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C O M M E N TA RY

The catalysts for regeneration
by Bill Kistler, president of the Urban Land Institute (ULI) Europe (bkistler@uli.org)
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Sign of the times:
London's new
skyline in a photo
montage. Due to the
huge demand for
office space, planning officials in the
capital gave the
green light for the
building of several
new towers in the
financial district.
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Breakthrough
in the City
London’s last taboo has been broken. Planning permission for skyscrapers in the
historical centre was refused for decades, but the overwhelming demand for office
space has forced the city into a U-turn. Nowhere is this radical new policy reflected
more than in the cluster of skyscrapers emerging in the financial district, crowned

DIFA/Simulation

by Bishopsgate Tower, set to be one of the tallest buildings in Europe

The success of star architect Norman Foster's
"Gherkin" (far right) effectively ended the ban on
skyscrapers in central London. To the left, DIFA is
planning to build the Bishopsgate Tower. Designed
by leading US architect Lee Polisano, the tower is
set to rise 288 metres, creating a new focus in the
financial district, and adding an architectural high-

Photo: DIFA/Simulation

light to London's skyline.
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It seems that even Prince Charles is in agreement. The
fact that the prince, who is known to care deeply about architecture, hasn’t objected to the high-flying plans of London’s top-ranking city planner Peter Wynne Rees, is being viewed by Rees as a
success. As City Planning Officer of the Corporation of London,
which owns a third of Britain’s financial centre, Rees is the driving force behind the new skyscraper boom. In conjunction with
Mayor Ken Livingstone, he has succeeded in bringing about an
out-and-out revolution in the architectural history of a city that is
distinctly proud of its heritage. The group of 15 gigantic towers
due to be built in the historical city centre by 2020 will have the
biggest impact on the city’s appearance since the completion of
St Paul’s Cathedral some 300 years ago.
The victory of the skyscrapers’ champions is even more astonishing bearing in mind the fact that just a decade ago, the prospect
of a skyscraper being built in central London seemed inconceivable.
At that time, the traditionally conservative city planners teamed up
with the heritage authorities to oppose the construction of highrise schemes. Another obstacle was posed by St Paul’s Strategic
Views, under which corridors of up to 20 km in length emanating
from the cathedral were to be kept free, so that no building could
obscure the view of London’s most famous dome.
The most dramatic sight of the new skyline will be afforded
by Waterloo Bridge looking towards the City. Dominated by the
glass elegance of Bishopsgate Tower spiralling up to a height of
288 metres (944 feet), a constellation of office buildings reaching
for the sky and heralding the city’s dynamic future will emerge on
an area measuring just one square mile. At the other end of the
scale, London’s great history will continue to be represented by
Christopher Wren’s St Paul’s Cathedral – a true London landmark
on the north bank of the Thames.
“Cheese-grater,“ “shard of glass” and “walkie-talkie” are
just some of the nicknames invented by the people of London
for the planned skyscrapers – and should be taken as a compliment. Londoners clearly appreciate that this is architectural haute
couture, not off-the-peg construction. Renzo Piano, Richard Rog-

ers, Norman Foster, Nicholas Grimshaw, Lee Polisano: the names
of the architects involved working on behalf of blue chips such
as Minerva, Heron, British Land and DIFA read like a who’s who
of global architecture. Asked to explain this sudden volte-face by
the Corporation of London, Peter Wynne Rees replies that new
developments were turned down for so long out of trepidation
that they would be just as bad as the ugly post-war buildings. In
his opinion, the skyscraper critics were deflated by the graceful
elegance of Bishopsgate Tower. Mayor Livingstone is also full of
praise, claiming its dazzling architecture and first-rate urban design will make it a new London landmark.

SKYSCRAPERS AS AN ENHANCEMENT
It was celebrity architect Norman Foster who most recently
showed Londoners that skyscrapers can also be elegant and enhance the cityscape. Following a planning phase lasting a few years
during which the architect literally had to return to the drawing
board again and again, 30 St Mary Axe – a 40-storey shimmering
green building commissioned by the Swiss Re re-insurers – was finally completed two years ago. This striking building dubbed “the
Gherkin“ by Londoners has been showered with awards – and also
become a veritable tourist attraction. The building’s success put
an end to the ban on skyscrapers in London. Even the powerful
government preservation society English Heritage, previously extremely critical of tall buildings, gave the green light to additional
high-rise office space.
“The Swiss Re Building is undeniable proof that office skyscrapers are not merely possible here, but are a genuine enhancement,”
said Frank Billand, board member of Hamburg-based capital investment company DIFA Deutsche Immobilien Fonds AG, which currently
manages real estate assets in London totalling about £650 million.
DIFA, the Union Investment Group’s property arm, had been trying to
build a skyscraper in London’s financial district since the mid-1990s,
said Cyril Huebner, DIFA project manager at Bishopsgate Tower. “We
bought a plot on the adjacent site to the south, Bishopsgate 6–8,
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but weren’t allowed to build a skyscraper there because it would
have spoiled the view of St Paul’s,” he said.
The land originally intended for the project was recently sold
for £108 million to the Canadian Jesta Group. Bishopsgate Tower is now being built on neighbouring site Crosby Court, bought
specially for the purpose by DIFA. According to Billand, the new
development will quadruple the usable floor space from currently
20,000 to some 80,000 square metres. This higher usage will boost
the value of DIFA-Fonds Nr.1 thanks to construction taking place
on three plots owned by the open-ended real estate investment
fund. “Bishopsgate Tower offers us a unique opportunity to develop an office building of outstanding quality at the heart of the
most important financial centre in Europe at a virtually ideal time
in market terms – and hence to increase the value of our London
portfolio,” said Billand, who is currently seeking co-investors for
the project. Assuming everything goes to plan, construction work
could start in mid-2007. The building will be wrapped in an elegant
glass façade like a huge shawl – the tower’s trademark. With the
bottom three floors housing retail outlets, the design by architects
Kohn Pedersen Fox (see interview) also includes spaces, such as a
restaurant, open to the public on the top floors.

Photo: DIFA/Simulation

A D D I N G TO L O N D O N ' S O F F I C E S PA C E
Foster’s Gherkin was crucial in paving the way for the highrise boom in the City of London. “If we fail to meet investors’ needs in the City, they’ll desert us for Canary Wharf, and
sooner or later the heart of London will grind to a halt,” said
Rees. In the 1980s, American investors were scared off by the
restrictions in force in the Square Mile and moved down the
Thames to the Docklands, where they were able to build just
the sort of high-rise business development they had in mind:
Canary Wharf.
The Corporation of London’s opposition to skyscrapers was
reversed by the arrival of Rees, who grasped just how serious
the situation facing the City of London was. “We simply don’t
have enough office space anymore to satisfy demand,” he said.
“Every 10 years, office space in the City expands by about a million square metres.” London is the second-biggest office market in Europe after Paris with office space totalling 28 million
square metres – including 18.9 million in central London.
London’s main powerhouse as far as jobs are concerned is
the financial services industry, with almost half a million people
employed by the sector in the greater London area. Rees cites
predictions of 100,000 new jobs in this sector by 2020. By that
time, according to Ken Livingstone’s ambitious plan, London is
to be the world’s leading financial centre. Meanwhile, the City is
expanding. Bankers are no longer confined to the Square Mile.
Hedge funds, the city’s modern financial professionals, have set
up shop in the West End. Canary Wharf is proving increasingly
attractive to the modern financial world, too, with numerous
American investment banks and even the London Financial Services Authority employing some 80,000 people there. A further
320,000 employees are working in the city centre.

