting on in years, it is important to start thinking at an early stage about the direction that
your medium- and long-term strategy should take.” This appeal
is being heard loud and clear: according to a survey by Hochtief
Projektentwicklung, a total of 730,000 square metres of floor space
in the seven biggest German property locations underwent refurbishment in 2014, more than ever before. Office space accounted
for 42 percent of that volume. There is also a great need for regeneration work in other countries, according to Matthew Cutts, Global
Sector Leader Financial Institutions at the Arcadis consultancy:
“Major cities in Europe have a large stock of outdated office buildings, which offer huge potential for investors to boost yield through
extension, redevelopment and repositioning.”

A challenge for owners
What is more, a property does not have to be anything like as old
as the Empire State Building before it needs such repositioning. The
MesseTurm in Frankfurt, designed by the internationally renowned
architect Helmut Jahn, has not yet marked its 25th anniversary, and
yet it has already undergone a thorough facelift: between 2010 and
2014, its owner, GLL Messeturm Holding, had the 257-metre-tall office
tower completely refurbished, with the focus on improving its energy
efficiency. Once the MesseTurm had secured Gold sustainability certification under the American LEED system, GLL then sold it to investment
funds managed by Blackstone.
However, it can also be worthwhile for an owner to spend
money on office buildings in less prominent locations. This is illustrated by the office complex built in 1992 on Adalperostrasse in the
Munich district of Ismaning, which belongs to the open-ended real
estate fund UniImmo: Europa. After the main tenant moved out,
causing the vacancy rate to rise to 90 percent, the people in charge
at Union Investment opted for a thorough refurbishment. At a 3
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Photos: Barbara Staubach/ARTUR IMAGES, Daniel Sumesgutner,
Frank Heuer/laif, Christoph Schroll

The Chilehaus in Hamburg (left), the Messe Turm in Frankfurt (top) and the Empire State Building in New York (right): for
architecturally outstanding buildings that are very well contructed, even demanding tenants are willing to compromise.

cost of €6.5 million, they had the outdoor areas and inner courtyards redesigned, an additional parking deck built on, fire-safety
measures updated and the floor layout optimised so that it now
meets a wide variety of user requirements.
The effort has been worth it: even before the building work is
completed in the first quarter of 2015, the occupancy rate has risen
to more than 80 percent. Real estate specialists talk of a “manage
to core” strategy in such a case: value-enhancing measures turn
a secondary asset into a property that is sought after by both users
and investors. In this respect, the refurbishment approach complements Union Investment’s strategy of rejuvenating its portfolio.
As Reinhard Kutscher, Chairman of the Management Board at
Union Investment Real Estate GmbH, emphasises, this rejuvenation
process “is active risk prevention and promotes the permanent optimisation of the portfolio”. Accordingly, in the most recent past the
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company has concentrated on acquiring newbuilds and development
projects, while older portfolio properties have been sold. As a result,
the portfolio of properties acquired in the past three years is, with an
average building age of about six years, a good eleven years newer
than the portfolio sold in the same period. This has caused the
average economic age of all property assets in Union Investment’s
open-ended retail funds to fall to below ten years old.
However, regeneration is not always possible. “A substantial
proportion of older office buildings are not suitable for conversion”,
Ignaz Trombello of Colliers International concedes. This may be
due to a poor location, but it is mainly a matter of whether certain
structural conditions exist. For example, in order to create a false
floor, which is essential for modern cabling, you need adequate
ceiling height. “The German state of North Rhine-Westphalia, for
one, prescribes a clear ceiling height of three metres for office space

“As developers, we need to
create in buildings right
now what future changes in
technology will require.”
Rüdiger Schulz, Manager at
Hochtief Projektentwicklung

in excess of 400 square metres”, Trombello explains. Therefore, if an
old building can offer only three metres, there is no way of absorbing
the loss in height caused by the false floor – which makes regeneration a non-starter.
Other stumbling blocks, according to experts, are fire-safety
and – especially for open-plan office concepts – acoustic requirements. If it is impossible to find a solution to these, you have to
look for other ways, advises the Drees & Sommer expert Schömbs.
One might be a change of use, such as turning the building into a
student hostel. Another might be to offer a low rent to attract a less
demanding tenant, but sometimes demolition is the only option left.
“However,” Ignaz Trombello stresses, “sometimes the basic
structure of an older building can be good.” Proof of this is one of
Düsseldorf’s most prominent office buildings: the former Horten head
office, built in 1961 according to plans by RKW Rhode Kellermann
Wawrowsky, which is now known as Seestern 3 and is part of the
portfolio of Union Investment’s UniImmo: Europa open-ended real
estate fund. The department-store boss Helmut Horten had been
inspired by the American-style open-plan office, which was considered state-of-the-art at that time. “The concept – flexible, clear and
linear – was as pioneering then as it is today”, says Oliver Sommer,
Rhine-Ruhr region manager for Goldbeck Bauen im Bestand GmbH.
This property was modernised in 2013/14 by Goldbeck on behalf of
Union Investment.

buildings, you have to work on the basis of as much as €500–700
per square metre. Banks, too, include these costs in their calculations,
as the Deutsche Hypo chief Andreas Pohl explains: “We take account
of the amount that will have to be invested during the lease period to
achieve a sustainable rent in the long term.”
“Structural conditions play a substantial part when it comes to
valuation”, confirms Achille Simo, valuation specialist at JLL. He says
owners have to understand that they will have to charge a lower rent
when they relet, unless they invest at an early stage in maintaining
the building’s standard. Such investment can certainly be worthwhile:
“Refurbishment,” according to Matthew Cutts at Arcadis, “offers an
excellent opportunity in most financial centres to improve an older
office building’s yield and performance.”
The only problem is: what precautions have to be taken to ensure
that modernisation work does not itself become out-of-date a few
years on? According to the JLL expert Hofmann, it could happen at
some point, for example, that new developments in communications
technology render false floors redundant. “As developers, we need
to create in buildings right now what future changes in technology
will require”, responds Rüdiger Schulz, a manager at Hochtief
Projektentwicklung. “To achieve this, we have to work with the
planners to incorporate a basic structure for the building and its
technology that is as flexible as possible, right from the outset.” In
practice, this means they provide for a facade grid of 1.35 metres and
a room depth of 13.60 metres. In addition, allowance has to be made
for an adequate number of staircases, and the fire-safety concept has
Keep tomorrow in mind
to be designed to take account of different configurations of space.
There is another icon of post-war architecture in Düsseldorf that
offered good preconditions: the former ThyssenKrupp headquarters,
Nevertheless, there are still users to whom an office building’s
atmosphere matters more than whether it has perfect fittings. The
which was modernised in recent years as the “Dreischeibenhaus” by
Momeni Projektentwicklung and Black Horse Investments and has
Chilehaus in Hamburg’s historic commercial district, for example, has
been home to the head office of the Alltours tour operator since
been carefully modernised several times, but is still regarded as one
autumn 2014. Here too, it proved possible to
of the most attractive office properties a good 90
achieve a high level of flexibility, with connected
years after it was put up. “For such an outstandareas of floor space for large users and smaller
ing building as this, the tenant is willing to comoffice units as well. The owners spent more
promise and to adapt himself to the building”,
than €200 million on the regeneration of this
says Marcus Mornhart of Savills. What applies to
euros per square metre –
35,000-square-metre high-rise building.
the Empire State Building in New York is also true
the professional estimate for
This demonstrates that substantial investof this flagship commercial building in northern
modernising older buildings.
ment is necessary to knock an older building into
Germany, Mornhart believes: “The Chilehaus will
shape. Even a few years after completion, you
never grow old.”
•
need to put in €150–300 per square metre, says
Martin Hofmann, Head of Real Estate Advisory
Picture gallery: exemplary
development projects in Union
Services at the international property consultants
metres – the ideal grid for
Investment’s existing portfolio
Jones Lang La Salle (JLL) Germany; for older
facades of modern office buildings.

