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Alternatives challenge 
established sectors
Welcome to the latest issue of Real 

Asset Insight. Our aim is to bring you 
strategy, research, and market insight 

direct from senior leaders in the industry. 
We deliberately don’t focus on news. Our 
commentary is based on direct discussions 
with the industry, including our thought leader 
video interviews.

In this issue James Wallace looks at two 
key themes: emerging asset classes, and 
late cycle investing. The market focus 
on alternative assets has been growing 
significantly and we also highlight this theme 
with a focus on both healthcare and senior 
living.  

Student housing has been a major trend in 
the UK and it is interesting to see the growth 
of the asset class across Europe. This was 
brought into clear focus at our CEE Student 
Housing Investment Briefing, held in London 
and which had more than 250 registrations. 
You can read all the commentary and some 
of the key research takeaways from a new 
research report co-authored by Colliers 
International and CMS.

The trend for flexible working has significantly 
influenced the office market and Mahdi 
Mokrane of LaSalle Investment Management 
highlights some of the challenges for 
landlords in responding to the needs of 
modern occupiers. 

At Mipim this year, I was struck by the 
increased focus on wellbeing as a growing 
part of all our discussions and interviews and 
was very pleased to be able to include Rachel 
Gutter, president of the International WELL 
Building Institute based in New York, in one 
of our sessions on cities and investment. We 
are beginning to see more WELL certified 
buildings and it was interesting to see 

Skanska’s Visionary project in Prague as 
the first office building to be awarded with 
a WELL certification in the CEE market. The 
DC5 project at Prologis Park Tilburg in the 
Netherlands also picks up this theme and 
highlights the growing focus on wellbeing in 
the logistics sector. 

Logistics and industrial has been high on 
the wishlist for investors and Real Asset 
Insight will join more than 60,000 attendees 
at Transport Logistic in Munich this month. I 
visited the event in Munich two years ago and 
could see a growing focus on the provision 
of real estate and so we have partnered with 
Transport Logistic to create the first event 
as part of the official programme focused on 
future of logistic real estate. 

We will bring you all the highlights from this 
important global fair, as well as all our events, 
in both The Real Estate Day and the next 
issue of Real Asset Insight.

We also pick up on innovation in this issue 
and I’m pleased that at EXPO Real 2019 we 
will expand the International Investors Lounge 
and move to a new home in the NOVA A3 
Hall which has a focus on innovation and 
investment. We look forward to seeing you in 
October!

This issue will be available to attendees 
at Transport Logistic in Munich, Provada in 
Amsterdam as well as all our Real Estate 
Investment Briefing events across Europe.

The next issue of Real Asset Insight will be 
our EXPO Real 2019 Special Issue – make 
sure your insights are included!
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‘The main investment 
strategy is core and 

core-plus/value add 
and among the value add 

strategy definitely micro living 
co-living spaces and more flexible niche 
products are on the agenda’ 

Dr Christoph Schumacher, Global Head 
Real Estate, Credit Suisse

‘F&B is becoming the most critical piece of retail 
today. When you’re on your phone all day or you 
sit in front of a computer all day the only thing 
you want to do on your time off is spend time 

with people and so we’re seeing food as the 
biggest driver of that social interaction.’

Danielle D’Ambrosio, executive vice president of 
Thor Equities Group

‘Cities need to have a digital footprint that matches 
their ambition. We look at how a city’s brands and 
projects are received and assessed. If there is an 
investment story, is it being reported? Are people 
aware of what is happening?’

Leanne Tritton, managing director, ING Media

Talking 
points
Real Asset Insight has been picking up market insights, 
strategies and the latest research and trends for you at 
Mipim, the ICSC European Conference, EPRA & Bloomberg 
Intelligence 2019 Real Estate Summit, MAPIC Food as 
well as the full programme of Investment Briefings. There 
are more than 100 new video interviews with leading 
figures sharing their views on the market. Access all the 
research presentations, video content and editorial at 
www.investment-briefings.com

‘We’re on a 
mission to 
transform 
buildings and 
communities 
to help people 
thrive and improve 
the health well-being and productivity 
of everyone who walks into a building.’ 
Rachel Gutter, president, International 
WELL Building Institute
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‘We plan to double 
the size of our 
allocation to Europe 
from €5 bn to €10 bn 
in the next few years.’
Arnaud Malbos, vice president, 
investments Europe, Ivanhoé 
Cambridge

‘Urban logistics as well both big box and 
smaller size facilities, well-located and 
well-connected are hugely important 
to the evolving shape of logistics and 
supply chain’ 

Sally Bruer, Head of Research, Tritax



8 Real Asset Insight | Issue 2 June 2019

Institutional  
interest grows for 
‘beds to rent’

The ‘beds for rent’ sector has 
experienced a rapid surge in demand 
within the last two years, attracting 

increased institutional capital which has led 
to greater data and transparency demands, 
as the sector grapples with rising investor 
expectations.

