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Structural change

eing proactive is the key to our success – in every field
of endeavour. Still, no other decision has more ramifications than choosing the right staff. Only people can make
a strategy successful, promote an idea, and surpass themselves
– or not. In-depth technical knowledge about the real estate
capital market and quantitative and analytical skills no doubt
provide a solid basis for real estate asset and real estate investment managers. Good communication skills and mastery of ideally several languages are also needed. But the real estate business is changing rapidly, so the question is no longer “what can
an applicant or employee do?” but rather “what will he or she
be able to do?” And there’s a reverse side to this coin: “What
must a company be like if it is to recruit and retain employees of
this kind in the future?” It is clear that the competition for talent
has only just begun.
Real estate asset and real estate investment managers must
be able to adapt to disruptive technologies that are radically
changing old markets, creating new markets, or destroying existing markets. This may cause a tenant’s perfect credit rating to go
up in smoke overnight. Changing competitive situations as a result of urban infill must be correctly assessed, along with groundbreaking innovations like 3D printing. Other fields of tension are
the hotel industry and Airbnb or brick-and-mortar retailing and
online shopping. Real estate managers must keep a weather eye
on these in today’s digital world, along with the effects on their
tenants and properties.
However, the notion that the profession will be fundamentally changed by disruptive technologies can safely be regarded
as a myth. Building construction is still capital-intensive, and the
supply side is inelastic. The real estate market is subject to cycles
and sensitive to shocks from external events. Real estate managers continue to act within those limits, creating added value for
owners and users. Using new digital capabilities to do this is a
normal development of the profession – and business models will
necessarily change as a result.

Independent thinking and life-long learning
Companies will be successful if they are able to achieve synergy
by combining the “skill sets” of younger employees with the longer life experience – preferably over several market cycles – and
professional expertise of older employees, who have often been
promoted to the executive level. A new approach will be needed
for young talents who are members of Generation Y and grew up
in a completely different environment with the internet, tablets,

and smartphones. In-house presentations, idea workshops, and
job shadowing support the exchange of expertise and experiential
knowledge. Interdisciplinary knowledge and leadership skills must
also be promoted. Professional management and integrated processes are particularly important since we cover the entire value
chain of the real estate business. Employees who take an all-round
view – who master the increasing complexity of the global real
estate business – will take the lead. Quantitative and digital skills
will be in demand, along with the need to critically scrutinise fundamental data and facts.

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

Independent thinking and life-long learning about real estate are critical factors for success in this industry. This can start
during university studies, for example with degree programmes
that combine technical and business skills, which we as a company systematically foster and promote. And it continues with
professional support, for example the company’s academy, which
is run internally by specialist employees specifically chosen and
upskilled to train junior staff.
Our position as a market leader among German providers
of open-ended retail real estate funds, our reliability as a business partner, and our firepower in more than two dozen national
markets all over the world are viewed favourably on the labour
market. We should consider ourselves fortunate to be in such a
solid position at every level. But we should not rest on our laurels. Our course for growth must be enhanced by competent,
open-minded, motivated employees, and we’re all doing our very
best to work towards this goal.
•
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From online

to on-site

Lively, colourful, unmistakable: this is how the ideal
functioning retail site looks. Established brands are
presenting themselves in different ways; innovative

concepts offer variety. In the age of digitalisation, the
city centre is turning into an “analogue node”.
By Birgitt Wüst

Photo: Eataly

La dolce vita in all its colour over
4,600 square metres: the successful
Italian brand Eataly opened its first
European store in the Schrannenhalle
in Munich.

4

places & spaces 2 | 2016

places & spaces 2 | 2016

5

▶

Cover Story

M

any retailers are currently wondering whether their
floor space concept is still the right one. Expansion
plans are being reviewed and old tried-and-true retail concepts are being scrutinised. Investors and lessors are finding
that some chains are reducing their floor space, while others are concentrating on their core product range. However, it appears that anyone with retail space in first-tier cities and prime or fully integrated locations does not have to worry: according to the current edition of the
RegioData Shopping Climate Index, the development of the shopping
climate in Western and Central Europe is very positive compared to
previous periods. “The figures on employment, purchasing power and
consumer spending are good; the market is attractive for both retailers
and investors,” says Jan Poppinga, Head of Retail Investment at CBRE.
Estate agents are not seeing any decline in the demand for retail space
in first-tier cities.
So what is the problem? Why are retailers worried and why are
investors giving special attention to sounding out the opportunities
and risks associated with retail properties? Uncertainty in the industry is due on the one hand to demographic developments, and on the
other to technological progress in the form of online shopping, which
has resulted in structural changes to the retail market. Market observers expect growth rates for Germany to remain strong. “Online shopping currently accounts for around 11.6 percent of retail sales in Germany,” says Dirk Wichner, Head of Retail Leasing Germany at JLL.
According to JLL, if this growth continues, online sales will total €73
billion in the coming year – an increase of 38 percent since 2015. The
consequences have been a topic of discussion for some time now because: “This impacts the sales figures of conventional retailers and will
change the demand for space,” says Wichner.
However, this impact is yet to be seen in first-tier cities. “In addition, there are more and more examples of online retailers opening
shops, although they are concentrating on trendy cities,” notes JLL expert Wichner. Demand for all floor sizes continues to remain stable on
the high streets of major German cities such as Munich, confirms Sa-

High-quality experience: the ECE-Center Milaneo in Stuttgart
received the Mapic Award 2015 as best new shopping centre.

The Fünf Höfe city quarter in downtown Munich exemplifies urban shopping. The quarter, a portfolio property of UniImmo: Europa,
includes offices, flats and the Hypo-Kunsthalle exhibition venue, as well as retail and gastronomy spaces.

bine Schulz, Head of Retail Letting Germany at Colliers International.
“Retailers aren’t actually experiencing any problems in central prime
locations,” says Martin Mörl, Managing Director of Prelios Immobilien
Management.
But the picture can look quite different just 100 metres from prime locations; this is where the effects of the structural shift in demand
can really be seen. “Investing in adjacent locations is becoming increasingly risky: in future, property owners will have to think more about
converting retail properties,” says Mörl. “Vacancy rates are rising in
small and medium-sized German cities, and often only rents with sales
components or pure sales-based rents are offered,” reports Schulz.
This trend can also be seen in shopping centres: “Marketing efforts

are now more intensive”. Mark Ineichen, owner of Otto’s, has observed a similar development in Swiss shopping centres: “Until recently
vacancy rates were a taboo that determined yields for the owners. The
wind has now shifted and shopping centre operators are having to
consider the future use of their space.”

Greatest expansion among international retailers from America
Origin of international retailers and average number of countries and
cities in which they are active in 2016

UK and Germany ahead in retail investment figures in the
EMEA region*
Investment market for commercial property in 2015 by country
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38.5
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Increase from 2015 to 2016

Working closely with tenants

At the same time, in view of more intensive competition, retailers are
placing higher demands on lessors with respect to entrances, building
fronts, the direct environment and vertical space constellations, says
Mörl. But the Prelios boss is convinced that “the increasing challenges
facing conventional retailers can be solved with harmonious, sustainable property and usage concepts and the necessary expertise”. He
has one key piece of advice for lessors of retail space – whether in
downtown locations or in shopping centres: “They must remain close
to tenants, continuously adjust and optimise properties, and deliver
property and usage concepts that are right for the location and viable
for the future.”

“It is certainly not the case that the demand for retail space is going
to melt away like a snowman in the sun,” says Klaus Striebich, Managing Director Leasing at Hamburg-based ECE. Many locations and
segments may come under pressure, but this is clearly nothing new:
“Business is cyclical; market participants drop out in every phase”. The
only thing that has truly changed due to e-commerce is the speed and
A future-focused liberation
intensity with which the processes now run: “Online business acts as
The structural change initiated by digitalisation also offers advantages
a catalyst here.”
entirely in keeping with Schumpeter’s gale of “creative destruction that
However, investors now face challenges when
is inherent in every change”. “I don’t think the web
planning new spaces or revitalising existing prowill kill physical shops, I think it will liberate them,”
perties – even with a question as basic as how
said Ibrahim Ibrahim, Managing Director at Portmuch space to offer. Some chains, for example
land Design Associates, recently at a conference in
bookstores, are asking for smaller spaces then preBregenz organised by the three German-language
percent is the online share of
viously. Others want to rent more space in order
Councils of Shopping Centers. In order to ensure
current retail sales in Germany.
to increase their presence with new brands and
the future viability of their business, Ibrahim recommore comprehensive product lines, such as in the
mends that retailers transform from “reactive” into
fashion, shoes and sports segments. There are also
“forward-looking” providers: “Don't be shy of taking risks. Do and learn, don't wait and see. If you
chains that are following multiple concepts in parallel, such as Media-Saturn with stores ranging
wait until you are 100 percent sure of trying sopercent of the 1,011 respondents
from 500 to 10,000 square metres of renting space.
mething new, you will be 100 percent late; so- ▶
in a recent ZIA survey place

11.6
95

high value on being able to test
and examine products.
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“I don’t think the web
will kill physical shops,
meone else will have done it first. In future there will be only two types
of retail businesses: the quick and the dead.”
The significance of the ability to innovate and change in the retail
industry does in fact appear to be increasing. For example, the conventional retail trade in Germany has been taking measures for some
time now in order to deal with the opportunities and risks associated
with structural change. “In principle it’s all about offering customers
goods – and the customers decide through which distribution channel
they want to receive the products,” says ECE expert Striebich. “So for
retailers it’s a good idea to combine online and offline approaches.”
Not least if they want a chance to become a tenant in a hot business
location or prestigious shopping centre. “We will favour innovative
retailers that know the ropes both online and offline and use this in a
targeted way during the purchasing process to their benefit,” reports
Henrike Waldburg, Head of Investment Management Retail at Union
Investment Real Estate GmbH.
Some retail chains that previously relied primarily on large stores
have adopted this approach to great success. For example, Decathlon,
the French sporting goods retailer with over 1,000 retail outlets in
more than 20 countries, has launched the Decathlon Connect concept,
which focuses on networking with the online shop and additional digital services. Like many other conventional retailers, Decathlon is now
playing on all sales channels in the sense of “multi-channelling”: customers can purchase sporting goods through the online shop and have
them delivered to the Connect retail outlet with no shipping charges.
The goods can be tested, tried on and even exchanged at the store’s
pick-up point. Of note for lessors: Decathlon only needs tiny spaces
for this service. The retail outlet recently opened at Stachus in Munich
is only 220 square metres in size; a Decathlon Connect now open on
Stuttgart’s Königstraße makes do with 50 square metres. Meanwhile,
more and more pure “onliners” are establishing a presence in city cen-

I think it will liberate them.”
Ibrahim Ibrahim, Managing Director
at Portland Design Associates

typical Swiss city centre, with narrow alleys, small squares and a highquality visitor experience.