500

1.35

If windows are arranged this far
apart, rooms can be laid out flexibly.
places & spaces 1 | 2015

17

MARKETS

Yields for

early bookers
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usiness travellers appreciate the new Meliá hotel in the Paris
office district of La Défense. Indeed, this upmarket hotel with
369 rooms, which opened in February 2015, could scarcely
be better located. It is next to the La Défense metro station and in
the middle of Europe’s biggest office agglomeration, but, at the same
time, very well connected to the sights of the French capital.
The hotel is owned by Union Investment’s UniImmo: Deutschland
open-ended real estate fund, which secured the property back in
spring 2012, nearly three years before it opened. It is no longer
unusual for investors to enter into contractual commitments at
such an early stage. For example, the Württembergische Lebens
versicherung company acquired a planned Accor Group hotel
complex near Hamburg’s main railway station, and RFR Holding
took on a Motel One with 580 rooms in the Upper West high-rise
ensemble in Berlin’s City West area – two and a half years before
its opening, which is expected in 2017. “It is a sensible strategy
for investors to enter into partnerships with developers at an early
stage and to secure hotel properties right at the development project
stage”, in the view of Martina Fidlschuster, Managing Partner of
HOTOUR Hotel Consulting.

Meliá hotel in La Défense:
Union Investment acquired
this four-star business
hotel in the office district
outside Paris in 2012, when
construction was still at the
project stage. The hotel was
completed in early 2015.

Hotels are one of the new favourites with property
investors. But what do you do if a lot of investors
suddenly want to buy the same product? You secure

Photos: Meliá/DAVID RALITA

Fiercer competition
The main reason for this willingness to take early decisions is that the
boom in the European property market has now embraced the hotel
asset class. “The hotel investment market in Europe rose sharply back
in 2013 and again during 2014”, says Fidlschuster. Indeed, according
to figures from the Jones Lang LaSalle (JLL) property consultancy, the
transaction volume for hotels in the EMEA (Europe, Middle East, Africa)
region reached a good €13 billion between January and November
2014 – one quarter more than in the same period of the previous year,
which was itself a strong performance. “In especially attractive markets
such as the greater Paris and London areas, as well as the biggest cities
in Germany,” says Fidlschuster, “investors are fighting veritable bidding
wars over sought-after core investments.”
The logical consequence of this is rising prices and falling yields.
According to Christoph Härle, CEO Continental Europe of the Hotel
& Hospitality Group at JLL, investors are now achieving a yield of
only 4 percent for established hotels in Paris and London, while
they can still get 6 to 7 percent in secondary European cities. On the
other hand, Härle says, if a hotel is acquired right at the development project stage, the yield can be boosted significantly – by 25 to
200 basis points, depending on hotel category and location.
But what is the origin of this enthusiasm for hotels? Firstly,
investors are reacting to the shortage of supply in established asset
classes. “For many investors”, Martina Fidlschuster explains, “hotels
are substitute investments, in which they take an interest when
no prime office or retail assets are available.” Secondly, investors’
appetites are being whetted by the good performance of hotels. “The
hotel-operation business has recovered in most markets”, notes 3

the hotel of your dreams at the development project
stage. By Christian Hunziker
places & spaces 1 | 2015
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notes, the main priority for his company is a good location. “Whether
we own the hotel ourselves or rent it is, ultimately, just a matter of
the type of financing.”

Experience pays
Against a background of fierce competition, those investors who
have been dealing with hotels for some time are at an advantage.
Union Investment, for example, has been investing in hotels for many
years and currently has more than 40 properties – five of them still
at the project stage – in the portfolio of its retail and institutional
funds. This experience pays, according to Andreas Löcher, Head
of Investment Management Hotel at Union Investment: “Hotel
transactions are complex. It is important to have a good grasp of
both the property and hotel-management aspects of these specialist
properties. The latter is often neglected.”
This experience brings with it close cooperation with leading
project developers. The case of the Meliá hotel in La Défense
showed how useful this can be. The hotel was developed by the
French company Vinci Immobilier, with which Union Investment
had already handled the purchase of the Radisson Blu hotel in
Marseilles. The Hamburg-based property investment management
company secured the project contractually through the French
property-development structure Vefa. That name stands for

Photos: PR

the JLL expert Härle. The PricewaterhouseCoopers accountancy firm,
in its “European Cities Hotel Forecast” study, also expects a growing
room-occupancy rate and higher returns for almost all major
European destinations in the coming years.
In addition, the hotel investment market has been stimulated
in recent years by the upturn in the budget hotel sector. Union
Investment is not a disinterested observer here: the investment
management company financed the Motel One development project
in Brussels in 2011. “Motel One was the first budget chain to open
hotels with several hundred rooms, and thus created an institutional
investment product”, explains JLL’s Christoph Härle. This is because
open-ended retail real estate funds (restricted to private investors)
generally only invest from a minimum volume of around €50 million
– and small hotels cost much less.
Such prospects attract a wide range of interested parties:
investment management companies, insurers and other institutional
investors, as well as family offices and wealthy individuals. In addition,
there are owner-operators: hotel companies that do not merely
operate their establishments but also own them. For example, Motel
One, the star performer among budget hotels, does not confine itself
to operational management. “We assume the role of project developer and owner where we are able to acquire the land ourselves”,
says Dieter Müller, founder and CEO of Motel One. However, he

Hotel Leonardo, Berlin Mitte district: this building with 309 rooms on the River Spree is part of the Am Zirkus 1 ensemble built by
the Peach Property Group and its joint venture partner Deutsche Immobilien. It was sold in 2014.
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“It is important to have
a good grasp of both the property
and hotel-management aspects.”
Andreas Löcher, Head of Investment
Management Hotel at Union
Investment Real Estate GmbH

“Vente en l’état futur d’achèvement”, which means, literally, “sale
in future state of completion”. Internationally, this corresponds
to the forward funding model: payment takes place as construction progresses, with the project developer bearing the completion
risk. In forward commitment, by contrast, the investor merely
commits himself to taking on the property after completion; this
means the purchase price is paid only when construction has been
completed and the hotel opened. For hotels, this model is used
more often than forward funding, reports Andreas Erben, Managing Director of Colliers International Hotel in Germany. However,
the latter is the very thing that offers a competitive advantage to
investors who are willing to commit themselves financially at an
early stage.
But it requires more than good cooperation between project
developer and operator to make a hotel development project a
success. “After all, what is being sold is not just the property but
also the operational business”, stresses JLL’s Christoph Härle. This
is why investors prefer operators with a proven track record and a

strong reservation system. In the case of the hotel in La Défense,
this is Meliá Hotels International, the biggest hotel company in
Spain, which operates a good 350 hotels in 35 countries. The deal
concluded was a 12-year lease with an extension option.
All together, Union Investment collaborates with 23 hotel
brands, including Steigenberger, Marriott, Hilton, Mövenpick
and Intercontinental. Holiday Inn, from the Intercontinental
Hotels Group, is the brand of one of the newer properties in
Union Investment’s portfolio. This 249-room building on Mainzer
Landstrasse in Frankfurt/Main, which will welcome its first guests
in April 2015, is a prime example of an establishment that meets
Union Investment’s requirements for hotels. In Löcher’s summary:
“It has an excellent location, an internationally networked operator with a long-term lease, and an experienced project developer.”