WHAT MAKES AN ASSET CLASS 
INSTITUTIONALISED? 
In this article we consider the extent to 
which each of these alternative sectors 
have reached maturity with this framework 
for asset class institutionalisation in mind.

l Attract institutional capital (equity 
investors, debt providers & financial 
intermediaries);
l Professional management of assets, 
including research-driven investment 
strategies; asset management and portfolio 
management; portfolio monitoring;
l Data, including independent valuations, 
transparent performance measurement, 
and a liquid transactional market;

l Investment reporting (including leasing, 
transactions, financing, market value 
accounting, etc); and
l Digitalisation.

BUILD-TO-RENT
Institutional investment in the UK residential 
property market was a slow burn for 
decades, but since 2012 it has gathered 
huge momentum. It has been driven by 
declining home ownership, as changing 
lifestyle choices and tightened mortgage 
regulation have supported rental demand 
and, in turn, residential capital growth. 

These factors have been further supported 
by the demand and supply imbalance, 
historically cheap mortgages and 
population growth forecasts, entrenching 
the sector’s structural tailwinds. 

Seven years ago, the market was held back 
by the lack of ‘oven-ready’ portfolios of 
scale, the challenges of developing without 
recognition or support from housing and 

planning policy, the granularity of the asset 
management and the need for new finance 
models.

But M&G’s acquisition of the Berkeley 
residential portfolio in 2013 was evidence 
that UK institutional investors were in the 
game. ‘It was a way to get into the sector, 
even though the portfolio was not purpose-
built,’ explains Lawrence Bowles, associate 
director, residential research, at Savills. 

The institutional investors realised that they 
had to build product themselves, which 
subsequently drove the trend in forward 
funding in the sector.

Fellow insurers Legal & General, Aviva 
and AXA IM - Real Assets soon followed 
M&G’s lead, as did listed investors including 
Grainger and PRS REIT. In mid-2015, private 
equity capital joined the fray with Lone 
Star’s £700m acquisition of Quintain, one 
of the UK sector’s early pioneers along with 
Sigma and Long Harbour. 

By James Wallace

With success comes greater expectations. In this article, we take a 
closer look at how investors and operators within BTR, healthcare and 
retirement living are meeting increased institutional expectations
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Dan Batterton, fund manager BTR, at LGIM 
Real Assets, says the market is still in its 
infancy. ‘For many institutions, to assess the 
risk and reward of their investment, they 
require access to high quality data. For 
BTR, it’s the operational data which is the 
most valuable, so as more assets come into 
operation and the data becomes available 
we will see more deals emerge. But the 
reality is that we are five years away – 
maybe longer – from being able to provide 
data that can demonstrate a correct and fair 
assessment of value.  

‘For the large annuity and liability matching 
investors, like Legal & General, the credit 
rating will depend on the strength of 
income cash flow, so if the cash flow can be 
correctly rated then the size of the potential 
investor market will see significant growth,’ 
he adds. ‘We need to show that this asset 
class can offer low risk and steady growth 
returns over the long term.’  

Along with access to high quality data, for 

BTR to reach maturity and become a viable 
asset class, there needs to be liquidity in 
the market, says Batterton. ‘At the moment, 
there are buyers but limited sellers – we 
need a sufficient pool of assets to see 
regular deals.

‘But ultimately, in this sector, operators will 
only really succeed if we can deliver on 
the quality customer service that the BTR 
model is built on. The customer experience 
is key.’

The liquidity issue remains a significant 
drawback, exemplified by Lone Star’s 
aborted sale of Quintain, in a thin bidding 
process led by Delancey last September. 
Lone Star wanted £2.2bn for Quintain, 
which owns one of London’s largest urban 
regeneration sites at Wembley Park, but did 
not get close enough to close the deal.

While the BTR sector remains immature, it 
is developing fast. Operational BTR stock 
increased by 26% in 2018, according 

to Savills, while the amount under 
construction has increased by 33%. 

This rapid growth highlights the momentum 
of the sector which continues to attract 
significant investment, from both overseas 
and domestic institutional investors. Much 
more is to be done, but as new players 
continue to enter the market, liquidity 
should increase, helping BTR transition to 
the next stage of maturity.