The city centre – an “analogue node”
And it doesn’t end there: unlike in the city centre, the retail area is
being completely redesigned – and as a result it is not called a shopping mall, but rather “brands & dialogue”. Shopping here will be secondary, while renowned companies test new formats to encourage
customer loyalty. For example, Omega is opening a “brand house” in
The Circle. The sale of watches will clearly not be the priority for the
luxury brand: a major portion of the 800-square metre renting space
will be occupied by a demonstration workshop to familiarise visitors
with the Swiss art of watchmaking.

The Circle: an international business and lifestyle quarter
is taking shape next to Zurich Airport and will be completed
by 2018.

Project developers on the other side of the Atlantic are also using
the conceptual design of traditional city centres as a basis. Architect
Wolfgang Christ points to the new generation of shopping centres in
the USA: “Not a single closed shopping mall has been built there in
the last seven years. Instead, value is placed on ‘urban flair’ and ‘open
marketplace situations’ – higher-quality visitor experiences, gastronomy, recreational offerings.” For the professor at the Darmstadt Urban
INDEX Institute, city centres are the “analogue nodes” in the age of
digitalisation – places in which urban experiences are sought, including those that e-commerce cannot offer.
How attractive visitors find a city centre now depends not least on
its restaurants, cafés and bars – in other words, the link between gastronomy and trade. Eataly, one of the fastest-growing gastronomy ▶

tres – pick-up stations are setting a trend. This also applies to shopping centres, as Henrike Waldburg remarks: “Online and offline retailing can complement one another through the purchasing process
– whereby conventional retail is still the most important point of contact with the customer.” This opinion is confirmed by a recent survey
carried out by the German Property Federation (ZIA) on purchasing
behaviour in Germany: 95 percent of the 1,011 individuals surveyed
by Forsa stated that they value being able to test and examine products in a conventional retail store.

Whether individual space utilisations will be smaller or larger in the
future is only one part of the structural changes in retailing. What is
perhaps more noteworthy are the changes in the area mix and on the
usable space itself. And with good reason. “People have five senses
– and shopping online serves just two of them,” says ECE expert Striebich, putting the issue with digitalisation in a nutshell. That is why
more and more providers worldwide – in particular those offering highquality products – are increasingly focusing on the experience of shopping.
The Circle, a major project currently under construction at Zurich
Airport, is a direct example of these ideas. The new building complex
within walking distance of the airport was designed by Riken Yamamoto and is a joint venture of Flughafen Zürich AG (51 percent) and
Swiss Life (49 percent). With 180,000 square metres of usable space,
it is currently the largest high-rise project in Switzerland. The Circle will
in no way be a normal airport mall – it is designed to function like a

Photos: iStock, Portland Design, Bayerische Hausbau/Bikini Berlin, The Circle (Simulation)

A customer experience for all senses

The Bikini Berlin concept mall offers room for innovative business ideas over approximately 3,300 square
metres of space. Pop-up stores in wooden modules can
be rented for three to twelve months.
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“We will favour innovative retailers that know
the ropes both online and offline.”
Henrike Waldburg, Head of Investment Management
Retail at Union Investment
Real Estate GmbH
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of the recipe for success: “Gastronomy needs a good location. If you’re
off the beaten path, you don’t have a chance. And if it doesn’t work,
making changes is difficult.” Added to that is timing, which is also decisive for investors and project developers. Three years or more can
slide by from the start of construction until completion, in which time
a lot can change – above all trends.

Online business as a catalyst
Multi-channelling and omni-channelling and the synergies between
retailing and gastronomy, and also retailing and events – such as fashion shows, concerts, other events, demonstration workshops, and
try stores – these give some indication as to the future of retailing.
ECE Future Labs has developed its own test laboratory in order to better predict purchasing behaviour in the future. Among other projects,
employees are currently examining ways to increase the attractiveness
of shopping centres with new digital and interactive services and service offers. “We use a trial-and-error approach,” reports Klaus Strie-

The food court in the
Westfield shopping centre
in London scores points
with its diverse range of
high-quality gastronomical
offerings.

Dynamics and flexibility the keys to success

Photos: Union Investment/Adele Marschner, Union Investment/Norbert Meise, G-Fonne Photography

and retail companies in the world, has fully embraced the urban lifestyle. The Italian concept very successfully combines markets, restaurants and demonstrations of Italian foodstuffs under one roof – and
proves that high-quality products achieve higher margins. Founded in
2007, the company now has 26 stores, among them Eataly Alti Cibi
on Fifth Avenue in New York. Eataly has also been operating in the
Schrannenhalle in Munich since the end of 2015; at least five additional sites are planned to open in Germany, Switzerland and Austria
by 2019.
Many shopping centre operators are currently expanding their food
courts. “Union Investment is specifically promoting new features that
offer the customer stimuli,” says Henrike Waldburg. For the Union Investment expert, this includes first and foremost gastronomical concepts in addition to international retailers. For Peter Herzog, Westfield
in London is a good example of a successful food court. Gastronomy
is very demanding and fast-moving, says the CEO of Swiss company
HC Hospitality Consulting. The business plan is without a doubt part

bich. The “Top or Flop” test occasionally yields surprising results. While
interactive video walls failed to impress customers, the Selfie Box proved to be a crowd-puller. Customers can have their picture taken in
front of a green screen with changing backdrops. Striebich’s assessment: “In the past, shopping centres were more or less provisioning
boxes, following the ‘everything under one roof’ motto – today they
have more of a leisure or entertainment character.”
As far as Winy Maas, Director of the Dutch architectural firm
MVRDV, is concerned, in addition to the well-known criteria, there are
two aspects above all that determine the success of the new generation of shopping centres: “flexibility and offering something extraordinary”. For example, pop-up stores – temporary store units that present products in a surprising and economical manner – in shopping
centres, but also in urban locations, may prove to be excellent customer magnets.

The momentum that goes with this is an important prerequisite for the
success of a shopping centre, says Thomas Sevcik, CEO of the Arthesia
think tank: “That means frequently changing what’s on offer, immediately integrating trending brands and concepts, always doing something
different – and ultimately creating or simulating urbanity.” Institutional investors have reacted accordingly. “We invest in retail properties
that not only meet the fundamental requirements – a good location
and service area – but also offer the flexibility to adjust to changing
needs,” says Henrike Waldburg. “Retailing is known for change – and
for us it is necessary to see this change as an opportunity.”
Additional changes are looming with the increasing dynamic of
the retail business. “The times of simple rental structures for lessors
may soon be a thing of the past,” says Arthesia CEO Sevcik. “The point
of sale is no longer clearly definable: I physically look at an object or
a brand in the showroom, I experience it. But then I buy online and
have it delivered to me at work. So where did the purchase take place?
In the showroom, online, upon delivery? All of this will have to be taken into account in rental prices in future.” Possible solutions that
could play a role in the lease arrangement might include flexible rents
over time, a visitor rent instead of a sales-based rent, a combination
of a lower fixed rent with price components based on online sales of
a brand in order to enable so-called “showroomisation”, or a shortterm rent in order to strategically establish pop-up concepts.
All things considered, Sevcik is not worried about the future viability of the conventional retail trade for investors, operators and retailers: “There will always be demand for attractive space for the physical interaction between consumers and producers/service providers.”
In Sevcik’s view, these spaces must be appealing and flexible for tenants and customers and offered on the retail market at interesting
terms and conditions: “People want to see people, and they want to
touch things and have experiences. If that’s the new definition of retailing in physical space, then there’s a fantastic future for retail.” •

„First Store by Alexa“
rewards creative shop ideas
Union Investment and Sonae Sierra organise
retail competition in Berlin
“Extraordinary ideas earn
extraordinary opportunities” –
this was the slogan under which
Sonae Sierra and Union
Investment, operator and owner
of the Alexa shopping mall in
Berlin, launched the worldwide
retail competition “First Store
by Alexa” in June 2016. The
challenge for the applicants: to
convince both the jury and the
public with creative business
ideas and innovative store
concepts.
The prize: a lease for a store on
Alexa’s ground floor. For six
months the winners will pay
only a flat fee for additional and
operating costs. The competition
offers awards in two categories:
“Best Newcomer” is intended
for young businesses that want
to open their first store in a central location; “Best Brand” is for
established companies that
want to test a new store
concept. Alexa, which opened
on Alexanderplatz in 2007,

offers a total of 185 shops
covering approximately 56,600
square metres, and with 16
million visitors per year is
among Germany’s most
successful and most visited
shopping centres.
Part of its strategy and a key
success factor is that, alongside
international retail chains, new
and regional concepts are also
given a chance. “From the very
beginning, Alexa stood for
something new, different,
innovative, and successful. Now
for our tenth anniversary, we
want to emphasise this special
quality and thus further
promote the innovative spirit,”
says Fabian Hellbusch, Head of
Marketing at Union Investment
Real Estate GmbH. The
application deadline is 30
November this year, and the
winner will be announced on
31 March 2017.
Details available at
www.firststorealexa.com

Successful with innovation from the beginning: Alexa
on Berlin’s Alexanderplatz celebrates its tenth anniversary
in 2017.
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The ABC

Alongside the location and purchase price,
the type of deal also says a lot about a property and
the contracting parties. By Kathinka Burkhardt

Coveted classic:
asset deal

Complex savings
option: share deal

Strength in numbers:
club deal

The asset deal is the most common type of
deal across all segments. The buyer
acquires a property and its land directly,
and in most countries must pay land
transfer tax. The sale of a property portfolio
can also be structured as an asset deal,
such as the sale of the Potsdamer Platz
quarter. In 2015, the Canadian investor
Brookfield Property Partners and the
Korean sovereign wealth fund KIC
purchased the 270,000 square metre
complex of several individual buildings for
around €1.3 billion.

Properties can also be purchased indirectly
through the acquisition of shares in an
ownership company – as part of a share
deal that legally constitutes the purchase
of a company. The seller or project
developer will have previously integrated
the property or property portfolio into a
company. The buyer will be entered in the
commercial register as a new shareholder.
The advantage: in contrast to direct
property acquisition, the buyer does not
pay any land transfer tax.
The acquisition of shares is often worthwhile only with major deals. “The
demands of a share deal on the buyer are
very high because the buyer must take on
the risks of the company and this means
that extensive legal and tax due diligence
is necessary,” says Marcus Lemli, CEO
Germany at real estate service provider
Savills. In addition, in many countries the
land transfer tax exemption only applies if
certain legal conditions are satisfied with
respect to the amount of the investment
and holding period. The acquisition of an
ownership company can make sense for
real estate acquisitions in foreign countries
if there are legal restrictions for foreigners
on the direct purchase of property through
an asset deal.