Innovative contractual arrangements
The developer is the Austrian company UBM Realitätenent
wicklung, with which Union Investment has already collaborated 3

Motel One in Brussels: this building on Rue Royale was opened in June 2014. Union Investment secured the hotel back in 2011 –
at the project stage – for its open-ended real estate fund UniInstitutional European Real Estate.
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Photos: ullstein bild/joko, STRA BAG Real Estate GmbH (simulation), Visum/Andreas Müller

The sale of the Grand Hotel Esplanade – now the Sheraton – in Berlin to the US property company Host Hotels & Resorts was one of the
notable deals of 2014 (top). Motel One plans to open its property in the Upper West high-rise project on Breitscheidplatz in Berlin in 2017
(bottom, left). Union Investment acquired the Hampton by Hilton in Warsaw for an institutional fund in 2014 (bottom, right).
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“We assume the role of
project developer and owner
where we are able to acquire
the land ourselves.”
Dieter Müller, founder and
CEO of Motel One

successfully on three earlier projects. UBM is also functioning as
the hotel’s leaseholder under a 20-year contract, leaving the operational side of the business to the Intercontinental Hotels Group.
The benefits of such a cooperation arrangement are emphasised
by Karl Bier, UBM’s CEO: “It means the fund gets an operator with
market experience, and the early sale gives the developer liquidity
for new projects.” However, Bier makes no secret of the special
requirements associated with the hotel asset class. In particular, he
says, management of hotels demands much more expertise than is
needed for other property types.
Bier is referring here to the contract with the operator. According to traditional teaching, there are two options for this: a lease,
under which the operator pays a fixed rent to the owner, and
a management contract, whereby the operator receives a specified
percentage, usually of turnover, as remuneration. “Most hotel
operators prefer a management contract, because this minimises
their risk”, says HOTOUR Managing Partner Martina Fidlschuster.
“However, institutional investors need to have a lease, because
their articles of incorporation require them to obtain revenue from
letting and leasing, not commercial income.”

Strong growth in hotel transactions
Individual European countries’ share of all hotel transactions in the
EMEA* economic area in € billion
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Source: JLL, December 2014

Small share for development projects
Hotel transaction volume in Germany in 2014* by building type
in percent
Portfolio properties

87%

Under construction

5%

Newbuilds

3%

Refurbishment

3%

Planned

2%

* January to September
Source: Colliers International, October 2014

One solution to this dilemma, according to Fidlschuster, lies
in “innovative contractual arrangements”. UBM, for example,
according to its CEO Bier, likes to agree “hybrid constructions,
which partially eliminate the specific market risk for the fund while
still offering the operator sufficient incentive to optimise the hotel’s
returns through outstanding performance”. According to Andreas
Löcher, Union Investment is receptive to such innovations. “Our
experience in structuring such solutions enables us to implement
hotel projects that would not otherwise have been feasible”,
he says.
The contract issue is growing even more complex, because
many hotel chains are now collaborating with franchise partners.
“Franchise models are suitable only for experienced hotel investors”, warns Reiner Nittka, Member of the Executive Board of the
Berlin-based GBI, one of Germany’s leading hotel development
project companies. “For investors with less experience, hotels
for which a large operator has signed a fixed 20-year lease are
more attractive.”
Despite the continuing high level of interest from investors,
they do not actually have a huge number of new hotel projects to
choose from. While it is true that the STR Global service provider is
listing no fewer than 905 hotels currently in the planning or construction stage, Andreas Erben of Colliers International Hotel doubts
whether all these projects will really come to fruition. His criticism
is: “Developers often do not deliver the product that investors are
looking for.” Also, he says, not every bank is willing to finance
hotels, despite much better financing conditions. “As a result, the
hotel market remains a niche market – and although it is growing,
it is still a niche.” GBI chief Reiner Nittka takes a similar view. His
analysis is: “The reason why more hotel projects have not been
implemented recently, even though general conditions are now
good, is that hotels require considerable expertise.” By contrast,
in Nittka’s opinion, project developers who know the market and
the needs of investors are currently in a strong position: “We are
proud that we are selling our projects at a very early stage to
end investors.”
However, success depends on the product, the location and the
operator all being right, as in the case of Meliá in La Défense and
the Holiday Inn in Frankfurt. This is because, as Martina Fidlschuster
sums up, “investors need to know exactly why the hotel will be
successful in this location with this concept and this operator.” •
Picture gallery: Union Investment’s latest hotel
development projects
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Real estate industry

The hidden giant

Any search for the cross-sectoral
Real estate industry
in the broad sense
434.0

real estate industry as a separate
item in a country’s national accounts
will come up empty. Nonetheless,

of which
Real estate industry
in the narrow sense
264.2

the industry contributes significantly
to gross value added and gross

19%

12%

domestic product. A glance at the key
figures using Germany as an example
reveals a share of 19 percent of
gross value added, for instance. In an
international comparison, Germany

Gross value
added in
Germany
in € billion

is roughly on a par with the USA and
the UK and well ahead of China.

“The hidden giant” infographic
is available to download and
print out from the e-magazine

selected industries 20102)
real estate industry 20111)

Commerce
226.2

of which
vehicle construction
81
of which
engineering
73.8

(retail, wholesale,
automotive trade)

Manufacturing
481.7
Research/text: Alexander Heintze
Graphics: infografiker.com
1) Source: Wirtschaftsfaktor Immobilien 2013,
Zeitschrift für Immobilienökonomie (Journal
of Interdisciplinary Property Research), 2013
2) Source: German Federal Statistical Office,
January 2015

International comparison

Share of gross domestic product

Global commercial real estate assets*

in percent, 2013

in $ trillion, 2013
UK

France

Germany

USA

China

Japan

Australia
10.5

16.1

6.3
1.2

1.2

1.7

* investment-compatible product; source: DTZ, 2014
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Managing real estate is currently
unthinkable without powerful data

The flow

of data

ootball coaches have an easy life. They have eleven men to
guide and coordinate, and the greatest distance between them
is about 100 metres – at most. That is the size of a football
pitch, clearly arranged and easy to manage. But what if the players
were located all over the world? And if there were not just eleven of
them, but maybe 100? And if they were not only footballers, but also
swimmers, rowers or cyclists – different athletes with very individual
training needs?
This, in fact, is the task facing managers of large real estate portfolios. An office building here, a hotel or a shopping centre there. In
London, Paris or Barcelona – scattered throughout the world, with
completely different characteristics and subject to completely different
conditions. A manager has to be able to maintain an overview, and
this is where modern computer systems come in: they supply all the
information necessary on demand.
After all, real estate ceased long ago to be simply real estate. The
rules governing an office building in Frankfurt/Main are different from
those that apply in London. Take leases, for example: for commercial real
estate in Germany they generally run for five to ten years, but in Britain
they tend to be longer. If a data-management system gives prompt
notification that a lease is coming to an end, this offers the manager
the opportunity to find a new tenant at precisely the right time, or to
negotiate with the existing tenant on an extension of his lease. The
same applies to the level of the rent or the building’s condition. One
building may just have obtained a LEED certificate, which proves that
it is state-of-the-art in sustainable construction. The other may date
back to the 1980s and need to have its energy efficiency upgraded. In
short, this means that managing property is also, above all, a matter
of managing and controlling data.
In the past, property data were recorded on paper and index cards,
and stored in files and drawers. Today, they are in bits and bytes, on
a digital master data sheet. Modern data-management systems ensure
that information can be updated easily and is always available. Data
that are available digitally help in managing global property portfolios
efficiently. Appropriate data rooms, for example, have to be provided
throughout a property’s life cycle, centrally managed and standardised.
Data management is also essential to ensure that transactions and
lettings are conducted profitably and efficiently across national borders.
“This is the only way to achieve competitive performance in all funds
and a durable, top-class international standard for processes”, says
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work? By Arne Gottschalck

Heiko Beck, Chief Operating Officer and Member of the Management
Board at Union Investment Real Estate GmbH.
Two fundamental factors are making such technological upgrades
necessary at property investment management companies. The first
is parliament, which is constantly making new demads on property
managers. The second is that the funds being managed are becoming
increasingly international, with assets across more and more types of
use. In addition, for a long time now, whole real estate packages are
being bought and sold, not individual properties. Every one of these

The Dominikanski office
newbuild in Wroclaw, Poland:
Union Investment acted early
to secure this development
project in the centre of the city.