M A R K E T & I N D U S T RY
This is confirmed in the most recent figures published by property consultants Cushman & Wakefield, according to which about
437,700 square metres of office space were let during the first six
months of 2006. About 39 percent of this amount was accounted
for by the financial services industry, making it the main driving
force on the market. The volume of office space let was up by
40 percent compared to the first six months of 2005, despite the
constantly dwindling supply. According to Cushman & Wakefield,
vacancies in the City and Docklands were just 8.3 percent – the
lowest level since 2002. And this trend looks set to continue, with
international property services company Savills already forecasting
vacancies to dip below 6 percent by 2009.
Nigel Almond, Senior Researcher at Jones Lang LaSalle, also
confirmed that the investment market in London is booming. “Improvements to the owners’ market, higher rents, higher demand
and lower vacancies have built up investors’ interest in office space
in central London and triggered a downward pressure on returns,”
Almond said. In the first half of 2006, investment totalled £8.1
billion, more than £1.3 billion higher than in the same period last
year. “This demand has pushed down returns on both the primary
and secondary market since 2004,” he added. Given the expected
high increase in rent and positive market dynamics over the coming years, he explains, the level of primary returns appears stable.
The figures also clarify why London’s planners wave aside requests
from English Heritage not to make the skyscrapers quite so tall.
Peter Wynne Rees’s key words are density and height.
“There’s simply nowhere else on the ground where we can
build to cater to this enormous demand,” Rees said. “We have to
build upwards.” Rees believes that clusters of office towers such
as that taking shape in the financial district have the advantage
that those working there will profit from creative synergy thanks
to the surrounding neighbourhood and the resulting good intercommunication. “Only a company’s best-trained and best-paid
staff will work there,” said Rees, who envisages something like a
think tank of the global financial sector emerging within the group
of skyscrapers. One advantage of the tower grouping is the public
transport system in the City of London, where as much as a fifth
of Britain’s GNP is earned. Just 8,000 people live in the Square
Mile – but 330,000 work there daily. Around 100 million people
use Liverpool Street Station in the north of the financial district
every year – that’s more than Heathrow Airport’s annual passenger turnover! By contrast, the number of commuters who drive
to work has plummeted since the introduction of the congestion
charge three years ago.

REBIRTH OF THE SKYSCRAPER
In fact, skyscrapers seem to be undergoing a worldwide renaissance, despite the Sept.11, 2001 terrorist attacks in the US.
“Because we’ve been forced to focus on skyscrapers’ security
requirements above all else, we architects have learned to build
the safest high-rise buildings in the world,” said Lee Polisano of
Kohn Pedersen Fox, and mastermind behind Bishopsgate Tower.
A study by Savills reveals that high-rise offices have fewer vacan-

The hallmark of the
Bishopsgate Tower
will be its elegant
glass facade, wrapping around the building like a huge shawl.
The building's
entrance (below) will
be on a scale previously unseen in London. A large pedestrian passage will link
the premier financial
address Bishopsgate
with Crosby Square

Photos: DIFA/Simulation (3)

and its inviting cafes.
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cies and charge higher rents than smaller office blocks. In recent
years, rent prices for skyscrapers in top locations have been on
average 17 percent higher than prices charged in normal-sized
buildings. The experts at Savills forecast that in 2010, annual rent
for the skyscrapers currently being built in the City of London will
be upwards of £70 per square foot annually. This corresponds to
about 1,110 euros per square metre per year, or a monthly price
of 93 euros per square metre.
London’s construction boom is by no means limited to the city
centre. Canary Wharf – built under the government of Margaret
Thatcher in the 1980s and badly shaken by the crisis in the New
Economy in the mid-1990s – is experiencing a renaissance. Here,
too, skyscrapers are in the pipeline for a new banking district.
And following the Tate Modern and Globe Theatre, other major
projects are also being planned on the other side of the Thames
in south London.
Another skyscraper is being built next to London Bridge Station
on the South Bank – London Bridge Tower, popularly known as
the “Shard of Glass.“ Designed by Italian architect Renzo Piano,
its planned 66 storeys and height of 306 metres (1,004 feet) will
eclipse even Bishopsgate Tower, whose reign as the tallest build-

M A R K E T & I N D U S T RY
ing in London looks to be short-lived. Furthermore, almost 3 million square metres of office space are currently being built in north
London at King’s Cross, Eurostar’s future station, and Euston Station. All these activities are taking place against the background
of the 2012 Olympics, for which disadvantaged boroughs such
as Hackney, Newham and Waltham Forest are undergoing radical
regeneration and will be transformed into model suburbs with a
new transport system.
The dynamic development of London as a financial centre is
also good news for investors such as DIFA. Parallel to Bishopsgate
Tower, DIFA is pushing ahead with a nine-storey Class A business
development at Paddington Station in conjunction with British
project developer Morley Fund Management. The office complex
to be known as Paddington Central will contain about 149,000
square metres of office, retail and residential space once it is completed in September 2007. And further illustrating the high demand for top-quality offices in London, DIFA-Global fund’s second
project development near Bishopsgate Tower on Coleman Street
has been completely let to Legal & General, even though it is still
far from completion.
Britta Nagel is a freelance journalist in Hamburg

“A city is a dynamic entity”
Places & spaces spoke with Bishopsgate Tower architect Lee Polisano of American architecture firm Kohn Pederson Fox Associates (KPF)
about London’s new skyline, the increasing demand for skyscrapers, and what advantages they offer
Places & spaces: Aren't skyscrapers much more expensive
than smaller buildings with regard
to the consumption of energy and
materials?
Polisano: On the contrary, building multi-storeys is a much more
intelligent use of the scarce land
available. It is becoming ever rarer
and more expensive in London. As
for energy consumption, the
Bishopsgate Tower is truly
eco-friendly thanks to its “snakeskin” of many overlapping scalelike glass plates which naturally
ventilate the rooms inside.
Places & spaces: Would a skyscraper then be a suitable choice
for any location?
Polisano: Not at all. We would
never place a single high-rise in
an area dominated by smaller
buildings as it would appear
intimidating and disproportionate. During planning, one must
take the surrounding area into
consideration. We also don’t believe in building skyscrapers pure-

ly for prestige, as has happened in
some Third World countries.
Places & spaces: How would
you respond to critics who accuse
you of changing London’s historic
skyline?
Polisano: London has been a
global trade centre since its colonization by the Romans. In order
to remain that way, the city must
move with the times. These days,
a financial centre typically has a
high density of buildings, so that
the city can remain competitive
in the future. Incidentally, I hold
Christopher Wren’s wonderful St
Paul's Cathedral in high regard.
For me, it’s important to stress
that in the planning stage, we
strictly adhered to the “protected
views” rules. But a city is a dynamic entity, and its appearance
is subject to change.
If it were never to change, it
would run the risk of becoming a
museum.
Interview by Britta Nagel.