The club deal is a special form of joint
venture. The difference lies in the passive
role of the partner: normally, an initiator
such as a real estate broker or an investor
approaches potential investors with a
project idea. For example, at the local level
this could be a doctor looking for other
doctors to invest with him in a new,
modern medical practice. However, this
would be a project in which the parties
would have to deal with completely new
construction plans. Where the yield
property is an existing property, family
offices are also making greater use of club
deals. Funds can also come together for
purchases. For example, in April this year,
Warburg-HIH Invest Real Estate (WarburgHIH Invest) organised the purchase of the
Prime Corporate Center in Warsaw city centre, one of the largest office properties in
Poland, for four funds for German
institutional investors as a club deal.
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of deals

Strategic partners:
joint venture deal

Trending now:
forward deal

Sale and leaseback
deal

For major investment volumes, investors like
to come together in joint ventures. As a
rule, two or more partners jointly develop a
project design, divide up tasks such as
purchase negotiations, due diligence or
settlement of the sale, and have an equal
interest in the project. The financial burden
can be allocated in various ways. “It is not
unusual for a local investor to look for an
international private equity fund to provide
the majority of the money,” says Marcus
Lemli. “Or institutional investors share the
burden, when for example two insurance
companies each acquire 50 percent of the
property,” says Lemli. On the whole,
however, joint venture models are designed
for partners with equal rights that take an
active role. An example: the New York
skyscraper at 1211 Avenue of the Americas,
which is worth approximately $1.7 billion,
recently became the property of a joint
venture of real estate investors Ivanhoé
Cambridge and Callahan Capital Properties.
Three years ago they acquired a 51-percent
interest in the property; in mid-June, the
remaining 49 percent was acquired.

Real estate is considered a high-yielding
asset category when interest rates are low.
But even the real estate market cannot
absorb all the liquidity that is looking for
an investment opportunity. Core properties
become ever scarcer and more expensive;
margins are narrow. In order to realise high
yields, investors are increasingly making
forward deals. In a forward deal, the
investor buys into a property during the
project development phase and pays either
in instalments depending on the progress
of construction (forward funding) or upon
completion (forward purchase). Depending
on the contractual arrangements, the
investor accepts various risk components
and can thus buy a property at significantly
more favourable terms than would be the
case with an already completed and fully
rented property.
Insolvent project developers, construction
defects, lost rental income – for a long time
the risks associated with forward deals
were too high for conservative investors;
however, risk tolerance has since increased.
“Three or four years ago it was difficult to
find investors for a construction project for
which the leasing was not yet fully
complete,” says Gordon Gorski, Managing
Director at Hochtief Projektentwicklung.
“Today that is absolutely no problem
anymore in A-locations.”

The sale and leaseback deal is a special
form of leasing: a contracting party sells
the property it uses to an investor, and this
investor leases it back to the seller. The
leaseback releases capital and hidden
reserves for the seller – for investing in its
core business or for tax optimisation. The
investor profits from the long-term tenancy
and appreciation. Professional investors
use the sale and leaseback deal for various
usage types. For example, Commerz Real
recently purchased the 11 Howard
boutique hotel in New York from the operator, Soho Hotel Owner LLC.

On or off
In contrast to bidding processes and public
invitations to tender or auction – that is,
on-market deals – off-market deals are
done very discreetly among hand-picked
investors and hence to the exclusion of
the public.
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International real estate investors have included

¡Viva

Mexico in their investment targets.

T

he new Mexico City International Airport
will open in 2018. It is one of the largest air
transport projects in the world and is already
an international sensation. The new airport, designed by
British star architect Norman Foster and his Mexican colleague, Fernando Romero, will replace the Benito Juárez Airport, which has reached
its limit, and increase capacity at Mexico City’s airport from the current
32 million passengers annually to 52 million in the first expansion
phase alone. By the time expansion is completed in 2062, there could
theoretically be up to six runways – for up to 120 million passengers
annually. Manuel Ángel Núñez Soto, CEO of Grupo Aeroportuario de
la Ciudad de México, calls it “today’s most important national infrastructure project”.

The Latin American country scores with its robust
economic power, expanding infrastructure and a
steadily growing middle class.
By Birgitt Wüst and Guillermo Almazo

México!

Target country for direct investments

Germany. Export-driven industry is only one part of the
broadly based Mexican economy, however: other important sectors are oil production, the aviation industry, mining
and tourism. Add to that the large domestic market with a population of approximately 120 million and a growing middle class, which
now includes 40 million people according to a recent study, “Die Pazifik-Allianz”, by Germany Trade & Invest.
The prosperous economy also provides a strong stimulus for the
country’s real estate business – each new residential development increases the demand for industrial and commercial space, the booming
tourism sector requires the construction of new hotels, and the demand
for apartments and houses is rising with the rapid growth of the new
middle class. “Thanks to its size and stability, Mexico is now considered one of the most interesting real estate markets in Latin America,”
says Héctor Klerian, International Director of JLL Mexico.

The spectacular new construction, which is estimated to be worth
$12.8 billion and is described by Foster as “a sculpture that flies”,
Real estate market becoming more transparent
is more of an economic necessity than a prestige project. Passenger
That is why international investors have been interested in the real
and freight numbers have increased drastically in recent years and the
estate market south of the Rio Grande for some time, in particular
Mexico City airport operator assumes that growth will continue.
since FIBRAs, the Mexican form of exchange-listed real estate
Because Mexico is in the process of maturing from a developing
investment trusts, were introduced in 2011. Héctor Klerian calls this a
country into an industrialised nation. Its geographical location – that
“fundamental change” because FIBRAs led to greater transparency
is, its proximity to the United States and access to
on the heretofore very unpredictable project devethe Atlantic and Pacific – investor-friendly legislalopment and transaction market. “Previously thetion, free trade agreements with at present
re was no reliable information on market condi45 countries across the world, low wages and,
tions,” says Klerian. “FIBRAs have made the
last but not least, a rapidly growing middle class
market more professional and thus much more
are all advantages that are making international
attractive for international investors.” This assessmillion people live in Mexico.
corporate groups take a closer look at the Latin
ment is also confirmed by the current TransparenAmerican country.
cy Index published in June 2016 by JLL and LaSalEven if Mexico still lags behind in many aspects
le Investment Management, whose researchers
– such as combating crime, corruption, the underinvestigate the professionalism of 109 markets
ground economy and promoting education – the
around the world every two years. While Mexico
million people now belong
general conditions for foreign investment have imis still listed under the “semi-transparent” categoto the middle class.
proved in recent years. Mexico is now ranked 39th
ry, the study’s authors specifically emphasise that
in the World Bank’s 2015 Doing Business Index,
the country is “on the threshold of moving up to
which assesses the environment for successful business activities, and
the ‘transparent’ category”.
US investment and pension funds have traditionally been the priis therefore significantly ahead of the BRIC countries, Brazil (120), Russia (62), India (142) and China (90).
mary investors in their southern neighbour’s real estate markets, ▶
Mexico is a favourite target for foreign direct investments,
primarily from the United States, but increasingly also from Europe.
It has made a good name for itself as a production location. For example, Coca-Cola announced in the summer of 2014 that it wants to
“Polanco in Mexico City is
invest more than $8.2 billion overall in Mexico by 2020, just under
popular for commercial and
$1.2 billion per year. Audi, BMW and other automotive groups are also
residential real estate,
betting on Mexican work benches. According to a recent study by Roparticularly
with expats.”
land Berger, automobile production will grow by 9 percent annually
Tal Peri, Head of Investment
in the coming four years to five million vehicles in 2020; that will make
Management U.S. East Coast &
Mexico the world’s sixth-largest automobile producer, right behind
Latin America at Union I nvestment
Real Estate GmbH

The investment climate in Mexico has improved significantly in recent years. The lively capital of this Latin American country is in
high demand as a corporate location: Mexico City is booming, has charm and is definitely “in”.
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“50 new luxury hotels
alone are currently in the works
in Mexico.”
Javier Kutz Clever, Managing Director
Savills Mexico

but family offices and institutional investors from Europe are also looking at Mexico – including direct real estate purchase opportunities.
“Mexico City is the top destination for investors in our country. In
addition, larger urban population centres such as Monterrey, Guadalajara, Quéretaro and Cancún are in high demand for office space
development projects,” says Javier Kutz Clever, Managing Director of
Savills Mexico. The country’s primary office location is Mexico City with
a central business district composed of several submarkets – Lomas,
Polanco and Reforma.
The Polanco submarket is particularly popular. It has been one of
the upscale residential quarters for decades and is home to many foreign embassies. Union Investment recently acquired the Dos Patios
Class A building here for its UniImmo: Global open-ended real estate
fund. “The submarket is popular as a location for commercial and residential real estate, particularly with expats,” reports Tal Peri, Head of

Investment Management U.S. East Coast & Latin America at Union
Investment Real Estate GmbH, which already manages properties worth
about $470 million in Mexico. Polanco has everything that makes life
pleasant – shopping, theatres, museums, galleries, good restaurants,
and also office properties. “When you go into a shopping centre here,
you don’t feel like you are in Mexico – more like in one of the new
shopping centres in New York or Paris,” says Peri. In addition, Polanco
is considered a very safe quarter, which makes it easier for the companies located here to recruit the urgently required specialist staff from
abroad. This is an important locational advantage in a country in which
security is still a decisive factor for companies despite the improvement
in the overall situation in settlements made in recent years. “Indeed,
many companies who want to be active in Latin America prefer Mexico specifically because the country is among the safest locations in the
region,” says Peri.

Additional stimuli for business and
tourism: the new International Airport
Mexico City will open in 2018.

Purchase opportunities such as Dos Patios, which is leased to companies with very good credit ratings, including Siemens Immobiliare,
the energy provider Schlumberger, and Grupo Gigante, are rare
however. Hot submarkets such as Polanco are dominated by domestic
companies which, according to observers, do not normally sell their
projects but hold them in their portfolio. “You must have very extensive market knowledge and an extremely good and broad network to
find out about buying opportunities in top locations in good time,”
says Peri.
Union Investment entered the Mexican market in 2008 and has
successfully made several purchases and sales since then. Additional
investments are planned, mainly in the Mexican capital, says Peri: “We
want to utilise the stable economic conditions in Mexico to invest an
extra €250 to 300 million in the medium term.”
Photos: Union Investment/Daniel Sumesgutner, Getty Images/John Coletti, Foster + Partners (Simulation), Savills

The Soumaya Museum (bottom left) is one of the cultural highlights of Polanco, one of the hot submarkets and residential quarters
in Mexico City. Union Investment acquired the Dos Patios Class A building here for UniImmo: Global.
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major cities; and second-tier cities are also reporting demand for
new business hotels.”
Similar to the office segment, demand in the hotel segment will
also increase over the mid- to long-term according to market observers. It is true that in 2015 economic growth fell short of expectations with a GDP increase of just 2.5 percent because the Mexican
economy is in a difficult situation mostly due to the decline in the
price of oil.
However, for 2016 economists are expecting a slight acceleration
in growth to 2.6 percent and more than 3 percent for the following
years – precisely as a result of strong domestic demand and not least
due to the completion of the new international airport. This will be
welcome news to real estate investors who have already cast a glance
at Mexico.
•

Hotel sector booming
Mexico’s booming hotel real estate sector is also increasingly drawing
the attention of international investors. According to Alfonso de
Gortari, Senior Vice President at JLL Hotels and Hospitality Group,
domestic tourism and business travellers are creating greater demand
for overnight options; in addition, the number of tourists from abroad
is rising.
That arouses the interest of many international investors who
are active in the leisure segment; as de Gortari reports, several international hotel chains are currently expanding their portfolios in
Mexico – alongside brands such as Hilton Worldwide, Marriott, Hyatt
and Accor, there are a growing number of hospitality companies from
Asia and the Middle East as well. 50 new luxury hotels alone are
currently in the works, says Savills expert Kutz Clever. “They are being
built primarily in our most well-known beach resorts, such as the Riviera Maya on the Caribbean coastline of the Yucatan peninsula, or
Los Cabos, on the southern tip of Mexico's Baja California peninsula. Additional hotel projects are planned in Mexico City and other

Expanding office market and increasing vacancy rate in
Mexico City
Category A+/A offices: development of existing space and available
space
Existing space in million m 2

Available space in %

6

5.71

5
4

4.78
4.31

4.19

3.82

3
2
1
12.4 %

11.7%

10.5 %

9.8 %

14.0 %

0
2012
* 1st quarter 2016

2013

2014

2015

2016*

Source: Savills, Mexico City Office Market Report, April 2016

places & spaces 2 | 2016

17

Markets

Madrid

Where luxury feels at home
Paris, London and Milan play in a special league in the retail world – they are leading the pack for retail rents in the
luxury brand segment and are loved by moneyed natives as well as tourists from around the world. Buyers of luxury
products from Gucci, Prada, Hermès et al don’t like to travel too far: luxury boutiques are next to one another and
almost all are easily accessible by car. This also applies to the five German luxury locations, though they are still
playing in the second league for luxury prime rents. However, when it comes to brand density, the German five have
no need to hide behind their fellow European players.