Photo: Skansa 2015 (simulation)
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management. But how does it actually

transactions has to be painstakingly prepared and completed. It is a long
time since this could be done without specialised IT in the background,
helping managers record data and prepare comparisons. What is more,
the use of data-management systems is being fuelled by ever-changing
demands relating, say, to the sustainability of a property investment.
What, for instance, is a building’s structural condition, and where may
potential for optimisation be lying untapped? The aforementioned data
room “is the right place for everything that describes a property, its
value or value-relevant matters, and opportunities and risks”, explains
Beck. In other words, it is a digital collection of information relating
to a specific subject. Mr Computer, could I hand this over to you now,
please? If only it were that simple.

Clear rules for service providers
Not everything can be solved with bits and bytes. “In the real estate
business, there are still many things that have to be done by hand”,
says Clemens Schuerhoff of the investment consultancy company
Kommalpha. “There is no automatic price-measurement system for
real estate and also far less data than classic asset managers are able
to access. But the importance of EDP is growing, thanks mainly to
parliament with its increasing demands for reporting.” – “There have
been quite a few developments in the past ten years”, notes Sascha

Donner of the Real Estate Advisory Group (REAG), but there is still
some way to go before all of the competitors have reached the same
level. “Data-management systems are now widely used for managing
existing properties, and some large portfolio holders in particular are
grappling with these systems and taking them very seriously”, says
Donner. Smaller investors and project developers are usually not quite
so far advanced, he reports.
Thomas Beyerle, Chief Analyst at the Catella property advisor, agrees,
saying “property transparency has now established”. Nevertheless, there
are still sometimes shortcomings at the interfaces. “It is not so much
about the integration of Excel into SAP, but more about the data rooms,
which have to be synchronised between sender and receiver.” This is
because everybody involved with a property needs to have access to
the data room.
But how do different computer systems, belonging, for example, to
an investment management company and a property manager – communicate with each other? Both parties may have state-of-the-art systems,
but that is of little use if they cannot understand each other. In practice,
the rule is generally that one party sets the direction and the other one
follows. “Ultimately, a service provider must and will always do what the
client requires”, says Beyerle. “Even so, clients are also struggling in the
absence of market standards.” The lack of such standards is not merely 3
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“A data room is the right place for
everything that describes a property,
its value and opportunities and risks.”
Heiko Beck, COO and Member of
the Management Board at Union
Investment Real Estate GmbH

annoying – it can also be very expensive. “A REAG study suggests that in
the case of package deals, where the sheer scale means that transactionrelevant documentation is often prepared with less attention to detail,
10 percent less has been paid as a result of poor-quality data”, says
Sascha Donner. “On a deal worth hundreds of millions, that is quite
a lot of money. However, even when preparing smaller transactions,
poor-quality data can cause frequent purchase-price adjustments and
generally avoidable frictions in the transaction process.” Partly for
this reason, Union Investment concludes“clear service level agreements” with its external service providers, as Union Investment COO
Beck explains. “We ourselves have installed verification routines for
assessing quality.”

to include further external service providers in the future. Improvements
also have to be – and are indeed being – made day-to-day. The company’s rivals are also getting active now. According to PMRE Monitor,
use of these systems across the industry is expected to rise from 14 to
21 percent in the coming years.
Help is being sought not only through standards but also from
quality certification. “As a rule, the Anglo-Saxon countries are always
a little further advanced”, reports the REAG expert Sascha Donner. For
instance, there has for some time been an international standard in the
industry for the exchange of real-estate-specific data, developed by the
US Open Standards Consortium for Real Estate (OSCRE), a member-led,
non-profit association of property experts. However, Donner adds, a true
seal of approval for real estate data rooms that would indicate their
A matter of standards
quality level at a glance has not yet been established in the market.
The advantages of data management can no longer be denied: market
“To close this gap, the Real Estate Data Room Certificate, or REDC, was
opportunities arising at short notice can be exploited more quickly,
recently developed in Germany as a unique seal of quality for certifying
risks stemming from inadequate transparency are reduced, processes
the most important factors in a data room”, he reports. Above all, he
between business partners are shortened, and greater cost efficiency
says, these are data quality and the IT or the data room platform –
is achieved. For this reason, universal standards remain the industry’s
but also, for example, the processes underlying them or the issue of
goal. One body working on these is the Society of Property Researchers
compliance. The expert describes the benefits in this way: “Greater
(Gesellschaft für immobilienwirtschaftliche Forschung, Gif). The socitransparency in this area enables users to make a better assessment
ety could define what is to be included in systems, and how. But it
of what they are relying on.”
The reliable and standardised use of data is likely to gain further
could take some time before an industry standard is truly developed,
Beyerle thinks. Also, even the best data-management system is only as
importance in the future, especially where the priority is to benefit
good as the data fed into it. Without timely, continuous and comfrom the immense quantities of data that are generated daily in the
prehensive data maintenance, the information
digital age, for which the term “big data” has
stored will quickly become out-of-date and will
become established worldwide. “The expression
no longer be useful for making decisions. But how
‘big data’ has become fashionable in the real
are real estate data to be selected, collected and
estate industry”, notes the IT expert Donner, who
terabytes of storage, or three times
kept up to date?
goes on to explain the distinction between this
A special issue in 2011 of the PMRE Monitor
and traditional data management: “The term ‘big
1,024 gigabytes – is what Union
– the acronym stands for Process Management
data’ means the processing and evaluation of
Investment needs for all its data.
Real Estate – noted that real estate companies
unstructured data, whereas in real estate adminrecord open-ended leases in very different ways.
istration and transactions we are usually dealing
Some give a notional end date in the year 9999,
with structured data.”
others give no date at all, while still others choose
However, he adds, “big data” are becoming
their own approach to termination. A human being
attractive to real estate companies when forecastbillion euros is the value of
can disregard these variations, but computers need
ing is involved: for example, projections of how
Union Investment’s global
fixed rules. Accordingly, data-management systems
people will want to live and work in the future and
real estate portfolio.
are not yet in use everywhere – a state of affairs
how this will affect the development of urban areas.
diagnosed by the latest issue of the PMRE Monitor
This will have an indirect impact on risk managefor 2014. This is good for a property management
ment for property investments. The industry is likely
company such as Union Investment, which launched
to need to deal with the issue of data management
its ImmoDigital system at an early stage and is
for some time to come. After all, no sooner is one
data rooms at Union Investment
challenge resolved than the next arises.
already working on improvements to it. It is planned
•
connect 320 properties around