Photo: KPF

Places & spaces: For 30 years
now, your firm has specialised in
building skyscrapers around the
world; work which is currently in
high demand. What are the
reasons behind this?
Lee Polisano: There is a global
trend towards urbanisation and
the expansion of megacities.
In the next 10 to 15 years, 65 percent of people will be living in
large cities. Particularly in Asia, attempts have been made to
relocate ever more people from the
countryside to cities. This development means that some large cities
such as New York, Hong Kong and
London will become more significant than the countries they are in.
London currently has a higher GDP
than Switzerland or Saudi Arabia.
These megacities will become global centres and compete with each
other – for people, for economic
power and for prestige. In order
to attract a highly-qualified workforce, the environment and the
architecture that surrounds them
must also be first class.

New York architect Lee A.
Polisano is the president of
the London office of Kohn
Pedersen Fox Associates (KPF).
Among his best-known buildings are the World Trade
Center in Amsterdam and the
Museum for Architecture and
Design (Athenaeum) in
Chicago.
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Tequila
Sunrise
Mexico has developed almost
unnoticed into an especially
attractive investment market

The Mexican stock exchange
in Mexico City: In 2003,
the country lay the foundations for a new REITs market.

Globalisation spares nothing, not even commercial
property markets. According to a study by Jones Lang LaSalle,
the sustained interest in office buildings, shopping centres and
hotel developments has resulted in rising prices worldwide – and
caused rent earnings to fall through the floor. As a result, returns
have been experiencing a new wave of convergence, reaching
across sectors and geographical borders. Experts are now talking
of core property markets in Europe and North America merging
to form a joint sector. As a result, investment fund managers are
seeking promising capital markets off the beaten track in order
to boost the performance of their portfolios – and rightly so, because this is where real estate markets are currently enjoying especially high growth.
In Latin America, Mexico has developed into a particularly
attractive investment market. During outgoing President Vicente
Fox’s administration, Mexico’s economic growth was buoyed by
high oil exports coupled with an upturn in the automotive sector and other manufacturing industries. Experts are predicting
that this will continue under new President Felipe Calderón’s
administration. Growing domestic demand has also had a positive impact – and Mexico continues to enjoy solid growth, with
its GDP forecast to rise by 3.5 per cent in both 2006 and 2007.
“In the short term, Mexico looks pretty good,” said Deutsche
Bank analyst Markus Jäger. “It has a disciplined fiscal policy, the
deficit looks stable, the total of government debt is quite low,
and the currency is also quite stable. If you’re a portfolio investor, you want to be in Mexico.”

STRONG FOREIGN INVESTMENT
Some experts are critical, though, of Mexico’s dependency on
the North American economy. “As far as Mexico is concerned, it’s
not the current political clashes which are the problem but rather its dependence on the US economy,” explained Frank Ehrich,
senior portfolio manager and emerging markets specialist at Union Investment. But with growth in the USA this year predicted to
be 3.5 percent and dropping to 2.4 percent in 2007, Ehrich expects the situation in Mexico to remain positive and says the eco-

nomic collapse seen at the beginning of the decade is unlikely
to be repeated. Ehrich mainly attributes this stability to Mexico’s
integration within the North American Free Trade Agreement.
“The neighbouring USA accounts for 90 percent of Mexico’s
exports and 75 percent of imports,” he said.
Growth in Mexico is being stimulated by major investments
from multinational corporations geared strongly to exports, particularly the automotive industry. According to the United Nations, in 2005 the level of foreign investment in Mexico reached
$17.8 billion – more than anywhere else in Latin America and
the third-highest amount worldwide. Over 25,700 foreign companies maintain subsidiaries in Mexico. Although the majority of
direct investment comes from the USA, Mexico is increasingly attracting investment from Europe and, recently, also from Japan.
Then again, analysts such as Jäger believe that Felipe Calderón’s
narrow margin of victory in July’s election could well diminish
the pace of reform in Mexico, reducing its economic competitiveness. “No one is saying that Mexico will suffer a severe crisis,
but its competitiveness could erode if there is lack of progress
on certain reforms,” said Jäger. “If Mexico wants to maintain its
current level of foreign direct investment, it’s essential that it implement reforms to upgrade things like infrastructure, technology and education. If reforms don’t take place, then the growth
rate likely won’t exceed 3 percent in future.”
Given its solid economic background however, Mexico is
becoming increasingly attractive to international property investors. Whereas previously it was mainly NAFTA members the
USA and Canada as well as Mexico’s former colonial ruler, Spain,
who were active in this respect, more and more investors from
other EU states are now coming to appreciate the benefits of
Mexican real estate.
Previously, Latin America was something of an unknown
quantity for European property investors. “The Mexican real
estate market still has a high share of owner-occupiers,” said
Reinhard Kutscher, a board member at DIFA Deutsche Immobilien Fonds AG. Since until recently, borrowing capital to fund
investments was complicated and expensive, only a handful
of property was held individually or built as an investment

Mexico's economy is benefiting from a solid basis for future growth
Growing economy
Ciudad Juárez
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product. In 2005, DIFA became the first German property investor to
enter Mexico, when this property arm of Union Investment
purchased a 30 percent shareholding in the prestigious 55storey high-rise office building Torre Mayor in Mexico City for
its open-ended real estate fund DIFA-Global.
DIFA has been expanding in Mexico ever since. In early May
2006, DIFA’s asset managers spent $139 million on a portfolio of
four completely let office blocks in Mexico City’s central business
district, Lomas de Chapultepec, as well as the established Santa
Fé market for DIFA-GRUND and DIFA-Global. Built in the second
half of the 1990s, the office high-rises have a total useable floor
space of 60,000 square metres. Fitted to very high standards,
the offices harbour high potential for rent increases. Owing to
Mexico’s close ties to the US economy, rents for these top-quality
developments are in dollars, and investments can also be made
in US dollars. “This means there’s no currency risk – and no expensive currency hedging for the Mexican peso,” explained Kutscher, adding that the office market’s attractiveness is enhanced
by modern tenancy law and leases usually being signed for between three and six years.

BOOMING PROPERTY MARKET
Another key aspect is the high market penetration in Mexico.
“In Mexico we make use of the expertise of local partners who
have the necessary knowledge of the market and can ensure our
investments are sustainable. After all, buying a property in Latin
America is only one part of the story. You’ve then got to make
sure you’ve got an expert local player managing it properly, finding tenants and looking after them,” said Kutscher.
DIFA’s involvement in Mexico is supported not just by the
favourable macroeconomic situation but also a string of positive developments on the property market. “Mexico continues
to be a popular destination for foreign and local investment
for new real estate development,” declared the financial experts from CB Richard Ellis (CBRE) in their first quarterly report
in 2006 on the Mexican market. “On a global scale of real es-

tate investment, Mexico enjoys stability and high yields in almost all real estate sectors.”
In 2003, the Mexican government amended its tax laws, paving
the way for commencement of a US-style REIT market – a move
that experts say is encouraging activity in Mexico’s rapidly maturing
real estate investment sector. The Mexican stock exchange, Bolsa
Mexicana de Valores (BMV) has been actively involved in drafting
the regulations such as funding and capital structure rules, to facilitate a REIT market. And though a REIT structuring has yet to
emerge on the BMV, “at least three office REITs are being processed,” according to Mauricio Monroy, a partner in advisory firm
Deloitte & Touche’s Baja California office.
Among the property markets in Mexico, the capital Mexico City
is clearly far ahead. With a population of 22 million, the city’s total
office space of some 10 million square metres (about 30 percent of
which is in modern developments) makes it the largest and most
important real estate market in Latin America. Office rents have
grown on average by 7 percent annually since 2000. Between the
end of 2004 and mid-2006, vacancies for top-quality office space
more than halved, dropping from 20 to 9.6 per cent – the lowest
figure for more than five years. The experts from CBRE expect another 150,000 square metres of exclusive office space to be completed by the end of 2007, much of which has already been let.
Average Class A lease rates increased going into 2005 and have
remained stable at roughly $24 per square metre.