HEALTHCARE
The UK healthcare sector is a highly 
fragmented one which has undergone 
a significant shift over the last four to 
five decades from a market dominated 
by government-provided beds to one 
of independent care home owners and 
operators. 

More than two-thirds (67%) of the beds in 
the UK care home market are provided and 
managed by small operators with 15 care 
homes or less, according to LaingBuisson, 

‘We need to show that the BTR asset class 
can offer low risk and steady growth 
returns over the long term.’ 
Dan Batterton, LGIM Real Assets

Emerging asset classes

A
do

be
St

oc
k/

pa
ve

lv
oz

m
is

ch
ev

/g
oo

dl
uz

/to
ng

25
30



10 Real Asset Insight | Issue 2 June 2019

Institutional investors predict the merging 
of an inter-related group of residential 
segments – student accommodation, 

PRS, serviced apartments and retirement 
living – into one combined asset class 
within the next five years, as the UK follows 
the US approach towards the ‘beds for 
rent’ sector.

In a survey commissioned by Investec 
Structured Property Finance, nine out of 10 
respondents said they expected a blended 
approach to be the norm within five years. 
The shift is driven by structural trends 
influencing home ownership numbers, the 
growing maturity of the component parts of 
the ‘beds for rent’ asset classes as well as 
the attraction of the low but stable income 
characteristics provided.

The global survey – Future Living: How 

global investors will transform UK beds for 
rent – comprised more than 50 institutional 
investors, representing £338bn in global 

assets under management. 

Mark Bladon, head of living at Investec 
Structured Property Finance, says a 
multi-class approach to the ‘beds for rent’ 
sector is evolving in the UK, with growing 
institutional interest and strong market 
fundamentals, but it still has a way to go.

He says: ‘The UK beds for rent sector 
is at a tipping point, which offers a real 
opportunity for the industry to respond 
and adapt to long-term structural changes. 
Investec has been lending in this sector 
since 2012 and we are witnessing first-
hand the way living in this country is 
changing. For example, “generation rent” 
don’t see home ownership as a necessary 
and achievable goal compared with their 
parents and therefore may rent for most of 
their lives.’ 

Holistic ‘beds for rent’ asset class within five years 
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the healthcare business intelligence 
consultancy. Less than one in five beds 
(19.1%) are provided by local authorities, 
NHS and the voluntary sector. 

Demand for care homes will increase 
exponentially with number of over 65s 
forecast to rise by 22% over the next 
decade – from 11.7 million people, to 14.3 
million by 2025, according to ONS figures 
(see graphs above). JLL says this translates 
into one in five of the total population being 
over 65 in 10 years, and one in four by 2050. 

At the same time, data from LaingBuisson, 
the healthcare business intelligence firm, 
shows that the number of available care 
beds for the elderly across the UK has 
been in steady decline since 1996, with an 
accumulative 17% fall. 

Over this period, the market has 
restructured away from government-led 
care home provision to a sector now 
dominated by independent care home 
owners and operators, LaingBuisson 
analysis suggests.

Kenneth MacKenzie, founder and chief 
executive of Target Healthcare, which is 
planning to deploy a further £100m in the 
UK before the end of the year, says the 
challenge for sector is that only around 
20% of current market stock is ‘fit for 
purpose over the long term’. 

He explains: ‘Of the remaining 80% of the 
universe, around one third to one quarter 
of the stock is not fit for purpose, often 
because rooms are not en suite equipped, 
and will phase out over time. Anything up 

Investec Structured Property Finance  
provided a £72m loan for LabTech’s  
mixed-use development in King’s Cross

A
do

be
 S

to
ck

/v
ec

to
rfu

si
on

ar
t 



Issue 2 June 2019 | Real Asset Insight 11

to 50% will need substantial investment to 
refurbish and repurpose assets.’

Giovanni Perin, managing partner at 
Threestones Capital, adds: ‘The stats for 
the healthcare sector are very compelling.  
In Europe alone, over 65s will make up 
more than 20% of the population by 2025 
and there’s a shortfall of quality space.’ 

Several institutional investors are now 
involved in the sector after identifying 
demographics and healthcare as 
‘megatrends’ and have allocated an 
increasing proportion of their real estate 
investment capital to healthcare and 
nursing homes. These investors are 
attracted to the long-term income streams 
and yields of 5.5%-6% – typically 190 basis 
points higher than other core real estate 
sectors in key markets.   

‘It’s not just about the investors though,’ 
Perin continues. ‘Nursing home operators 
are becoming larger, more professional and 

expanding beyond their national markets.  
Cross-border M&A transactions are on the 
rise, making nursing home operators pan-
European. 