3
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Managing liquidity can be challenging when
interest rates are low, but the impact has been
smaller than was feared. By Alexander Heintze

low interest rates

nterest rates have been in the doldrums for years. For current and
deposit accounts, there is usually a zero in front of the decimal point,
and at some banks there is even a minus sign. A number of financial
institutions have started charging their major institutional clients for
holding large amounts in their accounts.
Interest rates at zero and below also affect the real estate industry.
Open-ended retail real estate funds and institutional funds regularly
leave large amounts in short-term accounts – for example, when
a purchase is about to take place but its conclusion is delayed. The
proceeds from a sale are also
placed initially in an account.
Rental income can come to
several hundred million euros,
and cash also has to be kept
available for ongoing management of property holdings and
other short-term payments. Last
but not least, open-ended real
estate funds are required by law
to maintain minimum liquidity
of 5 percent of fund assets. For
Union Investment’s UniImmo:
Deutschland open-ended retail
real estate fund alone, that
comes to about €500 million.
Germany’s open-ended
real estate funds actually have
an average liquidity ratio of
21.6 percent at present, according to the Scope Ratings agency.
UniImmo: Deutschland has
a liquidity ratio of 30 percent,
while UniImmo: Europa, another of Union Investment’s open-ended
retail real estate funds, has a liquidity ratio of 28.6 percent.
This is not a serious problem, says Thomas Röhrs, Fund Manager
at UniImmo: Deutschland. “The money is not sitting in bank accounts
attracting zero interest because our open-ended real estate funds
for private investors place their liquid assets mainly in special securities funds.” He notes that at UniImmo: Deutschland, for example,
about 95 percent of liquid assets are managed by a Union Investment
Institutional fund and are earning positive returns. As of 30 September
2014, UniImmo: Deutschland had only around 1.5 percent of fund
assets actually sitting in bank accounts. “This means the impact of

negative interest rates on cash amounts like this is really negligible”,
Röhrs confirms. Over a full year, he adds, negative interest will account
for less than 0.005 percentage points of the fund’s performance.
This is especially true, considering that liquidity ratios at openended real estate funds are generally falling. Firstly, they would rather
invest money that comes in than place it in an account; and secondly,
legal rules introduced in 2013 governing minimum holding periods
and terms of notice enable fund managers to improve their forecasting
and their control over the outflow of funds. This reduces the need
for liquidity. In the long term,
Scope Ratings expects that
liquidity ratios could fall below
15 percent.
Other real estate companies
are also affected by low interest
rates. Here, too, the impact is
being contained. “What is more
crucial for liquidity management is the difference between
investment interest and lending
rates, rather than the absolute – even if negative – level
of interest rates”, says Werner
Russ, Divisional Manager for
Finance and Property at the LEG
Management housing company.
He believes that the positive
aspects of low lending rates
cancel out the impact of low
interest on deposits, especially
as the available funds are more
likely to be put into investments.
Institutional funds, too, are unperturbed by interest rates. This is
confirmed by Markus Wiedenmann, Managing Partner at Art-Invest Real
Estate: “We have yet to receive an invoice for leaving money in a bank.”
Institutional funds generally do not hold much liquidity, because they
collect money from their institutional customers only when it is needed for
the purchase of a property. When a property is sold, the institutional fund
usually transfers the money quickly to investors. “It is not worth looking
for an interest-optimised investment for just a few days”, Wiedenmann
explains. For this reason, he adds, the interest-rate situation is something
that they simply accept, especially as the low level of cash holdings means
that the impact on fund performance is barely measurable anyway. •
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View of Manhattan: positive
economic prospects will give a boost
to the New York office market.

A planet
30

Tokyo, London and New York City stand unchallenged at the top of
the global office market rankings – with good reason. They are right
at the heart of the global economy. By Kathinka Burkhardt

with three stars
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“Tokyo office rental rates still
have potential to rise.”
Fred Uruma, CEO,
Touchstone Capital Group

Photo: Bildagentur Huber/S. Raccanello
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tanding a good 200 metres tall with a facade containing
4,900 windows and 102,190 square metres of office space on
45 floors inside, the HSBC Tower in Canary Wharf, London’s
biggest office building by area, is a jewel for investors. The sovereign
wealth fund of the Emirate of Qatar has bid more than £1.1 billion
for this building, which houses the headquarters of the British bank
HSBC. If the present owner, the South Korean state pension fund,
accepts that offer, it will be the highest price ever achieved for an
individual office property in London.
That is no coincidence, because office buildings in London are
attracting investors with the prospect of good rent increases. According
to the Jones Lang LaSalle (JLL) property consultancy, in the third quarter
of 2014 tenants in the prime West End district paid £105 per square
foot – an increase of 11 percent in the past 24 months. Analysts are
actually expecting rises of up to 25 percent for office rents in the city’s
A-locations by 2017.
But the British capital is not the only place that is drawing investors:
alongside London, New York City and Tokyo are the top office-letting
markets in the world, because, as the most important financial
marketplaces for their respective continents, these three cities have
been attracting international capital like magnets for decades. Major
banks, private companies and institutional organisations all maintain
a presence in these three megacities, so as to be close to the heartbeat
of the global economy.
In return for this, they willingly accept that when the heart of the
world economy starts to falter, these are the places where you will feel
it especially quickly and sharply. For instance, in the recent financial
crisis, major banks were forced to close down whole divisions and to
cut both staff numbers and office space. There were also investors who
lost money and sold off buildings for less than they had paid for them.
As a result, the office market collapsed. However, investors know that it
is possible to recover just as rapidly as they are plunged into the depths,
and the recent financial crisis only confirmed this rule. For instance,
the listed real estate company New York REIT paid the equivalent of
€252 million last summer for a twelve-storey office building in the

Big, bigger, biggest
Available office space as of the fourth quarter of 2014 in millions of
square metres
Tokyo

41.9

New York City

41.2

London

20.8
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Source: JLL, January 2015
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New York district of Chelsea, for which the previous owner, Savanna
Real Estate Fund, had had to find just €57 million in November 2012.
In London’s West End, according to the Savills consultancy, buildings
with a total value of €3.1 billion changed hands for more than ever
before in the first half of 2014. Tokyo, too, seems finally to have put
its long phase of economic stagnation behind it. So, there are many
signs suggesting that prices of office lettings in all three financial
centres have not yet reached their peak.
In Tokyo, office rents are just beginning to rise again: according
to the Cushman & Wakefield (C&W) consultancy, office owners in
A-locations were able to ask the equivalent of roughly €74 per
square metre per month in 2014; analysts expect growth of more
than 8 percent by 2016. “Tokyo office rental rates still have enough
potential to rise”, says Fred Uruma, CEO of Touchstone Capital Group
in Tokyo. The government’s political and fiscal reforms have slowly
started taking effect, and the property market is recovering. “Office
rents at present are still about 25 percent below their former peak”,
Uruma explains.
In all three cities, general conditions suggest that domestic companies will grow in the next two years and, accordingly, will invest in
more office space. Although office rents in prime areas of London and
New York had already risen sharply in some cases in 2013, nobody
expects the present cycle to come to an end soon. The market in Tokyo
is only just picking up, but JLL expects moderate growth for London
and New York in the coming two years.

Prices driven by shortage of space
There is good reason for this: in all three cities prices are being driven
by a shortage of vacant, new office space. The greater Tokyo area may
be, at 86 million square metres, the biggest office property market in
the world – larger than London and Manhattan combined – but the
metropolitan region of the Japanese capital is also home to 37.5 million
people, most of whom commute daily into the centre to work. There,
skyscrapers stand in very close proximity to each other. “In Tokyo there
are just very few places where you can buy land and build on it”, Fred
Uruma says. Instead, what is happening now is that old office buildings
are being redeveloped or several small units are being put together
to form a single huge building. These construction projects cost up to
€5 billion. Nevertheless, they will do little to ease the pressure on Tokyo:
according to C&W, office vacancy rates will remain far below 6 percent
in 2015 – and at that level, Tokyo is a letter’s market.
Many office buildings belong to Japan’s five biggest real estate
companies: Mitsui, Mitsubishi, Sumitomo, Tokyu and the Mori Building
Company. However, the positive trend is also encouraging institutional
investors and international real estate funds to position themselves 3
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there. For instance, Pacific Century Place Marunouchi in central Tokyo
was bought in October by GIC, Singapore’s sovereign wealth fund, for
the equivalent of €1.36 billion. Union Investment secured J6 Front, an
office and business property, in 2014 for the equivalent of €127 million.
That Grade A building, comprising 4,939 square metres of renting
space, has been fully let to six Japanese companies. Many properties
change hands behind closed doors. “The office-space market in Tokyo
is not at all as transparent and easy to enter for foreign investors as
London or New York”, Uruma observes.