INDUSTRIAL MARKET NEAR US BORDER
In second place on the Mexican property market is Monterrey, which has total office space of about 900,000 square metres.
The city is the industrial centre of Mexico and has a population
of 3.5 million. The capital of the state of Nuevo Leon, Monterrey is located in the north-east of the country and is about two
hours’ drive from the US border. It’s also regarded as the most
prosperous city in Mexico. Monthly rents of up to $22 per square
metre can be charged there, and the level of vacancies dropped
from 23 percent in 2001 to 13 percent by the end of 2005. In

Mexico City is the largest, most important property market in Latin America
Office market in Mexico City
Figures for Class A and Class A+ office space in selected sub-markets
Leaseable area (total)
in m2

Average office rents
in US-Dollars/m2/month

Vacancy rate
in %

1

Bosques

257,000

9.0

24.0

2

Insurgentes

305,000

4.0

22.0

3

Lomas Palmas

461,000

15.0

25.0

4

Periférico Sur

341,000

9.0

23.0

3

5

6

1
7

5

Polanco

327,000

2.0

22.0

6

Reforma Centro

273,000

7.0

25.0

7

Santa Fé

732,000

11.0

23.0

2,827,000

9.6

24.0

2
4

total*

* incl. Interlomas, Lomas Altas and Centro Historico

Source: CBRE, 1st quarter 2006, as of July 2006

5 km

Photos: DIFA (3); Stern/Picture Press/Volker Hinz

Sub-market

2005, DIFA purchased the Tamayo 100 office building for its
open-ended real estate fund DIFA-Global for 22 million euros.
Other international property investors represented in Monterrey
include GE Capital, ING and Calpers.
The financial specialists from property consultants Jones Lang
LaSalle report high demand for commercial and industrial property along the US border as well as at other, strategically important
transport junctions in central Mexico. Owing to its proximity to the
US, Mexico enjoys special status among the emerging markets in
Latin America. “Apart from low labour costs similar to those in,
say, Asia, Mexico also has a clear political advantage in trading with
the USA,” confirmed Frank Ehrich of Union Investment.

F U R T H E R E X PA N S I O N I N F U T U R E
These are all very good reasons for DIFA to continue charting
its course of expansion in Mexico. “Due to the positive experiences we’ve had in Mexico and the prospect of strong economic
growth in the future, we’re looking into further expansion of our
portfolio in very good office locations,” said Kutscher. Investment
is to be focused on high-quality, fully-let office buildings meeting the standards of international corporations. A prime example is Reforma 265 – an office block next door to the Mexican
stock exchange in Mexico City, which was bought in September
by DIFA for the DIFA-Global fund.
Deanne Corbett, Nikolaus von Raggamby

Mexico between the traditional and the modern: DIFA was the first
German capital investment company to enter Mexico, buying a 30
percent share in the prestigious Torre Mayor office building in
Mexico City (top left) for one of its open-ended real estate funds.
In 2005, DIFA expanded its presence, buying the Tamayo 100 complex (top right) in Monterrey, and further investments followed.
The company's latest acquisition is the Reforma 265 office block
(bottom left), situated in Mexico City's central business district.
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Quality of life: The Aker Brygge (top) in Oslo is the Nordic forerunner of urban revitalisation, and stands out due to its excellent mixture of old and
new buildings. The Stockholm district of Hammarby Sjöstadt (below) has made a name for itself because of its exemplary ecological concept which

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

includes the provision of energy and water from environmentally-friendly and sustainable sources.
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Cities in Flux
Demographic changes are making shrinking cities a problem throughout Europe. But
at the same time, people all over the world are flocking to wealthy urban centres

For once, this year’s International Architecture Exhibition at the Venice Biennale (September 10 – November 19)
won’t be focusing solely on architecture. Instead, it will be addressing the city, or to be more precise “Cities. Architecture and
Society.” And with good reason, says the director of Biennale
Architecture, London-based architect and city planner Richard
Burdett. “More than half the world’s population lives in cities,
while just a century ago only 10 percent of the planet’s inhabitants dwelled in urban areas,” said Burdett.
This development is continuing unabated. Demographers
estimate that during the course of the still young 21st century – the first genuine “urban era” – three-quarters of people
will be living in cities. Today’s cities, especially in the rapidly
growing countries of Asia, Africa and South America, will be
tomorrow’s megacities, each home to a population of more
than 20 million.
At the same time, researchers are predicting the reverse scenario for Western Europe. “Many cities in Europe are shrinking
and will have to redefine themselves if they are to meet the requirements of the post-industrial age,” said Burdett. Getting to
the heart of the matter, the head of Munich’s planning department, Professor Christiane Thalgott, said: “We are becoming
fewer, older and more colourful.”

Industrial wasteland: Be it mining or steel, the chemical
industry or shipbuilding, the decline of the Old Economy has
inflicted deep wounds on Europe’s cities. After all, whenever
industrial plants close down or are relocated, huge transport
systems become superfluous. Freight depots and ports, often
fairly close to the city centre, are left to rot. Planning and financing their redevelopment is a Herculean task.
Suburbanisation and segregation: “High-earning Germans and young families are moving away from cities into the
suburbs, while those on low incomes, the unemployed, foreigners and the elderly are left behind,” observed Volker Eichener,
scientific director of the InWIS Institute of Housing, Real Estate
Economics, Urban and Regional Development. Whereas the suburbs are prospering, city centres are falling into a downward
spiral of dwindling tax revenue and rising public spending. This
trend can’t be balanced out by the increasing attractiveness
of urban living observed in the past few years in all European
cities, even if singles, childless couples and well-off older inhabitants plan on remaining in cities. If the vitality of European cities

INNER-CITY DECLINE
Demographic change, the shift from the industrial to the
service sector, an increasingly pluralistic society, and the widening gap between rich and poor are all alarmingly evident in
our cities. Inner-city decay, industrial wasteland, suburbanisation and segregation are just some of the buzzwords dominating the debate led by city planners and architects.
Inner cities: With urban functions such as shopping and
leisure activities having long been relocated outside core areas,
city centres are being bled dry. Shopping centres are attracting customers away from the high street, people are flocking
to modern leisure centres and sports clubs on the outskirts
of town, while city-centre cinemas are empty because people
can watch the latest Hollywood epic on DVD in the comfort of
their own homes.