Barcelona

Frankfurt/M.

+2 %

+10 %

–2 %

2,640 €
2,580 €

2,760 €
2,520 €

2,940 €
3,000 €

Calle de José
Ortega y Gasset

11

12

Passeig de Gràcia

Goethestraße
Goetheplatz

750 m

16

290 m

300 m

+19 %

Hamburg

Berlin

Munich

Düsseldorf

Zurich

Vienna
+13 %

Neuer Wall

+9 %

+13 %

+6 %

3,000 €
2,760 €

3,120 €
2,760 €

3,300 €
3,120 €

16

Kurfürstendamm

450 m

14

10

550 m

3,420 €
3,120 €

Maximilianstraße

550 m

550 m

19

Kohlmarkt

Paris

Rome
+50 %

Milan
+40 %

9,500 €

London

Research: Mathias Rinka, Rahel Willhardt; infographic: infografiker.com

17

500 m

13,260 €

Paris

+43 %
10,000 €

9,570 €
7,940 €

Luxury locations are characterised by the
spatial concentration of a number of
providers in the high-price segment with
exclusive brands and product lines
requiring indepth consultation.
More information on defining luxury locations:
Gif Society of Property Researchers, Germany
(pub.): Definitionen zur Einzelhandelsanalyse
(Definitions for retail analysis), Wiesbaden 2014
Luxury brand street section
Length in metres

7,000 €

Prime rent per square metre and year
(rounded up)
Survey period June 2015
Survey period June 2012

5,890 €

Prime rent development

+/– Change from June 2012 to June 2015
in percent
Luxury brands, number of
independent shops

Avenue Montaigne
500 m

11

Via Condotti
230 m

12

Via Montenapoleone
170 m

18

Bahnhofstrasse

+39 %

8,840 €

6,800 €

9

150 m

+61 %
12,760 €

7,240 €

4,620 €
4,080 €

+10 %

Königsallee

8,640 €
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New Bond
Street
800 m

Old Bond
Street

19

Champs-Élysées

8

Pedestrian zone

700 m
Sources: Cushman & Wakefield, November 2012 and 2015 (prime rents); own research, June 2016 (other data)
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“The liquidity wave is now
the main determining factor
for real estate professionals.”
Tobias Just, Professor at the International 
Real Estate Business School Regensburg

Risk assessment

						 as a balancing act
The glut of capital on the financial markets shows
no signs of abating. This is becoming an

increasing challenge for real estate funds – above
all in liquidity management. By Anne Wiktorin

B

Photos: Keow Wee Loong/Barcroft Media via Getty Images, IREBS/Thomas Plettenberg

Sure footing: assessing risks is
part of daily training for Keow
Wee Loong, the well-known
Malaysian rooftopper.

y no means was it a “black swan”. That is what the financial
them by switching to safer investment forms that are largely resistant
world – using a term popularised by the statistician and trato risk.
der Nassim Nicholas Taleb – calls a completely unexpected
That sounds rather good to managers of large commercial properand highly improbable event, which has extensive consequences for
ty assets. They can largely ignore currency and equity market fluctuations. And because investing in office buildings and shopping centres,
the capital markets for precisely those reasons. Investors had plenty of
time to prepare in advance for one of the most important dates of
hotels and logistics depots is considered comparatively safe, there is
2016: the referendum by British voters on leaving the European Union
hardly a risk that the interest in real estate investment will suddenly
(EU). However, when it became known on 24 June that a majority of
drop off – with corresponding negative effects on their value. On the
Britons had voted in favour of the so-called Brexit – one of only two
contrary: “The current phase of uncertainty could stimulate investments
possible outcomes and therefore rather probable – it rocked the gloin “Betongold” (concrete gold) slightly again,” says Martin Steininger,
bal capital markets.
Chief Economist at Bulwiengesa, the Berlin-based real estate analysis
Following in the wake of the FTSE, exchange prices around the
firm. Frank Pörschke, CEO Germany of the international real estate
globe suddenly tumbled. It was even worse for the British pound: after
consultants JLL, has similar expectations: “As a result of Brexit, market
the victory of the EU opponents in the country, the currency sank by a
actors will probably look increasingly to Germany as the nation with
good 13 percent to its lowest level in more than 30 years; foreign exthe strongest economy in Europe”.
change traders were paying about $1.31 for each British pound – $0.20
less than the day before.
Clear market distortions
Speculation will continue for months on the medium and longHowever, the turbulence in the equities and currency markets, the
term consequences of the British referendum on the economy of the
continuing strong demand for safe real estate and, above all, the susUK and the EU, on the global economy, and not least on the globally
tained very high liquidity in the markets may bring about mixed
networked capital markets. But one thing is certain: the European and
feelings among risk managers at the large investment management
US central banks will do everything that they consider necessary to
companies specialising in real estate. Because when evaluating the
support the markets. In other words, they will continue to keep the
opportunities and risks associated with both new and existing investmoney gates wide open for the foreseeable future. Immediately after
ments, risk managers in no way look solely at real estate-specific
the results of the referendum were declared, the British central bank
factors such as economic growth, the labour market, demographic
announced it would make an additional £250 billion available to
trends, property condition, occupancy rate, quality of the micro and
the banks in order to prevent bottlenecks in the money supply. The
macro-location, or the position of the location in the current market
Governor of the Bank of England, Mark Carney, stated that monetary
cycle. “They also look at the opportunities and risks in the capital
policy incentives would probably be necessary in the course of the
market,” explains Christoph Holzmann, Member of the Executive
summer because the economic outlook had worsened. The UK’s ChanBoard at Beos, the Berlin-based project developer and asset management company.
cellor of the Exchequer, George Osborne, also promised relief for the
countries’ businesses – primarily by reducing corporate taxes from 20
As far as property risk strategists are concerned, the weight of the
to 15 percent.
capital market here has increased significantly recently – with serious
consequences: “We live in times of considerable market distortions,”
That would be significantly less than the continental European
states Martin Brühl, Member of the Management
governments demand from businesses. And in the
Board at Union Investment Real Estate GmbH.
United States, the additional increase in interest
This is due primarily to the glut of capital as a
rates – expected prior to the Brexit vote – will likeresult of the loose monetary policy of the Europely be postponed. The majority of observers assume
at a minimum that the US Federal Reserve will foran Central Bank (ECB), caused by the record low
billion euros net flowed into German
go any additional interest rate hikes until 2018.
interest rates and the bond purchasing programme
open-ended real estate funds
However it is clear that despite – or perhaps bethat the central bankers around ECB President
between January and May 2016.
cause of – these measures, investors’ uncertainty
Mario Draghi expanded yet again in March 2016.
will continue. All observers expect that the fluctuThe ECB reduced the key interest rate for money
In contrast, equity funds lost
ations in the equities and currency markets will
that the eurozone banks borrow from the central
remain high and investors will attempt to evade
bank from 0.05 to 0 percent. On top of this, the ▶

3.9
1.8
billion euros net

during the same period.
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The bundle of monetary policy measures is flooding the markets with
capital and driving the yields of many sovereign debt issues below
zero: European government bonds valued at more than €3 trillion are
currently earning their buyers no interest. In Germany, about 80 percent of all government securities are actually yielding negative interest.
The continuing interest of institutional investors such as insurance
companies, and private and public pension funds in real estate
investments is therefore more than understandable. Any investor
losing money in government bonds will gladly buy a first-class office
property in a high-demand European metropolitan centre – even if the
initial return on equity is below 4 percent. German insurance companies, for instance, have increased the share of real estate in 2016 to a
record high of 9.3 percent of their investments (2015: 7.6 percent),
according to a recent survey of 30 insurance companies by the advisory firm EY Real Estate. On average, each of them holds real estate
assets of around €3.5 billion. And that share has not yet reached its
final mark, says Dietmar Fischer, Partner at EY Real Estate. “German
insurers will be placing even more real estate in their investment portfolio in the future in order to be able to keep their promises of guaranteed interest.”
What is right for the insurance companies is simply cheap for private investors. They are also seeking salvation in real estate investments – and not only in the residential markets in German cities. In-

direct investment in open-ended retail real estate funds is also
enjoying greater popularity. According to information from BVI, the
German Investment and Asset Management Association, between
January and May 2016, German open-ended real estate funds gained
new capital of approximately €3.9 billion net – that is after deducting
shares redeemed by customers. That is almost three times as much as
during the same period in the previous year, when an already generous
€1.3 billion flowed into the funds. Investors are apparently restructuring their assets: equity funds reported net redemptions amounting to
€1.8 billion.
That presents the managers of open-ended real estate funds with
a dilemma. Because the new capital has an ugly flip side: it is difficult
to invest with appropriate speed in property that corresponds to the
yield-risk profile of the fund strategists. The reason is well known:
competition for properties is continuing to grow. Real estate investors
will develop alternative strategies and, for good or bad, all experts
agree they will also have to accept higher risks in order to generate
appropriate yields. “It will be all the more important, in the interest
of the investors, to maintain the balance between the risk tolerance
necessary in a zero-interest world on the one hand, and the prudence
required in view of the large number of existing risks on the other,”
says Union Investment Manager Martin Brühl.
Union Investment has already demonstrated its prudent risk tolerance in recent years. Based on a risk management process that is
continually enhanced from a strategic, conceptual and technical standpoint, the Hamburg-based investment managers exploited new regional markets – such as Brisbane in Australia and Boston in the United
States – and further expanded their exposure in familiar markets such
as Mexico; they invested in hotly contested metropolitan centres and
in medium-sized cities; they significantly expanded their hotel investment segment, and were one of the first in the industry to dare to in-

Leap in demand
Net inflows for open-ended real estate funds in € billion from January
to May each year

Initial yields are declining
Prime yields for office buildings in major German cities at the end of
each quarter in percent
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The ugly flip side of new capital
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Source: BVI, July 2016
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Q1 2015

Q2 2015

Q3 2015

Q4 2015

Q1 2016
Source: JLL, April 2016

Union Investment acquired the headquarters of Converse, the US sporting-goods provider, in Boston in April 2016.

vest in development projects together with selected partners. All of
these measures underscored their interest in increasing the number
of candidate investments with lucrative yields through smartly calculated risk tolerance. Around €2.1 billion was invested in new properties in the first half of 2016, just under 40 percent of this in America.
For example, in April $315 million went into the purchase of the LondonHouse in Chicago for UniImmo: Europa. The architecturally striking
hotel on the corner of Wacker Drive and North Michigan Avenue is
leased long-term to Oxford Hotels and Resorts Group LLC. The acquisition of the office property at 101 Seaport Boulevard in Boston cost
$452 million. The global headquarters of Converse in Boston was also
purchased for around $150 million.