Canary Wharf Tower in London’s financial district of the same
name: office rents in the British capital are still rising.
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In New York, too, office rents are determined by the low vacancy rate.
For this year, the property advisors at the North American branch of
Bankhaus Metzler expect a level of vacant office space of just 6 percent.
“US cities with such a low vacancy rate are landlord markets”, says Zeb
Bradford, Chief Investment Officer at Metzler North America in Atlanta.
At the same time, the pipeline of newbuilds is filling only slowly.
Although the Hudson Yards building complex is going up on the western
edge of Manhattan, providing 15 modern high-rise buildings with
a lot of office space in the coming years, most of that space will not
be ready for occupancy before 2020 – and nobody is expecting a rise
in vacancy rates before then. London’s office market is not expecting
any breathing space, either. “We have relatively low construction

Pacific Century Place
Marunouchi in Tokyo:
Singapore’s sovereign
wealth fund has
invested the equivalent
of about €1.4 billion.

Photos: Margaret Larys/agefotostock/Avenue Im+ages, Jochen Tack

Not many newbuilds

“The New York office market is
very open to foreign capital. The
possibilities range from between
50 million for smaller buildings to
large, 3-billion-dollar deals.”
Zeb Bradford, Chief Investment Officer
at Metzler North America

starts, which will continue to protect us from oversupply for the time
being”, says James Goldsmith, Director Central London Markets at
Savills. Construction is taking place here and there: it is planned to
create office space totalling 1.9 million square metres in the City and
the West End in the next four years – some of it in new buildings, some
in premises that have undergone major refurbishment, meeting modern
environmental requirements and the growing desire for open-plan
offices. According to Savills, leases have already been signed for 20
percent of the properties that have not yet been completed, which is
an unusually high figure.
New York and London, unlike Tokyo, are very transparent markets
and, therefore, magnets for investment. “The New York office market
is very open to foreign capital. The possibilities range from between
50 million for smaller buildings to large, 3-billion-dollar deals”, observes

Rising at different speeds
Development of office rents, 2007-2014, per square metre and year
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Zeb Bradford at Metzler. All groups of letters are represented in New
York, from sovereign wealth funds to private equity firms and individuals.
In London, too, the ownership structure is publicly available, and the
tax system is open to international investors. “The only real barrier is
the price of a building”, notes James Goldsmith.
There is, however, an interesting new trend emerging in London and
New York: the short supply of high-value class-A buildings in central
locations is prompting tenants in both cities to switch increasingly
to class-B buildings in less expensive areas. This is not only causing
rents in that segment to rise but also, in the longer term, boosting the
volume of the whole office property market – and opening up new
investment opportunities. These new submarkets are being fuelled by
a change in the tenant mix. The bulk of office space in London, New
York and Tokyo is still dominated by institutions, banks and financial
service providers. However, for the past few years, TMTs (technology,
media and telecommunications companies) have been pushing their
way into these cities, and are changing the market because they like
areas that are “in”, rather than traditional office districts. “The newer
industries prefer buildings of lower quality in fringe locations which they
see as modern and trendy”, says James Goldsmith. While the turnover
in office space rose by 5 percent in the first half of 2014 in central
London, in the outskirts the Savills analysts observed an impressive
increase of 23 percent.
In New York, too, TMTs are picking up the office space that the crisis
forced the finance industry to give up. “Young employees want to work
in urban surroundings with older, industrial-looking buildings converted
into offices. This pushes edgier districts”, says Zeb Bradford at Metzler.
One such district is Midtown South, where, according to JLL, the vacancy
rate actually slumped in 2014 to 3.7 percent. In Tokyo, meanwhile,
TMTs are only just starting to arrive. “We are the most developed
country regarding public transport, but concerning the infrastructure
for internet and telephone services, we are ten years behind London
and New York”, says Fred Uruma.
The recent strong development of letting figures means that
confidence in these three top office markets is growing. The fact that
rates of new construction are only moderate is a sign that demand
will continue to outstrip supply in the coming two to three years. This
will mean growing office occupancy rates and rising rental income
for letters – which will cause these three stars in the office-letting
firmament to shine even more brightly.
•
Picture gallery: impressions of the office districts of
London, Tokyo and New York
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Majority of investors continue to focus on security
Investment climate. The preference of many
investors for secure investments is becom-

Gloomy climate for property investments
Investment Climate Index* in points

ing an increasingly difficult challenge to
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meet as a result of the latest developments
in monetary policy. Against the background
of historically low interest rates in Europe,
even professional property investors are
finding it harder and harder to achieve
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adequate, low-risk returns on investment.
As Union Investment’s latest Investment
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Climate Survey demonstrates, considerations
of security and value preservation continue
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to predominate in property investments.
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However, the continuing low-interest-rate
environment means that a further decline in

swing towards higher-risk investments that

good shape. As long as the lease situation

yields is to be expected. Only one out of two

might be expected because of the inter-

and the location’s potential on the earnings

of the 164 property investors questioned in

est-rate dilemma has not yet materialised.

side are right, investors see no reason to

Germany, France and the UK think they will

The proportion of professional investors who

adjust their investment style or to diversify

be able to achieve their own yield targets

are prepared to accept higher risks because

into other regions or sectors.”

in the coming three years. Expectations for

of the price pressure in European invest-

Overall, the climate for property investments

an investment period of five years are only

ment markets remains, at 37 percent, at

has become gloomier since summer 2014

marginally better.

the same level as in the survey of summer

in all three regions surveyed (see graph).

“Falling purchase yields are weighing

2014. A majority of investors, 52 percent,

As a result of the decline in the expec-

increasingly on investment results”, says

are not prepared to invest in different risk

tations indicator, the Investment Climate

Olaf Janssen, Head of Research at Union

categories.

Index in Germany fell by 1.8 points and now

Investment Real Estate GmbH, Hamburg. To

“The core segment remains the safe haven

stands at 68.1 out of a possible 100. By

protect the performance of their investments

where investors expect a stable contribu-

comparison, sentiment among French inves-

against further declines, he says, securi-

tion to performance despite high prices”,

tors deteriorated sharply, as expected: the

ty-conscious investors are compelled to

says Janssen. “Rental markets in most core

national index there lost 2.9 points and now

adjust a lot of levers at the same time. The

European countries are currently in relatively

stands at 66.4 points. Meanwhile, the index
measured in the United Kingdom confirms
the optimistic mood in the British investment
market. The index lost a mere 0.3 points, to
70.3 points, the highest level measured in
these three European countries.

“The core segment remains the
safe haven where investors expect
a stable contribution to performance
despite high prices.”
Olaf Janssen, Head of Research at
Union Investment Real Estate GmbH
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Info: the results of the latest
investor survey can be found at
www.union-investment.com/realestate

Highly dynamic portfolios

The Weser Tower in Bremen: Union Investment acquired this
landmark building, designed by Helmut Jahn, in 2014.

Transactions Union Investment
is increasing the turnover rate
in its real estate fund portfolios.
Property purchases and sales
in 2014 came to €3.5 billion,
meaning that 15.3 percent of the company’s real
estate assets totalling around
€22.8 billion was moved

(2013: 13.1 percent). While
the volume of purchases, at
€2.5 billion, was stable compared with the two preceding
years, the volume of sales
rose to around €1 billion –
distributed among 23 individual
transactions – and achieved its
highest level since 2011. •

Photos: Union Investment (3)

Learning from the securities market
Risk management Market experts
from Union Investment, the
European fund-management
association INREV and the PwC
consultancy expect the importance of risk management in the
real estate sector to continue to
grow in light of the continued
high level of pressure on investments. However, despite all the
progress that has been made,
risk management is still in its
early stages when compared
with the securities market. Some
of the established instruments
used in securities risk management could easily be transferred
to the real estate industry,
including trend-following models and concepts of dynamic
value-preservation. The former
use mathematical models to

constantly evaluate meaningful
data in order to identify signs
that point in favour of buying or
selling. The concept of dynamic
value preservation entails
subdividing a a fund’s portfolio into value-preserving and
value-adding parts. Assets are
constantly reassigned between
the two parts of the portfolio in
line with market developments.
The experts agree that
quantitative risk models in the
real estate business have their
limits. “What remains important
is the interplay between models
and individualized property
management by a professional,
experienced team”, says Heiko
Beck, COO and Member of the
Management Board at Union
Investment Real Estate GmbH. •

The 33 Holborn office property in London: this building was
sold last year for a profit.