"THOSE WHO WANT TO ACTIVELY SHAPE THE
PROCESS OF URBAN DEVELOPMENT MUST BE
PREPARED TO THINK AHEAD, AND ALSO TO
SHOULDER THE RESPONSIBILITY“
Frank Billand, DIFA board member
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"THE QUALITY OF
EXPERIENCE IN A CITY
WILL DECIDE
WHETHER ITS INNER
CITY WILL DECAY OR
SURVIVE THE
COMPETITION WITH
URBAN ENTERTAINMENT CENTRES“
Volker Eichener,
scientific director
of the InWIS Institute

is to be retained, action must be taken by politicians, city planners – and also investors. But that’s easier said than done. After all, this means responding appropriately to irreversible processes like demographic change and also countering negative
trends such as inner-city depopulation. This challenge also has a
social dimension. “Urban development must try to compensate
for the growing differences between rich and poor as well as
young and old,” said Thalgott. One dilemma is that the partly
different interests of those involved have to be reconciled. In
other words, the desires and expectations of politicians, planners, architects and investors have to be reduced to a common denominator.
However, the towns and cities vying for residents and jobs
are usually so strapped for cash that urban development projects
can’t be achieved without private-sector support. Conversely, pressure on international institutional investors to generate higher yields is intensifying. The coffers of global investors
such as insurance companies, pension and investment funds
are bulging – and they are on the lookout all over the world
for promising property investments on behalf of their clients.
Critics may complain (with some justification) about the unholy
alliance between impoverished cities and powerful investors,
but the challenges of the future cannot be shouldered without the “new urban developers.” “There’s no doubt that the
privatisation of urban development can be observed, changing the roles of the actors,” said Thalgott. And according to
Peter Wynne Rees, City Planning Officer of the Corporation of
London and a world-renowned expert, “compromise is part of
being an urban planner.”
After all, as cities’ planning autonomy declines with their
lack of cash, the influence – not to mention responsibility – of
those able to jump into the breach grows. As attractive as it
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may seem at first sight for investors to be consulted on development master plans, “if you want to actively shape the process
of urban development, you must be prepared to think ahead
and shoulder the responsibility,” said DIFA board member Frank
Billand. “That’s why partnership with cities is an integral part
of our investment strategy.” Since 2001, the DIFA-Award has
been presented for outstanding examples of inner-city districts
and sustainable urban development in Europe. “There are no
simple recipes,” Billand added, “rather, a variety of successful
projects which could serve as an example to other cities.”

CHEMNITZ’ NEW CENTRE
Although the general development trends described above
apply to all European cities, counteracting them remains a local
task. Take the example of Chemnitz in Saxony, eastern Germany.
The regional centre, which was known as Karl-Marx-Stadt
while it was part of East Germany, has learned the hard way
what being a “centreless city” means. The historical city centre was destroyed in an air raid in the final months of World
War II in 1945, leaving a void. Reconstruction was designed
to turn Chemnitz into a model socialist city. The “new social
system” was to be given functional, architectural expression
– a policy which allowed no room for the restoration of the
old urban structures. Until the late 1980s, the city centre was
mainly used by local government. “It had nothing that communicated the city’s identity to visitors, to say nothing of its
inhabitants,” said Christian Pilz, head of the council’s planning department.
Following German reunification, the revitalisation of the
city centre became one of the priorities of urban development
– and it took a good decade. The main aims were to ensure
that existing cultural monuments, including the 13th-century
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Newcastle's Grainger Town (left) is regarded as a successful example of the revitalisation of a decaying city district that underwent
renewal without the help of state funds. The same applies to Berlin's Spandauer Vorstadt (above right). Further urban developments:
the Meritulli district in Oulu, Finland (middle, right), and the Maximilianhöfe in Munich (below).
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The Channel Hamburg (top left) and the Ceramique Area in Maastricht (top right): The former set the urban planning focus on "the other
side of the Elbe River." Although still in development, the district is already enjoying a high degree of popularity.

Within a span of just eight years, Chemnitz' new city centre (middle left) has become a remarkable example for the construction of a
city quarter, even more notable for its respectful attention to the city's unique history. In Sulzerareal in Winterthur (middle right),
the commitment and efforts of the city and its citizens is bearing fruit: A lively urban area is emerging here. In Antwerp's formerly
notorious red light district (below), the crime rate today has dwindled to almost zero. City planning measures and a mixture of public
and private investment have resulted in the stabilisation of the Schipperskwartier.
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Red Tower and St James’s Church as well as the two town halls,
were suitably integrated into planning. The town planners’
strategy worked – and the “New Centre” surrounding Chemnitz Town Hall is now a lively district. Working closely together
with investors along with well-known architects such as Helmut Jahn, Hans Kollhoff, and Ingenhoven, Overdiek & Partners,
an area has taken shape with a clear sense of urban identity
– especially since the mixture of retail, offices, restaurants and
bars, housing, leisure and culture typical of urban districts has
been achieved.
Town planners are particularly proud of Tietz, a “cultural department store.” Built in 1912, it now houses the library, adult
education centre, museum of natural history and the New Saxon
Gallery – and attracts some 6,000 visitors every day, boosting
the number of people coming to the district as a whole. It’s an
example of Eichener’s theory that “the quality of experience in
a city will decide whether its inner city will decay or survive the
competition with urban entertainment centres.”

"URBAN DEVELOPMENT MUST TRY TO COMPENSATE
FOR THE GROWING GAP BETWEEN RICH AND POOR,
YOUNG AND OLD"
Christiane Thalgott, Munich city planning officer

Photos: DIFA (11); InWIS/Dirk A. Friedrich;
SV-Bilderdienst/A. Heddergott; City of London

NORDIC EXAMPLE
The revitalisation of abandoned industrial sites – something which only joined the agenda in German cities in the
late 1980s and 1990s – was an issue that emerged in Norway’s
capital, Oslo, back in the late 1970s. It all began when the Aker
Brygge shipyard declined in importance as the production of
offshore oil rigs was increasingly relocated to the country’s west
coast. New ways of using the site were needed, and construction work for one of the area’s most important future projects
began in 1984.
The goal was to create a truly urban district including apartments, offices, restaurants, bars, cinemas and theatres. In
doing so, the planners aimed to preserve the character of
the former port through an exciting blend of stunning new
developments and refurbished shipyard buildings. Twenty years
later, their dream has been achieved: Aker Brygge has evolved
into a new centre in the inner-city. Hundreds of people now
live there, and the area has given rise to more jobs than in
its shipbuilding day. It attracts around 6 million visitors every
year, particularly in the summer. This prime example for many

cities of successful development policy is also a clear signal to
property investors. Investments can be successful in the long
term if they are part of the whole known as the city and provide a habitat for those who, in turn, will make sure the city
continues to survive long into the future.
Anne Wiktorin is a freelance journalist in Cologne.
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Looking to Europe
German investors seem to have overcome their crisis of confidence in open-ended
real estate funds. The branch is registering an influx of capital once again – mainly because
the product offers comparatively stable growth and a manageable degree of risk

DOMESTIC FUNDS HIT HARD
In the past, those funds which focused on Germany, and
which therefore showed weaker performance, were particularly
affected by capital outflows. Newer funds with an international
focus, on the other hand, recorded higher returns last year and
also achieved relatively high inflows of capital. The value appre-

ciation of funds focusing on Germany was below average owing to stagnating rental rates and high vacancy levels as well as
lower valuations. “This was because of the long-term decline on
the German property markets,” said Kutscher. “It is necessary to
clearly differentiate between the funds on offer, which is indeed
what investors have done.” DIFA, for example, has experienced
outflows primarily from its Germany-focused funds; it has seen
fewer outflows from its international products. “DIFA-Global in
particular continues to be in high demand,” said Kutscher.