Liquidity-related risks increase

Photos: Union Investment/Roberto Farren Photography, Union Investment/Jürgen Müller

banks must also pay a penalty interest charge of 0.4 percent for shortterm deposits at the central bank. In April 2016, the ECB also expanded the bond purchasing programme it has been running since March
2015 from €60 billion to €80 billion per month. And as if that were
not enough, the central bankers are also buying corporate bonds in the
eurozone for the first time.

But the risk managers at the major investment management companies are no longer looking simply at the investment side – with good
reason. The “wave of liquidity is now the central determining factor
for real estate professionals,” says Tobias Just, Professor at the International Real Estate Business School at Regensburg University. The
results of the most recent semi-annual real estate investment climate
survey by Union Investment, for which a representative sample of 161
professional property investors in Germany, France and the United
Kingdom were surveyed (see page 24), clearly supported this conclusion. Over the last three years, the importance of liquidity management
has risen sharply for 42 percent of those surveyed. During the same
period, the significance of liquidity-related risks increased by 25 percent compared to other risk types.
At the German open-ended real estate funds, the run on real estate has significantly increased their cash on hand – and that is causing
quite the headache for the fund strategists. Many of them – including
Union Investment – therefore resolved in early summer to stop taking
new customer deposits for the time being. “We believe the risk management process of an open-ended real estate fund begins with liquidity management of the incoming capital,” says Union Investment
expert Martin Brühl. Cash must be invested – in connection with sta-

tutory requirements totalling at least 5 percent as a liquidity reserve
and up to a maximum of 49 percent of the fund assets – and here
property asset managers face exactly the same challenge as their colleagues in insurance companies or pension funds: clearly cash does
not produce income.
As the Scope rating firm determined, more than 22 percent of
the available funds of all German open-ended real estate funds are
currently in cash reserves. The worry about earning negative yields is
therefore quite real. At UniImmo: Deutschland, for example, the yield
from liquid funds in the financial year 2015/2016 was 0.4 percent –
still positive, but also only half as much as in the preceding financial
year. And this was the case even though the vast majority of the
cash reserves are held in special securities funds instead of money
market accounts.
The effect on fund performance is still the smallest problem; it is
considered manageable. From the risk strategists’ perspective, the greater risk from the increasing liquidity is that the already major investment pressure on the real estate markets will rise further and, in return,
limit the latitude for rational disposals for adjusting the portfolio. The
obvious result: a greater risk of a misallocation of capital. Looking at
the risks on the globalised capital markets, which are certainly not decreasing, this means that iron discipline is needed to prevent such a
misallocation, all the more so in the event that the financial markets
should yet again be beset by a veritable “black swan”.
•

“The risk management process
of an open-ended
real estate fund begins with
liquidity management”
Martin Brühl, Member of
the Management Board at Union
Investment Real Estate GmbH
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Walking the

tightrope

Study: real estate investors seeking the right balance between caution and necessary risk-taking

O

ptions for investment in real estate in Europe are shrinking,
while the risk of misallocating capital is rising as new money continues to pour in. Investing is thus a balancing act
in which the capital side has become a decisive factor. By more actively
managing liquidity and constantly balancing lower returns against
higher risk, property investors in Europe are attempting to solve the
dilemma caused by high levels of available liquidity. Those are the findings of the latest property investment climate study carried out by
Union Investment twice a year, which this time involved a representative survey of 161 professional property investors in Germany, France
and the UK.
Investments offering lucrative returns remain few and far between
in Europe. In fact, 52 percent of the European real estate investors surveyed do not expect to meet their yield targets in the next three years,
as they face continuing high prices and correspondingly low returns.
And even taking a five-year view, one in two of those polled are concerned that they will fail to achieve the expected return on investment.

Cautious risk-taking
The follow-up study by Union Investment shows that Europe’s property investors are currently recalibrating their attitude to risk. “For many
groups of investors, the scales are tipping in favour of cautious risktaking,” said Olaf Janßen, Head of Real Estate Research at Union Investment. Accordingly, in the latest survey 60 percent of investors cite
“returns” as their main motivation, far outstripping “security” (29
Investor confidence begins to dampen
Investment climate index* in points
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Source: Union Investment, Investment climate survey, July 2016

percent) and “liquidity” (9 percent). This represents a further and significant increase compared to the previous survey in January 2016,
when 55 percent of those surveyed stated that they assessed real estate investments chiefly in terms of potential returns. A year ago, the
figure was just 52 percent.

Only France shows higher tolerance of risk
Despite the increased focus on returns, investment strategies of European property investors remain essentially defensive in the view of the
investment decision-makers surveyed. One of the main findings of the
Union Investment study was that only around one in three of the companies surveyed (35 percent) explicitly looks to generate the same returns by taking on a higher level of risk. Only in France is the tolerance of risk in investment strategies comparatively high. Within this group,
“same return – higher risk” reflects the strategy of 46 percent of those surveyed; in the UK and Germany by contrast, only 32 and 28 percent respectively explicitly state that they intend to take on more risk
in order to compensate for factors such as the impact of falling acquisition yields.
The majority of investors surveyed (56 percent) are not prepared to
increase their risk exposure, and accept that they will not meet their selfimposed yield targets or those defined by their clients. An investment
strategy based on “same risk – lower return” is being pursued by 56
percent of investors in Germany, 52 percent in France and 60 percent in
the UK. “Although there has been a significant rise in the focus on returns, this has not translated into much action yet. There is still no sign
of a general shift towards higher-risk investments,” said Olaf Janßen.

Full occupancy at Emporio
and Theo 106
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Theo 106 in Frankfurt City West will once
again serve as headquarters for a bank. After
Ing-Diba vacated the building in 2013 Union

years
UniImmo: Deutschland
This open-ended real estate
fund has been a success since
its creation in 1966: a half-century of Union Investment realestate expertise.

Triple-A for outstanding
quality in asset management
Union Investment received a rating of AAA
AMR for its real estate activities from Scope
Analysis this year which is considered the top

cessful growth thanks to its focus on the
target group of institutional investors.
The Scope rating for Union Investment’s
open-ended retail real estate funds for private
and institutional investors was also gratifying:
aa- AIF for UniImmo: Deutschland and
UniImmo: Europa and a- AIF for UniImmo:
Global, as well as aa- AIF for UniInstitutional
European Real Estate and UniInstitutional
German Real Estate.

Ranked among the top ten
employers

vestments of which €5.2 billion

Union Investment took ninth place in the

in direct and €3.4 billion in in-

2016 ranking of employers by
ImmobilienZeitung, putting it among the top
ten for the third time. A total of 588 students

2 billion square metres of usawhich has been let.
Stand: 30.6.2016

•

Named for its location on Theodor-Heuss-Allee
in Frankfurt am Main, Union Investment holds
the property in DEFO-Immobilienfonds 1 for
institutional investors. “Theo 106 is a
first-class property and it was only a matter of

€8.6 billion in real estate in-

ble floor space, 97.4 percent of

ten-year term, took effect on 1 August 2016.

ment, its efficient process orientation, and suc-

billion
current fund volume, including

Existing properties have some

financial institution. The lease, for an initial

solid position in the international environ-

€10.7

direct real estate investments.

meters of office space with a well-known

last year, reflecting the company’s continued

percent increase
in value since the fund was
created. Last five years:
13.5 percent; last ten years:
38.15 percent.

As with the question of how much risk to take on in order to generate appropriate returns, the three largest European economies are
also ambivalent about the property investment climate. While the climate index in France appears to be stabilising after a long downturn,
in Germany and the UK investor sentiment shows an unexpectedly
strong dip, with falls of 2.4 and 4 points respectively. The survey was
completed at the end of June, before the UK referendum on whether
to remain in the European Union was held. With the index for the UK
standing at 64.3 points, the mood among British investors even before the Brexit decision was at its lowest since 2012. For the first time
since 2010, the climate index in the UK has fallen below that of Germany (67.5) and France (67.0).
•

the entire building with about 10,600 square

management. The rating is unchanged from

1,502

Uncertainty weighing on sentiment

Investment has signed a long-term lease for

grade for outstanding quality in asset

Photos: fotolia, Union Investment/Henning Kreft

Markets

participated in the survey, which was
conducted in early 2016. As in previous years,
they were asked at which property company
they would be most keen to work after they
had completed their studies.
Surprisingly, only 18 companies have made it
into the top ten since the survey was first
introduced in 2009.

•

time until we got it back to full occupancy,”
says Volker Noack, Member of the Management Board at Union Investment Real Estate
GmbH. “It really paid off that in managing
assets, that we focus on long-term potential,
not short-term results.” The Emporio high-rise
office building (previously known as
Unilever-Haus) in Hamburg is now also at full
occupancy. The property with 59,000 square
metres of office space has undergone
extensive modernisation and received an LEED
Platinum rating. The new tenant is E-Sailors IT
Solutions, which has signed a lease for 3,200
square metres from April 2017. The prestigious
building, which was constructed in the 1960s,
belongs to the portfolio of the open-ended
real estate fund UniImmo: Deutschland.
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Real People

indications he would become a globe-trotting property professional
responsible for filling current 34 commercial properties valued at €5.3
billion in eight countries in the Americas and Asia and on the Iberian
Peninsula. He began his professional life in Hamburg as a graduate
in banking and business administration. After that came an international MBA in New York City, London, and Paris. Ulrich Dischler, who
is active in the trade association RICS, says that random chance early
in his career – when he joined the commercial real estate financing
department at his first employer – turned out to be good luck for him:
“I immediately liked working in real estate. Because it can be experienced physically and represents something permanent in an increasingly fast-changing world.”

Ulrich Dischler, seen here at Heaven’s
Nest, the rooftop bar of the Hamburg
Cloud, loves to take the long view. For
him, asset management means doing
everything that is “important for maintaining the value of a property.”