German logistics space in demand
Logistics Union Investment
acquired a logistics complex
in Hamburg’s Allermöhe district with about 64,000 square
metres of warehouse and office
space for around €55 million
in late 2014. This property in
one of Germany’s most important logistics locations has been
leased on a long-term basis to

the Deutsche Post subsidiary DHL
Solutions and is an addition to
the portfolio of the UniImmo:
Deutschland open-ended retail
real estate fund. Logistics space
was in demand with investors in 2014: in Germany as a
whole, they invested a record
€3.3 billion, the real estate advisor CBRE reports. •
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“Boris bikes” at Canary Wharf
underground station in London:
the bikes for hire in the British
capital owe their name to the city’s
mayor, Boris Johnson. He supported
the idea of cycle hire docking
stations across the capital.

Urban life

on two wheels
More and more cities are promoting cycling
in order to tackle traffic problems and
fulfil ambitious climate change targets.
The reallocation of urban space offers great
opportunities and has successful models.
By Elke Hildebrandt
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V

isitors are enthusiastic about Amsterdam: virtually no other
city in the world has so many cyclists as the Dutch capital.
Nearly half of all journeys here are by bicycle. This rises
even to almost 60 percent for the city centre, Amsterdam Marketing
reported in early 2014. Bicycles in all possible shapes and colours are
a firm fixture in the urban landscape. Amsterdamers take their children
to school by bicycle, pedal to work and do their shopping with a bike.
Schoolchildren are just as likely as the elderly to get around by bicycle.
Couriers, the police and even delivery services often use pedal power
to progress through the city. And it goes without saying that the
mayor and city councillors ride a bicycle as well.
What motivates people to get onto a bike day in, day out and
in all weather? It’s quite simple: cycling is cheap, quick, healthy and
clean. After all, the longest distance in the city centre is only five
kilometres – an ideal distance for cyclists. And perhaps cycling is
an expression of the freedom-loving Dutch people’s attitude to life.
For Amsterdam’s inhabitants, the fiets, the Dutch word for bicycle, is
certainly the best means of moving around their city fast.
At the same time, the city’s outstanding bicycle infrastructure
helps: the main network of almost 800 kilometres of cycle routes and
paths – known as Fietspaden – runs right across Amsterdam, along
every road and canal and through all the parks, connecting the city’s
districts and all neighbouring communities. There are more than 500
additional kilometres of separate cycle tracks as well. The 780-metrelong Nesciobrug is spectacular. At the time of its construction across
the Amsterdam-Rhine Canal in 2006, it was the world’s longest
bicycle bridge and since then has connected the newer built-up area
with the old city centre. Two million kilometres are covered by bike
in Amsterdam every day, Amsterdam Marketing has extrapolated.
The city has 880,000 bicycles, a figure higher than its population,
accompanied by 140 bicycle shops and 29 bike hire firms. Around
225,000 bicycle stands are spread across the entire urban area,
including 10,000 at the main train station alone. On the west side of
the station there is a three-storey bicycle-parking garage designed for
2,500 bikes. Even the airport boasts a cycle track.
The bicycle with a chain drive, invented in 1885, caught on swiftly
in the Netherlands thanks to the country’s topography and the egalitarian nature of Dutch society. Amsterdam was already a true cycling
city by 1900. However, the rise of the car after 1960 caused cycle
use to decline substantially. The prospering port city faced an urban
development dilemma, because the roads and canals of its historic

“Even if retailers are
reluctant to believe it:
cycling boosts sales.”
Michael Adler, author and editorin-chief of “fairkehr” magazine
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old town dating back to the seventeenth century were not designed
for the hugely increased number of motorised visitors, residents and
commuters. The city and transport planners chose not to subject their
community to the diktat of increasing motor traffic, beginning instead
in the 1970s to revive bicycle transport and promote it consistently.
The “Long-term Bicycle Plan 2012–2016” makes clear the bicycle’s
huge importance for Amsterdam: “Compared to other modes of
transport, investing in the bicycle infrastructure yields the most impact
per euro. This upholds and strengthens Amsterdam’s status as the
world’s bicycle capital. That is not a goal in itself, but a great way to
ensure that Amsterdam remains appealing, sustainable, healthy and
accessible.”

Change of perspective needed
Another bicycle-friendly city is Copenhagen, the Danish capital, which
also assumed a pioneering role since the 1970s. The cycle-blogger
Mikael Colville-Andersen regularly publishes a ranking of the world’s
20 most bicycle-friendly cities – and Amsterdam and Copenhagen
have always topped the list to date. The consultant, who is in demand
worldwide, is campaigning for a change of perspective. The question,
he argues, is not how many cars can be channelled down a city street,
but how many people can be moved along it. He therefore makes the
following call: “Copy the solutions from Amsterdam and Copenhagen!
Why reinvent the wheel?”
Michael Adler, an author and editor-in-chief of “fairkehr” magazine, considers this argument conclusive: “Both cities have formulated
targets for climate change and quality of life that are to be achieved
through the promotion of cycling, among other measures. Between
20 and 30 euros per capita and year are being invested in bicycle
transport here. Most German cities manage only 2 to 3 euros, or at
very most perhaps 10 euros.” Nevertheless: “In car-loving Germany,
the trend started to reverse in the 1990s, and a lot has happened in
Paris, London and New York in recent years”, observes Adler, who is
also the Managing Director of tippingpoints, an agency for sustainable
communication in Bonn. This is due not least to one of the pioneers of
the bicycle-compatible city: Jan Gehl, an architect and urban planner
from Copenhagen. In his bestseller, “Cities for People”, in response
to the question of what makes a city worth living in, he gives the
simple reply: “Its human dimension”. So who does the space in the
city belong to? And how has the Danish capital become a model for
soft mobility?
Just like many cities elsewhere, Copenhagen had relegated its
lively streets to motorways and misused its inner-city squares as car
parks. Gehl convinced the Copenhagen City Council that a city should
move at the pace of its pedestrians and its squares should go back
to being a meeting-place for people, ensuring that a proportion of
the city centre was returned to the pedestrians and cyclists. When the
first streets were closed to car traffic, there was strong opposition –
especially from shopkeepers. “Even if the retailers are reluctant to 3

More than 800 kilometres of cycle paths and lanes run through Amsterdam (above). The bicycle is the best mode
of transport for residents and visitors to the canal city, allowing them to move around at a good clip. A parking space
for a car can be used by up to ten bicycles (below). The Car Bike Port’s shape illustrates this in a very humorous way.
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The award-winning Webb Bridge for cyclists and
pedestrians was modelled on a Koori eel trap.
Some 110 metres long, it spans the Yarra River in
Melbourne, Australia – connecting residential areas
with the heart of the Docklands.
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50%

of all journeys taken by car
are shorter than 5 kilometres.

Up to 600 metres

This is the distance that pedestrians are faster than cars. Cyclists
are faster than cars up to a distance of 6 kilometres.

believe it,” says Adler, confirming the positive experience in Denmark,
“cycling boosts sales.” He adds that people preferred to spend
time in an area with less traffic, where they could relax and focus on
what was on offer. A pedestrian or cyclist buys less, but more often,
and this revives the retail location, Adler argues. Wherever there were
fewer cars parking and driving around, Copenhagen heaved a tangible
sigh of relief. One reclaimed site in an attractive waterfront location
is Nyhavn (New Harbour). Once a vast, unappealing car park, it is
now popular among tourists and locals out for a drink. “Build cities
for people and you solve all your problems”, Gehl’s words, are
something the experts like to quote. Copenhagen’s city centre now
attracts four times as many visitors as in its car-friendly past, confirms
the travel magazine “GEO Special” in its edition devoted to
Copenhagen.