TO U G H E R P R OT E C T I O N M E A S U R E S
Measured against the gratifying capital inflows over the past
few months, the crisis-management strategies adopted by the
capital investment companies and the implementation of reforms
have had surprisingly fast results. A good 10 months have passed
since, for the first time in the history of investment funds, an openended real estate fund refused to redeem its units, thereby precipitating an avalanche of withdrawals by investors. Some investors panicked, causing a total of more than 8 billion euros to be
withdrawn from real estate funds, bringing funds into a liquidity
crisis. Despite the legally mandated liquidity reserves, there was
not enough in every case to staunch the mass exodus of investors. Fund operators responded in part with support measures for
their funds; in three cases, the provision for temporary closure of
a fund was made use of. In the meantime, all the funds are operating again, no investors have lost money. Last but not least, the
branch mastered its worst crisis with a package of reforms.
Implementation of the designated reforms began on April 1.
For example, new investments in open-ended real estate funds
with values of 1 million euros or more should in future automatically have a 12 month notice requirement. At the same time,
the minimum liquidity level is to be doubled to 10 percent. Conversely, unit sales will be suspended if liquidity reaches 40 percent
of assets. Valuation experts should henceforth be appointed for a
maximum of five years. Further rotation is to be achieved through

Photo: Laif/Rea

Open-ended real estate funds have bottomed out and
are now once again on the up. According to the German Investment and Asset Management Association (BVI), at the end of August these products exhibited an average year-on-year return of
3.9 percent. At the end of December 2005, the average return
was only 3.4 percent. High vacancy rates and falling rental income in Germany had been putting pressure on the performance
of many funds since 2004. The reason cited for the recent upturn
is the strong demand displayed by international investors for European and German properties. “At the moment we can achieve
top results in sales,” said Reinhard Kutscher, a board member at
DIFA. Owing to the rising property prices, positive developments
have also been registered for existing building stocks (see interview on page 28).
At the same time, open-ended real estate funds are gaining
fresh impetus as a result of the difficult situation on the equity and
bond markets. In view of the recent losses experienced by pension
and equity funds, investors are again paying more attention to the
argument that it is best to have stable value appreciation with a
manageable degree of risk. The BVI reported that the sector saw
inflows of capital amounting to 220 million euros in June this year
and a further 83 million euros in July. In August, the sector suffered
a setback when investors withdrew around 136 million euros from
open-ended real estate funds. Nevertheless, a number of open-ended real estate funds still registered inflows, as the BVI pointed out in
its report. Overall, capital inflows have dominated in the past three
months, a development that the sector regards as a positive sign
indicating that the long-awaited turnaround has begun.
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The European Parliament in Strasbourg: According to
the German Investment and Asset Management
Association (BVI), open-ended real estate funds should
be able to have a Europe-wide focus in future.
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Special funds up in volume

the change-over of the main and auxiliary valuers according to a
two-year cycle, while the annual valuation of a property is to be
reviewed after six months. The fact that the funds have committed themselves to disclosing their key figures such as their rental
quota, the duration of current rental contracts and their market
value is evidence of their new transparency offensive.
“The sector has, of course, learned from the crisis that occurred,” explained Kutscher, adding that the "voluntarily binding" reform proposals are a step in the right direction. Nevertheless, the DIFA board member also demands support in the form
of legislation. “We need clear legal provisions regarding the 1
million euro limit, for example, with investors being required to
register their shares,” said Kutscher, adding that it should be articulated that failure to comply with the required notice period
will result in sanctions.

Heavy cash outflows have ceased
Cash inflows and outflows in open-ended funds
in millions of euros
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Fund volumes at high level
Open-ended funds, cumulative
fund volumes in billions of euros

85.2 87.2 85.1
71.2

74.5

47.9
22.6 21.8
4.4
1985 1993 1996 2000 2002 2003 2004 2005 08/2006
Source: Kandlbinder/Deutsche Bundesbank, BVI, as of September 2006

Strong increase in real estate special funds
Real estate special funds, cumulative
fund volumes in billions of euros
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Specialised real estate funds will continue
to be an important component of institutional asset
management. According to figures from BVI,
special funds are particularly dynamic. The real estate
special funds studied by BVI administered
a volume of funds amounting to 18.4 billion euros by
the end of June. Compared with the end
of the year 2000, this marked a tripling of the
volume of this form of investment. In the last 12
months alone, some 1.2 billion euros flowed
into real estate special funds.

S U P P O RT AT T H E P O L I T I C A L L E V E L
The sector is also being given political support. The BVI has
done good preliminary work in drawing up its package of measures. Therefore, from the point of view of the legislators, “overly
hasty action” would be inappropriate, said Carl-Ludwig Thiele,
deputy chair of Germany’s free-market liberal party, the FDP, and
a member of the parliamentary finance committee. In particular,
the regulations regarding liquidity management, the conduct of
valuations and transparency-boosting measures are already taking effect. “The proposals are beneficial as regards investor protection and they make open-ended real estate funds a competitive product on the international market,” said Kutscher. Now
what is needed is for the structural reform to be completed at
the political level.
Nonetheless, open-ended real estate funds continue to be an
interesting choice for investors looking for a long-term product, say
those in the sector. Over the past 15 years, pre-tax returns averaged
5.5 percent annually, with an average of about half of the sector’s
yields being exempted from tax. In certain cases, up to 100 percent
of the yields were tax-exempt. Investors in open-ended real estate
funds are required to pay tax on profits coming from foreign rent
earnings not in Germany, but in the countries where the properties
are located. That is regulated by the international Double Taxation
Treaty. In Germany, only the so-called progression clause applies,
which only marginally increases the overall tax burden. Furthermore,
profits on sales abroad are often subject only to moderate taxation
or are not taxable at all. The sale of a share in an open-ended real
estate fund is also tax-exempt after one year. That may be even more
interesting for investors in future, as in Germany, the tax allowances
for income from interest and dividend payments are to be reduced
significantly starting in January 2007 – to only 750 euros for single
people and 1,500 euros for married couples.
That open-ended real estate funds are a safe bet in the longterm has been confirmed by a study conducted by CE Consulting in Munich. According to the study, open-ended real estate
funds not only produced more stable returns than bond funds
in recent years; in times of rising interest rates they produced

Institutional investors are raising their real estate quota
A European trend

sion payments in the long-term, owing to

al real estate fund is a hybrid between an

Two studies conducted by the real estate

the ever-increasing life expectancy of their

open-ended real estate fund that is open

services firm CB Richard Ellis (CBRE) and the

clients. Consequently, over the next few

to the general public and a real estate spe-

investment bank JP Morgan have confirmed

years, experts foresee additional real estate

cial fund. It combines the advantages of a

a European trend. Every second European

investments being made by international

public fund with a customised real estate in-

pension fund currently intends to raise the

pension funds for as much as 150 to 350 bil-

vestment designed specifically for institu-

real estate quota in its portfolio from the

lion euros – more than double the

tional investors. This hybrid fund is not lim-

current level of 6 percent to as much as 15

total property transaction volume in Europe

ited to a maximum of 30 investors like a real

percent, and every fifth such fund intends

in 2005.

estate special fund and, above all, it is suita-

to shift an even greater proportion of its in-

ble for “major investors” who wish to invest

vestments towards this asset class. In the

DIFA Immo-Invest

“minor sums” in real estate funds. The DIFA

opinion of experts, this development is una-

DIFA offers a real estate fund specially de-

Immo-Invest fund currently has a volume of

voidable if they are to ensure their contin-

signed for institutional investors under the

775 million euros and the focus of its invest-

ued ability to provide constantly rising pen-

name DIFA Immo-Invest. This institution-

ments is on European office properties.