Ulrich Dischler is responsible for international asset
management at Union Investment Real Estate GmbH in
Hamburg. An expert on property, he has developed a

A feel for

real feel for what commercial tenants around the globe
will find hip today and chic tomorrow.
By Miriam Beul-Ramacher

international trends
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H

e doesn’t have to think long when asked to name his favourite cities: New York City, Tokyo, and Mexico City,
which appeal to him as both a property professional and a
tourist. Precisely in that order. Ulrich Dischler lived in the Big Apple for
nearly four years, in Zurich for almost two years, and in Singapore for
another three years.
However, the southeast Asian city state didn’t make it into his
top three. “Cities have more than functions; they also have a look.
The aesthetic of buildings in a cityscape is important to me,” says
Dischler, Head of Asset Management International at Union Investment
Real Estate GmbH, adding that even an international property investor
who handles billions in a fiduciary capacity for his clients shouldn’t
neglect this aspect. “Property should also be a feast for the eyes,”
emphasises Dischler, who heads the nine-person international asset
management team in Hamburg with two branches in Singapore and
Madrid. Dischler was born in Hamburg in 1968, and with no early

Photo: Achim Multhaupt

Intensive cultural training as a basis
Dischler worked in management positions as a fund initiator in
Hamburg and as head of transaction management for core properties
in Zurich and New York City until 2009. By the time the Lehman bankruptcy gave rise to the property and financial crisis, he had many years of experience with the US property market. Dischler, as a conservative property professional, had always kept his eye firmly on the
long-term potential for increasing value and on future uses for properties. That philosophy made it easy for him to move to Union Investment
in 2009 – even if the market sentiment at the time was “more than
cautious”. Dischler points out that “at that time Union Investment already had a good, broadly positioned business in the Americas – not
just in the USA, but also in Canada, Mexico, and Chile. For me, being
asked to head the Americas asset management unit offered a good
opportunity for further development with a larger team.” But just ten
days after he joined the company, Union Investment offered him a new
challenge to tempt him to the other side of the world: the same position with similar duties but with responsibility for Asia instead of the
two American continents.
Dischler was fascinated by the idea that from one day to the
next he was being transferred so he could manage a portfolio of
properties worth billions in Japan, Malaysia, South Korea, Singapore,
and later also Australia. Union Investment had already established
a small but top-notch asset management team in Singapore, so
Dischler was able to get right to work in 2009. Before moving to his
new post, he completed intensive cultural training to establish a basis
of knowledge.
There are great cultural differences within Asia. The Japanese like
to ensure that all formal requirements are fulfilled, while Malaysians
are much more pragmatic. “Politeness and respect are extremely
important everywhere,” explains Dischler, who considerably enhanced
his feel for cultural subtleties during his three years in Asia. Dischler
is now an expert in getting along well in different cultural, legal,
and linguistic areas and can often intuit the proverbial wishes of
his tenants – since he knows what makes users in different countries
▶
and cultures tick.
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For example, the increased numbers of dogs in American homes.
The fact that employees increasingly want to take their pets with them
to the office – and are allowed to do so – requires creative solutions:
“Our tenant Amazon in Seattle issued guidelines on dogs for its employees, and they even apply to meetings. For that reason, dog walking
areas have been installed on the roofs and terraces of some Amazon
buildings.”
The range of duties involved in international asset management at
Union Investment is very diverse and includes active management of
overseas properties along with tenant management. The spectrum extends from modernisation to restructuring in order to maintain value.
An example of the latter is the repositioning of the office property at

Following a complete refurbishment, the property at 600 13th
Street in Washington D.C. was successfully relet (top). Ulrich
Dischler is a cosmopolitan who considers Hamburg to be the
“gateway to the world”.

600 13th Street in Washington D. C., which was successfully relet
following a complete refurbishment. “Our five-year plan includes everything that is important for maintaining the value of a property. We
are constantly examining the possibility of improving our properties
from the viewpoint of sustainability or forming communities of users at
the properties.”
Positive feedback from tenants is reflected in some impressive numbers: “We currently have 96 percent capacity utilisation worldwide, and
over 97 percent in the USA. An excellent result for which our teams in
Hamburg and Seattle love to develop creative ideas and take advantage
of every type of leverage.” Only then is Dischler satisfied with what has
been achieved.
•

“Fulfilling our quality standards globally"
Volker Noack, Member of the Management Board at Union Investment Real Estate GmbH, also relies on
third-party support for international asset management

August 2016 to stay where they were and extended their leases, five of
them well beyond 2021.”
How do office tenants in Seattle and Sydney differ? “Almost all tenants want new office spaces with a modern design. The requirements
are similar for international tenants like PwC or Deloitte, whom we serve
at multiple locations. The loft style with high, open ceilings is increasingly popular – in all sectors, not just with IT firms,” says Dischler. He adds
Impressive track record in letting office space
that there are strong regional differences where criteria for location and
The mixture of internal asset management units, which operate from
extras are concerned. For example, easy access. In Tokyo, an office wiHamburg and the international branches, and local external experts has
thout a mass transit connection would be a non-starter, while that facproven to be a model for success. The result is an imtor is almost completely irrelevant in Mexico City.
Opinions also differ concerning the question
pressive track record in letting office space: international asset management, teamed with the external partof what the building must offer tenants besides
ner Metzler North America, let some 17,300 square
office spaces. Asian companies consider an indiUlrich Dischler, a graduate in banvidual company cafeteria to be a sufficient addimetres of office space in the USA and Mexico between
king and business administration,
January and August of this year alone. Seventeen of the
tional service, while premium buildings in the USA
also has a TRIUM Global Executive
total of 22 leases were for terms of more than five yemust also offer at least individual conference and
MBA (New York City, London, Paars. The longest terms – in some cases up to 2028 –
fitness centres. “Service and lifestyle are far more
ris). He is a member of the industry
were for new tenants at the property at 140 Broadway
important in the eyes of our US tenants. We thereassociations RICS and ULI. Dischler
in New York City. Where the choice category of extenfore see those markets as a trendsetter for many
has more than 20 years of expesions is concerned, Dischler has also racked up a resthings that will later become standard in other
pectable score for the portfolio in the USA and Mexico:
places,” explains Dischler, well aware that not
rience as a top manager in leading
“Fourteen companies leasing a total of 15,600 square
every local trend will become an international mecompanies in the real estate and
metres of office space decided between January and
gatrend.
financial industries. He has been

Major tenants have an opportunity for direct discussion with him
at least once a year. External local property managers collect suggestions, requests for changes, or complaints during the year. “Our tenants’
business is changing very fast, along with requirements for the spaces.
Therefore, communication directly with us or the property managers
on site is very important in allowing us to be proactive,” says Dischler.

Career

Photos: Achim Multhaupt, Union Investment/Fred George, Union Investment/Mary Parker, Union Investment/Adele Marschner

New tenants have signed long-term leases for the high-rise at
140 Broadway in New York City.

Mr. Noack, what are the advantages of
having local experts in other countries
provide support for active property
management?
For asset management, employees must
have a high level of professionalism and a
good knowledge of the market for very
different countries and property products.
When it doesn’t make sense to create our
own teams on site, for example when
holdings are small or when entering a new
market, it can be very efficient to supplement our own management with external
property managers. If it’s possible to use
local partners with flexible schedules, that
also helps reduce fixed costs. Incidentally,
local experts make it easier to overcome the
difficulties posed by different time zones,
because contact people are networked and
someone is available at all times.
Are there any disadvantages?
We are very alert to the possibility of
conflicts of interest with contractors. The
third-party business isn’t always stable, and
there are sometimes oligopolies on local
markets. We expect absolute reliability and
complete dedication from our partners.

Do external property managers act
independently or do they always follow
instructions?
External professionals are really an
extension of ourselves in the individual
foreign property market. We control all
processes centrally from Hamburg. It is
important to work in close cooperation
with our local experts to ensure that our
demanding quality standards are fulfilled
all over the world. Our contractors thus
follow the instructions of the responsible
asset managers. We have had good
experiences with this approach all over the
world. It also offers a good, efficient
cost-benefit ratio.
What prerequisites must external property
managers fulfil?
They must be strong players in the
respective local market and have a solid,
active network. We also expect them to be
highly service-oriented. Employees with
technical know-how and equally strong
soft skills for tenant and customer support
are also important to us. In addition, we
accord great importance to good corporate
governance, professional procedures, and

Volker Noack, Member of the Management Board at Union Investment Real
Estate GmbH, whose duties include
asset management.

high standards for compliance. It’s obvious
that we prefer to work with other
professionals. We select first-rate partners
based on our many years of experience.
Sometimes we also invite them to an
advance “beauty contest”.
The interview was conducted by
Birgitt Wüst.

Head of Asset Management International at Union Investment Real
Estate GmbH since 2009.
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“The real estate industry
needs to consider whether
every employee will still need
a physical work station in future.”

Concepts

Open space

for open thinking

Start-ups with digital business models are changing the shape of the office market. But established
companies – influenced by digitalisation – are also developing innovative office concepts geared to communication.
This presents project developers and investors with a number of challenges. By Christian Hunziker

T

Andreas Kleinau, Managing Partner
at Combine Consulting

individual and group work, while the Accomplish Space is best-suited
to traditional desk work. Only one thing is missing from the headquarters, which staff moved into in August this year – an assigned desk for
every employee.
The German headquarters of the software giant is a prime example of the current revolution in the office market, which is being driven
quite decisively by the megatrend of digitalisation. “The way people
perceive the office as a place of work is changing,” notes Robert Hlawna, who as Managing Director at Colliers International Corporate Solutions advises companies on finding suitable office solutions. For
Hlawna, this means more specifically that the office is becoming a
“space for creative solutions”. Stefan Wundrak, Head of European Research at TH Real Estate, has observed a similar trend: “More and more
companies are offering their employees desk-sharing models, the option to work from home, and flexible working hours.”

he first thing that staff at Microsoft Germany’s new headquarters in the Schwabing district of Munich do at the beginning
of their working day is find a suitable place to work. Anyone
who wants to focus undisturbed heads to the Think Space, a quiet room
that feels like a library. Anyone who has arranged a brainstorming
session with their team to discuss a new project meets in the
Share & Discuss Space. The Converse Space is designed for a mix of

The new world of work at the
Google development centre in
Munich: The location offers the
typical Google mix of efficient
work environment, elegant
design and a multitude of
amenities for employees.