Photos: mauritius images/Alamy

Bicycle culture – an export hit
Today, the Danish city presents an unconventional and innovative
face: cyclists will find convenient footrests awaiting them at traffic
lights, rubbish bins that are slanted in the direction of travel for
throwing away rubbish without getting off your bicycle, and taxis
are fitted with bike racks as a matter of course. The consistent,
continuous and, since 1993, also very systematic promotion of
cycling has given rise to several hundred kilometres of cycling routes
while substantially reducing automobile traffic. Every day well
over a million kilometres are covered by bicycle here, reducing car
journeys accordingly. Busy cycle routes have already been converted
into what are known as green waves. Copenhagen plans to increase
the cyclists’ share of the total transport volume from around 31
percent at present to 50 percent – including commuters. The new
bicycle superhighways, such as the one between Copenhagen and
the suburb of Albertslund, are a step in this direction.
Denmark’s bicycle culture has been successfully exported all
around the world. The word “copenhagenise” was even coined to
describe the redesign of cities based on the Danish model. In 2007,
urban planner Gehl was commissioned by New York City to reorganise
some roads for the benefit of pedestrians and cyclists. This resulted
in the launch of an ambitious cycling promotion programme, the
building of many kilometres of new cycle routes, the introduction of
traffic-calming measures in Times Square and a bike-sharing system,
and the publication of a city map for cyclists.
The British have also been inspired by Copenhagen and have
hugely expanded the London cycling network in recent years. The
Barclays Cycle Superhighways, for example, which are bicycle routes
running from outer London into and across central London, are praised
as being the quickest way to get to work. Just as in Paris and other

European cities, London naturally has its own bicycles for hire – which
have been dubbed Boris bikes after the mayor Boris Johnson, who
launched the scheme. “Without unconditional political will, the modal
split, meaning the distribution of transport volume across the different
transport modes, cannot change in favour of bicycle transport”, says
cycling expert Michael Adler. Committed politicians are needed, he
continues, such as Bertrand Delanoë, who was mayor of Paris from
2001 to 2014. Delanoë set the target of minimising car traffic in the
French capital to 40 percent by 2020. It was he who managed to
banish cars from certain Paris streets on Sundays and expand the
network of cycling routes. And what is the situation in Germany?
“For young people in Germany’s major cities car ownership has
long ceased to be of crucial importance”, says Mario Bäumer. The
research fellow at the Hamburg Museum of Work provided support
for the special exhibition entitled “The bicycle, culture, technology
and mobility”. In German cycling strongholds, such as Münster and
Oldenburg, bicycles account for a sizeable 40 percent of the modal
split, and Bremen and Freiburg are also notable cycling cities, he
points out. In the Düsseldorf Seestern business district, the eponymous
location initiative is planning to provide service bicycles, e-bikes and
free-of-charge changing rooms and shower facilities in an effort to
promote cycling there.
The self-styled “Radlhauptstadt München” (“Cycling Capital
Munich”), reports Bäumer, of the Museum of Work, already
manages a million-euro budget aimed at convincing its residents of
the benefits of two-wheeled mobility. In the city on the Isar River the
bicycle’s share of total transport volume has increased by 5 percent
to 18 percent within a year, he adds. Anyone seeking directions to
Munich’s Allianz Arena on the internet, for example, is naturally also
shown a cycling route.
So when trendwatcher Mathias Haas postulates: “Cars in the
city centre are out”, he is still describing a future vision, but one
that may become reality in more and more cities soon. Before that,
however, there is still plenty to be done: public transport must run
more frequently, the range of car- and bike-sharing schemes must
be expanded and an infrastructure created which makes cycling
a tempting option for more people. These measures could reduce the
share of car traffic to just 10 to 20 percent by 2040, predicts Michael
Adler in his book “Generation Rent-a-Car”. This is a highly attractive
vision, Adler believes: “Just step outside and imagine what it would be
like. Mobility in the city is quiet, safe, climate-friendly, resource-saving
and healthy.”
•
Video: how Copenhagen, the European Green Capital
2014, promotes cycling in urban areas
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Is it really a building?
Architecture sometimes takes unusual shapes, and looks like something else in
giant form. Intriguing examples from around the world. By Elke Hildebrandt

Transparent trunk
The Maximilianpark in Hamm, Germany,
boasts the world’s largest “Dumbo”. It is
visible as the town’s landmark for miles
around. The artist Horst Rellecke created
the walk-in sculpture fom a disused industrial
building belonging to the former Maximilian
coal mine.

Flowery construction

Office in a picnic basket

Located in the heart of Wujin, the fast-growing
southern district of Changzhou in China, the
Lotus Building has blossomed in the middle
of a lake. The landmark structure designed by
the Australian architectural firm studio505
is seen as an inspiring workplace set in a
3.5-hectare park.

The world’s biggest picnic basket was intended
to boost demand for handcrafted baskets.
In Newark, in the US state of Ohio, the idea
came to life as a seven-storey office building,
which has served as the headquarters of the
Longaberger Company since 1997.

Fishy office building
The office complex of the National Fisheries
Development Board, located near the Indian
city of Hyderabad, lives up to its name. The
Board netted a giganti specimen with this fourstorey edifice in 2012.

Hotel with sharp teeth

Resonating bodies

In Australia’s Northern Territory the Kakadu
Crocodile waits hungrily for overnight
guests. The luxury hotel is modelled on what
is probably Kakadu National Park’s most
well‑known inhabitant.

The Piano Violin House in the Chinese city
of Huainan is shaped like an oversized grand
piano, which you enter through a transparent
violin. Chinese students of architectural design
created it to a scale of 50:1.
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ACQUISITIONS

Target Building,
Minneapolis
Union Investment acquired
the 50 South 10th Street
building with LEED Gold
certification for the UniImmo:
Europa open-ended retail
fund in September 2014. The
anchor tenant of the building
situated in the business
centre of Minneapolis is the
Target retail chain. Union
Investment is using the
purchase to expand its real
estate holdings in secondary
US markets.

Space2move,
Vienna
With this office complex
Union Investment has
secured a newbuild property that is already fully
let and boasts LEED Gold
pre-certification. The purchase price of the ensemble
comprising three buildings
with just over 51,000
square metres of rental
space is around €185 million.
The property will be added
to the portfolio of the
UniImmo: Europa fund.

Century,
Stuttgart

Photos: Holger Klaes photo archive, mauritius images/Alamy (3),
Corbis, Studio 505/John Gollings, RPHI, Union Investment (2)

Union Investment acquired
this historical building
in the centre of BadenWürttemberg’s state capital
in October 2014. Thanks to
a comprehensive facelift
and structural extension,
the 100-percent-let building
achieves the standards of a
newbuild. The property will
be added to the portfolio of
the UniImmo: Deutschland
open-ended retail real
estate fund.

+++ The next edition of places & spaces will be available in September 2015 +++
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Effective diversification requires
hotel expertise.
Sharing the rewards of investment excellence.
For international hotel operators, a presence in Paris is essential. Union Investment found the ideal
site for the newest hotel of Spanish company Meliá Hotels International in the La Défense district,
in a stand-out location between the Arc de Triomphe and the Grand Arche. In spring 2015, Meliá
will be opening their largest Parisian hotel here with 369 rooms. As with all of our 40 European
hotel investments, this spectacular four-star flagship hotel is the result of meticulous planning –
and a trust-based relationship between long-standing partners. It’s an approach that turns
prime addresses into excellent opportunities for our investors.
Find out more at http://www.marking-milestones-together.com