higher yields than fixed interest products. The study found that
the change in value of pension funds over the past 25 years
fluctuated between +21 and -9 percent; the change in value of
open-ended real estate funds, on the other hand, was always
in positive figures, with rises of between 13.4 and 0.5 percent.
The average value fluctuation for open-ended real estate funds
over the past 10 years lay between 0.8 and 1.9 percent annually;
for pension funds this figure was between 1 and 6 percent. A
clear advantage of open-ended real estate funds is that they exhibit particularly good after-tax returns. Over the past 15 years,
the proportion of tax-exempt returns increased significantly,
depending on the focus of investment and the success of the
fund. Whereas in 1995, open-ended real estate funds invested
93 percent of their capital inflows in German properties, this
proportion fell to only 52 percent by the end of 2005. Since
the introduction of Germany’s 4th Financial Market Development Act, funds have been permitted to conduct up to 100
percent of their real estate investments abroad. “This development is to be welcomed not only as regards the diversification
of risk but also because open-ended real estate funds can now
take advantage of the opportunities presented by real estate
markets worldwide,” said Kutscher.
Despite the turbulence experienced by open-ended real estate
funds in Germany, this asset class is enjoying growing popularity
elsewhere in Europe. Austria and Switzerland have now introduced
it. France is currently launching an open-ended real estate fund
on the German model called the Organisme de Placement Collectif
Immobilier (OPCI). “It shows that the concept behind this product makes it highly interesting, even though France, for example,

already has REITs,” said Kutscher. “This is apparently a trend. I could
well imagine other European countries following suit.”
The BVI is already demanding the “EU Passport” for openended real estate funds. “The EU Passport would be a milestone,”
Kutscher said. “It would not only simplify the funds’ marketing
operations in other European countries but would also draw greater
attention to this asset class throughout Europe.” It is hoped that
open-ended real estate funds will be integrated as part of the EU’s
collective investment (UCITS) directive. A major advantage of this
would be that funds operating under the EU directive would no
longer be subject to marketing restrictions. “Up to now that has
not been the case because open-ended real estate funds do not
currently conform to the EU directive,” Kutscher said.

C O M P L E M E N TA RY P R O D U C T S
He added that he does not see stock-market listed Real Estate
Investment Trusts (REITs), whose introduction is currently under debate in Germany, and open-ended real estate funds as
rivals. “REITs and open-ended real estate funds are complementary products,” said Kutscher. “The stock-market quoted REITs
exhibit greater fluctuations and are therefore not suitable as
purely defensive core investments.” Open-ended real estate
funds will therefore continue to be the recommended choice
for providing for retirement living expenses and for the payout
of capital in the form of pension payments. “I am convinced
that 2007 will again be a growth year for open-ended real estate
funds,” Kutscher said.
Nikolaus von Raggamby and Alexandra May
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Opportunity Knocks
Places & spaces spoke with DIFA board member Reinhard Kutscher about portfolio

Mr. Kutscher, DIFA is currently taking
advantage of the strong demand from
foreign investors to restructure its portfolio. What strategy are you using for
your open-ended real estate funds?
Our strategy is to keep the funds within
a certain range which depends on their
different proﬁles, and which is deﬁned
over the long term. For every fund
there is a target range for the amount
of investment in Germany. At present,
DIFA-Fonds Nr.1 and DIFA-GRUND are
at the upper end of this range, meaning
that it’s time for a restructuring. We also
want to use the strong investor demand
to cut back cluster risks in the fund.
With other products such as DIFA-Global and DIFA Immo-Invest, on the other
hand, we are not only investing abroad,
but also continuing to use opportunities
in this country.
Where exactly are the opportunities for
DIFA in Germany?
The German ofﬁce property market has
reached the bottom end of its downwards trend. At the same time, this
once more means there’s potential for
rent increases. Foreign investors have
also noticed this development and many

have come to realise that comparatively
interesting initial returns can be made
in Germany. This explains why property
portfolios are sometimes sold at a relatively high price. We also want to use
this trend in demand for further sales.
On the other hand, there are interesting
individual properties where an increase
would pay off for DIFA, so it is quite
possible that there will be buying and
selling in the same market.
Is DIFA also planning other products in
the property asset class in future?
That is indeed an important topic that
we’re actively working on in view of
the keen interest in property investment
among institutional investors. Two years
ago, we launched the DIFA Immo-Invest
fund, which is aimed at institutional
investors, with sums starting at 1 million
euros. This fund has had an excellent
reception, and we are preparing other
new investment vehicles.
Beside the sales in Germany, you’re
currently investing in new markets –
which ones?
Property markets, especially outside the
eurozone, are characterised by differ-

ent cycles. International diversiﬁcation brings with it the chance to use
the right moment for entry. Outside
the established core markets, there
are regions which have not yet been
discovered by international investors, so
the initial returns we ﬁnd there are at
a different level to those in Europe or
the USA. We make the most of it. But
return is also always a function of risk,
which is why we need to get involved
in these emerging markets, develop
contacts and know-how, carefully check
investment opportunities, then make
the plunge and buy them. That’s what
we did in Mexico, for example, and
we’re the only open-ended real estate
fund to have done so yet.
What is the attraction for you to enter
these emerging markets now?
If you enter a market early on, you
proﬁt from rising prices afterwards,
but far more important are basic factors such as the ﬁnancial background,
political security and, of course, any
risks. Another fundamental criterion is
the stability and volume of the market,
which also needs to be large enough to
provide an exit. Chances and risks need

Photos: Laif/Reporters/Ezequiel Scagnetti; Laif/ Hemispheres Images
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restructuring in DIFA’s funds, and the opportunities offered by emerging markets

Returns are always a function of risk. DIFA is currently focused on emerging markets such as Turkey, Mexico, South Korea and China (left to

to be balanced. In the end you’re left
with a few investment locations where
the opportunities clearly prevail.
And how are things in Mexico?
In Mexico we still have initial returns of
8 percent, whereas in the USA they are
between 5 and 6 percent. Mexico has
the potential to continue developing
stably, so it fulﬁls our requirements. Of
course, investing does not just run on
its own. You have to be involved locally,
above all with local partners, When you
buy your ﬁrst property, suddenly people
in that country also want to talk to you,
and that generates new potential. After
we became involved in the Torre Mayor
in Mexico City – probably the best ofﬁce
building in all Central and South America
– other new paths opened up immediately. Since then, we have developed
a small portfolio of six properties in Mexico, which pays off for our investors.
You are also currently buying in Asia.
Can you tell us speciﬁcally where and
why the continent is so interesting?
Asia is a region which basically fulﬁls all
the requirements for property investment. However, you soon realise that in
the region, there is a lot of money looking for a place to invest, so there aren’t
a lot of investment opportunities. There
are huge markets there, but rarely any
suitable properties. The ofﬁce market in
Tokyo, for example, is the biggest in the
world, with 80 million square metres of
ﬂoor space, yet the transaction volume is
relatively low. The most interesting properties generally go to Japanese REITs. For-

Reinhard Kutscher has been a DIFA
board member since 1999. Among other
things, his areas of responsibility include
international asset management.

eign investors need patience and good
contacts. It’s similar in Korea – we’ve only
just been able to make our ﬁrst purchase
in Seoul after a long preparation period.
Can your investment model for Mexico
also be transferred onto Asia?
At present we’re actively looking again in
Seoul and in China, particularly Shanghai. We’re also interested in Singapore.
In Hong Kong, the time is not right for
buying at the moment, as the market
there has already gone through strong
rent increases. In general, we’re interested in ofﬁce and retail property, and
in principle also in hotel investment with
rental contracts. We’re also acquiring
properties in the capitals of Malaysia
and Thailand, and of course, India is an
important future market. When we go
out to acquire properties, in the back of
our mind there is always the desire to
develop small to medium-sized portfolios
in the target markets, step by step.
DIFA is among the German investors
who’ve invested in Turkey. What makes
the country so interesting?