Photos: Christian Rudnik/Google, Combine Consulting

The influence of start-ups
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One important reason for this trend is the emergence of young, innovative companies that are challenging established firms with their digital business models. Start-ups are no longer an exotic phenomenon
on the fringes of the business world. According to an analysis by consulting firm BNP Paribas Real Estate, in 2015 companies operating in
the digital economy in the six biggest cities in Germany rented 625,000
square metres of office space, 60 percent more than two years previously. For Wolfgang Schneider, Head of Research at BNP Paribas Real
Estate, this analysis shows that “the importance of the digital economy is now such that it exerts a considerable influence on the demand
for office space.”
Young companies have very specific ideas about the location and
furnishing of their offices. “In keeping with their image, start-ups often
look for a creative environment,” says Ken Kuhnke, Member of the
Management at property service provider HIH Real Estate. In his experience “locations in trendy districts and spaces in renovated industrial buildings that have been converted into stylish offices” are particularly popular. Typical features in these offices include large meeting
places with a lounge atmosphere and a canteen where people can
linger. The US internet giants take this approach particularly far. Google, for example, is planning a new headquarters in Silicon Valley which,
according to the little information that has been released, is designed
to be a massive futuristic campus with flexible offices.
Some elements associated with these solutions can also be found
in properties occupied by insurance companies, banks and other established businesses – even state firms like Swiss Post. Its headquarters
in the WankdorfCity district of Bern, which opened in 2015 and was
developed by the real estate company Swiss Prime Site, has only around
20 individual offices for members of the Executive Management ▶
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“The importance of the digital
economy is now such that it exerts
a considerable influence on the
demand for office space.”
Wolfgang Schneider, Head of Research
at BNP Paribas Real Estate

Coworking spaces are in high demand: businesses or individuals want to rent work stations on a daily, monthly or annual
basis depending on how often they need them. Companies
like WeWork have responded to this creative trend.

tant, and offices need to provide the environment to support that.
One of the factors motivating well-established major corporations to
engage with new office concepts is the need to keep pace in the
competition for the best minds from Generation Y – a group that grew
up with the internet, tablets and smartphones, is used to flexible ways
of working from their university days, and has new perceptions of work
and life.

Coworking spaces set for expansion
Any company that tries to force members of this generation into rigid
structures with set working hours and an allocated desk is in danger
of losing the smartest people to start-ups, which are considered much
more attractive. “The key to corporate success lies in the workplace,”
concludes Andreas Kleinau, Managing Partner at Combine Consulting,
which specialises in modern work environments. “And that’s why
decisions about what infrastructure a business should provide are
now made right at the top.” The current upheaval is highlighted by the

ence coworking providers have in the office letting market: the company has rented no less than 11,000 square metres of office space in
the 9th Arrondissement for 12 years. “We’re taking a good look at the
concept of coworking,” says Martin Rodeck, Executive Managing Director Germany at project developer OVG Real Estate. “From a certain
critical volume of around 25,000 square metres of office space it can,
in certain circumstances, be a good idea to have a coworking provider
in the building.” However, Andreas Schulten, Member of the Board of
Directors at consulting firm Bulwiengesa, points out that this approach
can turn office buildings into operator-managed real estate whose
success depends largely on the quality of the coworking provider.
At any rate, he says, WeWork and other providers are actually not so
new, but simply “a cool Regus” – the next stage for providers of
flexible office solutions, which have already been on the market for a
long time.

Office buildings as a place for exchange and creative processes: office buildings (pictured here: Combine Consulting) are
considered fit for the future when they are flexible and convertible.

Photos: WeWork Corp. (4), BNP Paribas, Unilever/Adam Mörk, Combine Consulting (Simulation)

team and other managers. All other staff share desks, which means
they have to choose a suitable workplace – perhaps in one of the 100plus “aquariums”, glass cubicles designed for focused individual work,
or maybe in the lounge area or on the piazza, which is perfect for an
informal discussion. There is also a quiet room where staff can take
power naps.
Technical developments have made concepts like this possible,
says Colliers expert Robert Hlawna. Twenty years ago, he explains, there were three reasons to work in an office: that was where you could
access technical infrastructure like computers and a landline, that was
where the documents were, and that was where you talked to colleagues. “Today, the first two reasons no longer exist,” he says, citing
the invention of tablets and smartphones. But this means that communication with colleagues and managers is now all the more impor-

success of coworking spaces. These are office spaces rented by an operator, fully kitted out, and then let to freelancers or project teams in
combination with a comprehensive range of services on a long-term
or short-term basis.
The US start-up WeWork is creating the most waves in the industry. The company, which according to the Wall Street Journal is valued
at an incredible $16 billion, opened two coworking spaces in Berlin
this year and plans to enter the market in Paris in 2017. In mid-2016
it had offices in 28 cities in 12 countries.WeWork and its competitors
– for example the Israeli start-up Mindspace, which is also enjoying
good growth – see themselves more as community managers than
office space providers. WeWork consistently refers to its tenants as
“members”, and on its website it declares that its mission is “to create a world where people work to make a life, not just a living”. The
feeling of being part of a select community has its price, however: a
WeWork office for two people in Berlin costs around €1,000 a month
– significantly more than what freelancers normally pay for similar
shared offices. A look at WeWork’s space in Paris illustrates the influ-

Desk-sharing and the consequences
These new forms of working are by no means restricted to the coworking concept. “The real estate industry needs to consider whether
every employee will really still need a physical work station in future,”
says Andreas Kleinau. “Although desk-sharing strikes right at the heart
of the German idea of socialisation at work, I think it will become well
established.” But Germany is still lagging behind other countries. Silicon Valley is not the only place where companies are more willing to
experiment with innovative office ideas. “In Europe,” explains researcher Stefan Wundrak from TH Real Estate, “businesses in the Netherlands, Sweden and Denmark are generally quickest to incorporate ▶

The role of the digital economy is increasing, particularly in the capital Berlin
Contribution made by the digital economy to demand for office space in Germany’s top locations
Space turnover in m 2, 2013

Digital economy in %, 2013

Space turnover in m 2, 2015

Digital economy in %, 2015

814,000

0.8 Mio.

741,000
603,000

0.6 Mio.
453,000

415,000

0.4 Mio.

453,000

493,000

529,000
438,000

440,000
276,000 281,000

30 %

0.2 Mio.

22 %

23 %

18 %

17%

12%

0
Berlin

Düsseldorf

12 %

12 %

Frankfurt/M.

9%

7%

Hamburg

18 %

8%

Cologne

Munich

Source: BNP Paribas Real Estate, June 2016
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Concepts

new developments.” And it’s worth noting that desk-sharing does not
necessarily mean that less office space is needed per staff member.
Any savings in classic workspace are normally used to expand communication zones.

Flexibility is required for new office buildings
In spite of this, investors and project developers cannot avoid dealing
with changes in their customers’ requirements. Andreas Kleinau from
Combine Consulting points out that, to be fit for the future, office buildings need to be “flexible and convertible – tomorrow’s office must
be a place that supports exchange and creative processes.” To achieve this flexibility, OVG project developer Martin Rodeck recommends
that new builds have a ceiling height of three metres and a building

Airy and close to nature: plans for Charleston East, Google’s
new campus, resemble a giant tent. It is to be built beside
Googleplex, the company’s headquarters in Mountain View,
California. The building will have around 55,280 square metres
of usable space.

depth of at least 14.50 metres. “This building depth allows for all
kinds of office solutions,” he explains. But many portfolio properties
are also flexible enough to meet today’s requirements, adds Norbert
Löffler, Head of Property Development Consulting Germany at Bilfinger
Real Estate.
Flexibility is also necessary in one other area. Martin Rodeck summarises the challenge: “No company can seriously sign a ten-year lease nowadays because no company can know where it will be by then.”
Portfolio holders are all too aware of this issue. “Even in Germany,
there’s an occasional move to make a lease more flexible,” says Christoph Schumacher, Member of the Management Board at Union Investment Institutional Property GmbH. “At asset management level we’re
therefore working with contractual penalties and incentives. Soft factors such as having a canteen or a campus manager play a role in encouraging tenants to stay longer.”
However, it seems that nothing can stop this trend towards different office solutions, as a look at other countries shows. Rabobank,
for example, has redesigned its head office in Utrecht to create
“a loft with an open, industrial character”, as described by Zenber

Interieur Architectuur, which was commissioned to complete the work.
And at The Edge, an office complex in Amsterdam developed by OVG
Real Estate, it was the tenant Deloitte, an audit firm, that encouraged
the project developer to achieve the highest level of innovation. The
aim, as Peter Bommel, CEO of Deloitte Netherlands, emphasised at the
opening ceremony, was to ensure “that the building creates a productive, pleasant working environment”.

“We aim to achieve a good mix”
Christoph Schumacher, Member of the Management Board at Union Investment Institutional Property
GmbH, on the new fund Urban Campus Nr. 1 and changes in the office market
Mr. Schumacher, together with Investa
you have created the first German
institutional fund for campus property.
What sets it apart?
For Urban Campus Nr. 1 we want to
acquire office property with flexible floor
space concepts that offer a very urban
quality of visitor experience and modern
IT infrastructure, and also make the most
of sharing and coworking trends. We
have our eye on buildings with flexible,
living structures that also present an
opportunity for smaller tenants. To
ensure that tenants are well looked after,
we appoint a campus manager – similar
to the approach taken by coworking
providers like WeWork. We’re not
thinking in terms of individual buildings
here, but focusing on neighbourhoods.
We’re interested in areas with strong
development potential close to research
facilities or large companies, for example,
but also those in unconventional
inner-city locations.
In the long term, will flexible working
concepts be an important part of the
office market?
Yes they will. These flexible concepts will
represent part of the office market. But
although they will clearly be important, our
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So the question is whether we are experiencing a revolution in the
office market triggered by digitalisation? It’s more of an evolution, says
Andreas Schulten from Bulwiengesa. But there’s no question that the
new possibilities offered by modern technology and new requirements
of users are challenging the innovative power of the real estate industry. As Martin Rodeck from OVG Real Estate emphasises, “There’s no
stopping digitalisation.”
•

entire portfolio won’t focus solely on this
model. Traditional working concepts will
always be needed.
Would you consider taking on coworking
providers as tenants for your fund
properties?
We are currently in lively discussion with
these providers. However, coworking
providers compete with other interested
tenants. The conditions must be right for
both sides. The same applies to digital
start-ups. We hold the capital of our
investors in trust and take into account the
financial situation of our tenants, which is
why we cannot accept every unstable
start-up as a tenant. But we aim to achieve
a good mix. Campus real estate in
particular offers the best conditions for this
because it has space for both mediumsized companies and start-ups, which often
receive financial support from a university
or another business.
The working world is changing radically
outside the world of start-ups too. What
impact does this have on long-term
portfolio holders?
We have definitely observed that the work
environment is changing, not just in the
start-up scene, but also in other areas, for

Christoph Schumacher is responsible
for the real estate business for institutional investors at Union Investment.

example institutional investment. We need
to adapt to the fact that our tenants are
using desk-sharing and working-fromhome solutions to a greater extent. This
means we need to ensure that our
properties are flexible enough.
The interview was conducted by Christian
Hunziker.
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Popular advertising space:
the enormous LED screen
on the façade of the Marriott Marquis hotel on Times
Square in New York City is
eight storeys high and more
than 100 metres wide – as
long as a football pitch.

More than a

façade

Outdoor digital screens and billboards are often mounted on the façades
of large buildings in major cities. Owners love them, since well-designed
Photo: ddp images

advertising on a property attracts attention and promises additional rental
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A

n after-dark stroll through Asian urban centres offers an
astonishing sight as skyscrapers put on their evening best:
video screens several storeys high or extending over entire
façades flash and glow in every colour of the rainbow.
The Hong Kong lightshow offered every night on the video
façades of 44 high-rises on Hong Kong Island and the Kowloon side
is one of the city’s best-known tourist attractions. According to the
Guinness Book of Records, the “Symphony of Lights” of Hong Kong is
the world’s largest permanent light and sound show. Amazing sights
abound on the walls of prestigious high-rises like the HSBC Building
with its gleaming façade or the Bank of China tower, as gigantic advertising spots or animated films in unusual XXL format flicker across
the buildings. The entire skyline forms a single advertising installation
in a uniform style.

Bic Camera, a Japanese electronics retailer, advertises smartphones on the front of its flagship store on Meiji-dori Street in the
Ikebukuro district of northern Tokyo. During the 2014 FIFA World Cup, Adidas advertised its sports shoes and clothing on a
mega-poster mounted on the Berliner Zeitung newspaper building.

choice of lighting technology. “Using LEDs allows a line of sight from
the interior to the exterior,” Förster explains. “But the LEDs can’t be
positioned too close together, since that will offer a high resolution
but won’t allow people to look out.”
Digital screen technology is considered a market of the future.
Therefore developers and architects would like many more building
projects to include permanent video façades. However, there is some
doubt that anyone will ever experience a “Symphony of Lights” in
Frankfurt’s banking district. So far, officials in Germany have been
very conscientious about issuing permits, preventing entire skylines
from being turned into gigantic outdoor billboards and displays as they
have in Asia.
Building projects that include façades of that kind often fail at
the preliminary building application stage, according to insiders. This
makes permanent video façades as rare as hen’s teeth in German
New technology makes (almost) everything possible
city centres. One major reason given for the reluctance to issue perDevelopers and architects in Europe have also long been fascinated
mits is the possibility of distracting pedestrians and drivers. It is
by the possibilities modern lighting technology offers for façade dethought that video façades could increase the risk of accidents.
sign. Realities United of Berlin, which made its name in 2003 with the
Digital advertising screens have occasionally been installed on
Light and Media Façade on Kunsthaus Graz in Austria, is a trailblazer
shopping centres or large department stores, although usually only
in the field known as mediatecture.
on parts of the façade. Some museums also have video wall elements
One of the few comparable media façades in Germany is to be
of this kind. The permitting authorities are a bit more generous with
found on the St. Pauli clubhouse in the Reeperbahn nightlife district
temporary digital displays on façades, which are usually operated by
of Hamburg, a new build inaugurated in Septemoutdoor advertising companies. Temporary disber 2015. The main attraction of the six-storey builplays can often be seen in the underground stading is a 700-square-metre video façade, the lartions of large German cities, and digital screens
gest in Europe. The unique feature is that visitors
are also becoming more common at public transcan use Twitter to interact with the screen design
port hubs, such as the portal of the main train
– along with art and advertising, large-format news
station in Hannover, near the Cologne Trade Fair,
million dollars is the monthly rent
and weather forecasts are displayed for the suror on the Kurfürstendamm and Potsdamer Platz
for LED advertising in XXL format on
rounding urban environment. In June, the façade
in Berlin.
Times Square in New York City.
won the Media Architecture Biennale (MAB) Money Architecture Award 2016, which recognises
It all depends on permits
forward-looking media architecture. A look at the
In spite of those examples, the permitting situation
costs of building the clubhouse shows how expensive such ambitious
in Germany is “still very difficult,” says Markus Stahmer, Managing
mediatecture can be: the façade accounted for €4 million, almost a
Director of Blowup Media Deutschland, a member of the Ströer Group.
quarter of the building’s total cost of €17 million. Developers who want
The trend for the digital out-of-home (DOOH) sector is far more adto install media façades on their buildings will find that a great deal
vanced in other European countries, particularly the United Kingdom,
of preparation and intensive coordination between planners and aras well as the Netherlands, he says. This has forced advertisers in Gerchitects is needed. “The exterior location is decisive,” says Thorsten
many to fall back on the analogue variant of the video façade, making
Förster, project engineer and façade expert at Drees & Sommer.
mega-posters much more popular there.
An Italian swimwear brand used a 100-square-metre billboard to
“One of the key questions is where observers will view the façade from
display an enormous picture of a model in a bikini on the front of the
and what resolution is needed so they can view a video clip with high
image quality.”
Hugendubel building site on Marienplatz in Munich early this summer,
But the interior location also plays a role. For example, it is no proattracting a lot of attention. But the permitting situation is also murky
blem to apply a screen to parts of the façade with no windows, but
for mega-posters. It varies from one local authority to the other, with
that won’t work elsewhere on the building, since users can’t be exrestrictions primarily on the size of the installation and the length of
▶
pected to sit in the dark. These and other considerations determine the
time it may be displayed.

Photos: Caro/Teich, Getty Images
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“In London, 13 administrative units
decide on the installation of a
mega-poster. In Barcelona, it’s usually
enough to submit the application to a
single authority.”
Markus Stahmer, Managing Director
at Blowup Media

Other requirements may be imposed based on the location.
“In some cities, such as Munich, the campaign must be embedded
in a replica of the façade,” explains Stahmer. He says that the way
officials outside Germany grant permits also differs sharply from one
country to another. “For example, in central London no less than 13
administrative units must approve the installation of a new megaposter. In Barcelona, on the other hand, it’s usually enough to submit
the application to a single authority.”

Photos: Getty Images, Oakesstudios.com, BlowUp Media

Popular locations offer many pairs of eyes
The companies that market outdoor billboards and displays are primarily interested in very popular locations with lots of traffic, so not every office building complex at every location is appropriate for façade
advertising. “Proximity to stores, restaurants, cinemas, event venues,
or shopping centres is also very attractive to advertisers and therefore
to us,” says Markus Stahmer of Blowup Media.
Owners whose buildings offer potential for outdoor advertising –
whether analogue or digital – must answer two important questions:
will the façade be used to advertise the owner or tenants in the
building, or will the façade be leased to third parties for outdoor
advertising displays? This fundamental decision must take into account
the corporate image and corporate design of the owner, the property,
and the users of the building. It is clear that the most important aspect
of leasing to outsiders is generally the need to minimise the expense
and effort involved in ongoing leasing of a façade. In most cases, building owners generally use outside advertising agencies to handle marketing of long-term lease agreements for periods between five and ten
years.
The pricing of façade rents still seems to be a closed book. Building owners are generally a bit sensitive about the subjects or companies being advertised on the walls of their properties; this certainly
includes advertising for direct competitors or displays that are controversial or offensive. The agencies pay fixed rents to companies letting
façades during the term of the agreement, but the spaces may be subleased for days or weeks, so the broadest possible group of potential customers must be included in marketing.
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Conflicts of interest among owners, agencies, and advertising clients are certainly possible. Building owners may restrict efficient marketing of façade advertising displays for various reasons, but discounting the rents can help compensate for that. The principle is that more
restrictions mean lower rents for façades and thus lower rental income.

A profitable side business for owners
“Poster walls, video walls, and other advertising displays on building
façades are particularly worthwhile for investors when pedestrian
numbers are high,” confirms Thomas Schmid of the Wüest & Partner
property consulting firm in Zurich. He says that rents are probably
highest where pedestrians tend to linger, such as near bus or train
stops or in popular urban shopping areas. Schmidt offers a rule
of thumb: “You can assume that where the rents for advertising
spaces are highest, rents are also relatively high for other spaces, such
as sales or office spaces.” Of course, this also applies vice versa to
building owners.
For some reason, it is almost impossible to obtain specific information about rents for façade spaces in German cities. Some orders
of magnitude are known in Switzerland. For example, the charge for
displaying mega-posters for four weeks in popular high traffic locations is equivalent to about €23,000, according to industry experts.
However, prices can range as high as €139,000 at prime locations
such as Bahnhofstrasse in Zurich. This figure also includes the costs
of production, assembly, and removal which, depending on the size
of the mega-poster, can generate additional expenses for advertising
clients ranging from €2,800 to €13,000. At the top location in New
York City, the charge for one month of LED advertising in XXL format
is $2.5 million.
Letting façade space certainly appears to be a profitable business
model. However, the extent to which the rental income of building
owners will ultimately profit from this is unknown. But rents for façade displays and billboards should pay off for anyone who is not too
picky about advertising. The main thing is to have the right location
and all of the necessary permits.
•

Warner Bros. used XXL posters, sometimes extending over three building façades as in the picture above, to advertise Darren
Aronofsky’s biblical film Noah in the USA in 2014. Below, Ikea in Birmingham (UK) uses 3D façade advertising to highlight new
trends in space-saving furniture.
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Different, astonishing, informative: alternative routes reveal interesting sights to those
who want to learn more about a city. By Elke Hildebrandt
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Fascinating underground

Street art at every turn
Between aesthetics, commerce, and illicit activity – Berlin is a world capital of street art. A
walking tour of Kreuzberg leads past all kinds
of alternative artwork, some hidden, some on
a superhuman scale. Special street art tours
organised by Art Berlin offer an impressive
view of the traces left by artists of all kinds.

Architecture tours
Guiding Architects is an international network of architects, architecture journalists,
and authors who conduct professional architectural guided tours. Visitors to the
17th Arrondissement in Paris see how an
urban district with zero carbon emissions is
developing into an eco-district.

Gourmet tastings on the way
Eat-the-world organises walking food tours
of German cities. Avoiding tourist joints, visitors traverse small, authentic neighbourhoods to sample the wares of restaurants,
gourmet food shops, and snack bars. The
programme includes 25 cities and even
more urban districts.

An unusual social welfare project

Skyscrapers on the move

Hidden City Tours in Barcelona helps visitors see the city through
the eyes of someone living on the streets. Homeless people are
employed as tour guides, offering an unusual look at one of the
world’s most popular tourist destinations.

“Mega-City on the Move” is an excursion
through the world of skyscrapers in Pudong,
a booming area of Shanghai. It is among the
walking workshops offered by Shanghai
Flaneur, a forum for artistic and academic
urban research projects which lets visitors to
Shanghai feel like insiders.
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An impressive network of tunnels and cisterns
criss-crosses the subterranean formations
below Naples, Italy. Galleries, caves, twisting
spaces, and narrow passages offer evidence of
underground architecture that is thousands of
years old. Napoli Sotterranea guides visitors
through the intriguing passageways of this
unusual labyrinth.
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Hotel Innside by Meliá, Aachen
Union Investment has acquired the Innside by Meliá Aachen for one of its openended retail funds for institutional investors. The developer and seller is HPG Hotel
Aachen. The hotel new build was completed in 2016 and has been leased to Sol Meliá
Deutschland for 20 years.
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LondonHouse, Chicago
LondonHouse, a hotel located in the Loop, Chicago’s business and financial district,
has been acquired by Union Investment for $315 million. Fully leased to the Oxford
Hotels and Resorts Group for 25 years, this luxury hotel will ensure stable rental
income for UniImmo: Europa over the long term.
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Uferstadt, Fürth

Email the editor

Union Investment has secured Uferstadt Fürth, a 54,000-square-metre campus property
that includes seven buildings, for Urban Campus Nr. 1, an institutional fund created with
Investa Capital Management. The seller is a company owned by Investa Holding, which
has successfully revitalised and completely let the project.
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+++ The next edition of places & spaces will be available in April 2017 +++
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