The ﬁrst property that we bought was a
shopping centre development in Mersin.
Completed properties in Turkey are hard
to ﬁnd or do not live up to our demand
for quality, which leads us along the
path of taking part in third parties'
project developments. The way purchasing power has developed in Turkey
means that the demand for shopping
centres is rising markedly. Turks absolutely love shopping and have a taste
for consumerism, and increasingly have
the ﬁnancial opportunities for it. Today,
there is growing afﬂuence among the
middle classes.
Yet you are continuing to invest in the
core markets of France, Germany and
Britain. Are you pressing on with project
development there?
Yes, within limits. We are not buying
properties and then developing them
ourselves as speculators, but instead
buying projects from third parties, such
as in Mersin, but also in Paris, London
and southern Spain. The advantage
of this is that we are buying a new
product, and at the same time we get
higher initial returns due to the risk we
are taking on. This is limited, however,
as we do not take on the risks of the
whole project and construction – the
project developer has to cover that side,
although we do share the rental risks.
We see this model as a good way of
getting decent returns for our fund in
what is otherwise a very aggressive
pricing environment.

right), especially Shanghai. Outside established core markets, initial returns are higher at the moment.

Interview: Nikolaus von Raggamby
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Entering the Far East's emerging markets: For
DIFA Immo-Invest, DIFA bought the Seoul

ABSCHNITT

Mobile Telecom Building, located in the office
sub-market Mok-Dong in Seoul, South Korea.

Photos: DIFA(6)

DIFA moves into the Far East
N The unbridled economic development in the Far East has spurred

on the Asian continent, and therefore into markets with potential for

investor demand for high-quality office property in Asian cities on to

attractive returns.” This first investment in the Far East is the result of

new heights. Among the emerging markets attracting both domestic

an intensive preparation phase during which Asian market structures

and foreign funds operators is South Korea’s capital, Seoul. According

and opportunities were analysed in cooperation with experienced as-

to CB Richard Ellis, Seoul recorded large-scale office property transac-

set manager ING Real Estate, together with a local team. Aside from

tions worth around $933 million in the first half of 2006 alone. Now,

Seoul and Shanghai, DIFA is also preparing for purchases of office and

DIFA has completed its market entry in the Far East with an invest-

retail properties in Singapore and Tokyo. To that effect, it has opened

ment of around 50.9 million euros in the Korean capital.

its third foreign office after New York and Madrid in Singapore.

After almost two years of preparation, DIFA acquired the Seoul

The 17-storey Seoul Mobile Telecom Building enjoys a central loca-

Mobile Telecom Building for its institutional open-ended fund, DIFA

tion in the established office sub-market Mok-Dong, which has

Immo-Invest. Following recent investments in Turkey, Canada, and

absorbed some of the overflow from the neighbouring office district

Mexico, DIFA plans to strategically expand its international real estate

of Yoido. The building was completed in December 1999, and hous-

portfolio in the Asia-Pacific region through further acquisitions. “The

es some 34,000 square metres of space, which is 93 percent let. The

investment is proof of our consistent expansion in global growth

main tenants are the Internet order service Woori Homeshopping

regions,” said DIFA board member Reinhard Kutscher. “The move into

and Samsung Life Insurance, one of the biggest life insurance com-

South Korea will act as a gateway for us into other emerging countries

panies in South Korea.
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Keeping tabs on Europe’s core markets
N Europe remains a worthwhile investment region for DIFA. In order to avoid the

NEWS IN BRIEF

DIFA invests in Turkish
shopping centre project

price spiral for well-let office developments, the company is championing investment

N DIFA, the property arm of Union Invest-

in current project developments in core European markets by prestigious partners such

ment, has bought its third foreign retail prop-

as Hines, Eiffage, ECE and Tishman Speyer. With its open-ended real estate fund DIFA-

erty – a shopping centre in southern Turkey.

GRUND in mind, DIFA has invested a total of 58 million euros in L’Unico – its first of-

DIFA has invested in the Forum Mersin mall

fice development in Luxembourg. L’Unico, which is scheduled for completion by late

for its open-ended real estate fund DIFA-Glo-

2007, was sold by Belgian developer Construction & Investment Partner (CIP). The

bal. As its name suggests, the centre is locat-

complex will contain around 1,350 square metres of retail space, restaurants and bars,

ed in Mersin, Turkey’s third-largest port. Con-

together with another 7,500 square metres of office space. DIFA has agreed an 18-

struction work began in May this year and

month rent guarantee with the seller.

completion is scheduled for 2007. “Mersin is

DIFA has also successfully let two former project developments in Spain and France.

a city whose economy is growing fast,” said

The 14-storey office high-rise Torre Diagonal Mar in Barcelona with 22,500 square me-

DIFA board member Frank Billand. “It har-

tres of useable floor space has been fully let since June of this year to tenants such as

bours perfect investment opportunities as the

Sanofi-Aventis, Citigroup and SAP. In Paris, the France Avenue office property, which

retail market is currently shifting away from

has 14,000 square metres of space and is situated in the new and expanding business

traditional individual shopkeepers to the mod-

area of Rive Gauche, has also been let in its entirety since mid-July. The Accor hotel

ern retail sector.” The shopping centre en-

group was brought on board as the sole tenant in this award-winning office develop-

joys a strategically favourable location on the

ment designed by celebrity architect Norman Foster.

coast, near a motorway, and at the heart of a
housing estate with high purchasing power.
The area is home to some 1.8 million people.
Boasting some 65,000 square metres of retail
space, the mall will also attract holidaymakers in summer with money to spend. DIFA
has teamed up with a powerful partner for
this project: Multi Turkmall. The company is regarded as one of the main players on the Turkish commercial property market, and its track

The L’Unico office development in Luxemburg (top).

record includes a portfolio of shopping and
leisure facilities in Izmir, Ankara, Mersin, Trabzon, Istanbul, Denizili and Antalya. Last year,
foreign investors spent a total of $1.83 billion on real estate in Turkey – 37 percent more
than in 2004.

Successful leasing agreements have been arranged
for two of DIFA's former project developments: the
Torre Diagonal Mar in Barcelona, (left), and France
Avenue (right), located in the Rive Gauche business
development zone in Paris.

DIFA Forum in cooperation with Urban Land Institute

“Reinventing European Cities“
(incl. DIFA-AWARD ceremony)
24 October, 10.00 a.m. – 1.00 p.m.
Planning and Partnership Forum (C2)

Discover your opportunities. Together with us.

We create space
for your enterprise.
For us, real estate is about quality of life and offering stimulating spaces where people can work,
shop, live, relax and feel good. Our properties are fully focused on user needs and designed with
future demands in mind.
We have been active in the property market for 40 years now. As Germany’s second largest investment
company for open-ended real estate funds, with currently more than 230 quality properties under
management worldwide, we have lots of plans for the future. Why not join us? Visit us at Expo Real
or go to www.difa.com
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