Much of the consolidation is being driven 
by the French, Belgians and Germans and 
most of the major operators are generating 
revenues in the billions, having established 
themselves in many European countries. 
The current focus of investment is in Italy 
and Spain – two markets believed to offer 
the best future growth prospects.

Perin says the market has become far more 
professional and rigorous.  

‘In general, there’s a much larger 
volume, and greater richness, of data,’ 
he says. ‘There’s published research and 
benchmarks on transaction volumes and 
performance at a national, European and 
international level that didn’t exist a few 
years ago. Asset managers are better at 
market research, data analysis and revenue 

forecasting. This is sharpening up the 
overall quality of investment processes and 
strategy. In our case, these improvements, 
plus our focused approach to portfolio 
diversification, are what help us maximise 
returns for clients.

Greater transparency is a key factor in the 
institutionalisation of the sector, adds Perin. 
In the last few years, we’ve noticed much 
more scrutiny being paid to investment 
reporting, performance measurement and 
valuations. Many of the large independent 
valuers and appraisers, for example, 
now have specialist teams dedicated to 
healthcare assets.

The scale of institutional involvement 
has significantly improved liquidity, with 
portfolio transactions now ranging from 
€100m to €900m. Market consolidation of 
operators is also making it easier to work 
with the same groups across a number 
of countries in Europe, improving credit 
ratings and confidence in tenants.

Emerging asset classes

Retirement living is an example of an asset 
class sheltered from macro-economic 
factors and currently underdeveloped 
in the UK, which is why more than half 
of the investors surveyed (56%) felt 
that retirement living will be particularly 
appealing over the next 10 years – more 
than student accommodation (43%) and 
PRS (44%).

Across the Atlantic, institutional investors 
encompass multiple asset classes within 
a single investment portfolio. They 
have benefited from strong institutional 
holdings, as well as favourable 
demographics and lifestyle preferences.

Simon Scott, lead director, Living Capital 
Markets, at JLL, says: ‘There are similar 
dynamics across these beds for rent 
categories in both the UK and the US, at 

least as far as huge demand is concerned. 
Providing or enhancing supply to the 
market is all about variety. Relying solely 
on housebuilders for traditional flats or 
housing units is not the way to go for this 
growing institutional demand.

‘In the UK, however, there are challenges 
that explain why we are lagging behind. 

Available land for institutions to build to 
the desired scale is scarce in the UK, and 
the market has been more conducive to 
an individual buy-to-let landlord model, 
where a private individual will have a 
comparatively small portfolio.

Bladon adds: ‘In our view, the approach 
most likely to benefit institutional investors 
is an alternative to the US model whereby 
two or more use classes lend themselves in 
the long term to be incorporated within an 
overarching investment strategy. 

‘According to our research, investors 
believe residential rental yields will 
coalesce within the next five years. The 
extent of this convergence rests on 
identifying a strategy that plays to the 
strengths of each individual asset class – 
and finding the “perfect blend”.’

‘We are 
witnessing 
first-hand 
the way living in this 
country is changing.’ 
Mark Bladon, Investec Structured 
Property Finance

‘Only around 20% of current market stock 
is fit for purpose over the long term.’
Kenneth MacKenzie, founder and chief executive,  
Target Healthcare
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Emerging asset classes

Technology has also played an important 
role in the evolution of the healthcare 
sector. For example, new digital tools have 
helped to improve the quality of property 
management.  

The more investor appetite grows, the 
more managers will need to carve out 
differentiated propositions. ‘Possessing a 
deep understanding of residents’ needs 
and operators’ capabilities will be key,’ 
says Perin. ‘Harnessing the transformative 
power of technology will also greatly 
impact the next the phase of evolution for 
the sector.’ 

RETIREMENT LIVING
Retirement housing in the UK has evolved 
over the past 30 years to meet the 
changing care needs of older people as 
they live longer, such that the stratification 
of the sector has deepened. 

Modern ‘retirement living’ homes aim to 
provide an alternative to private residential 
housing and traditional care homes, for 
older people who want a balance of 
independence, care on-demand and a 
community. The structural changes that 
support the sector are similar to the 
healthcare sector and include: ageing 
population; rising care needs while state 
funding is likely to recede; supply and 
demand imbalance; and rising affluence of 
the over 65s. 

JLL says that the outlook for the sector will 
be shaped by three main factors: 

l The significant growth of over 65s by 
2025 (14.3 million – a 22% rise);
l £800bn of housing wealth in the retiring 
cohort gives them significant capital; and 
l Increasing care and support needs of 
the over 65s that can be managed outside 
of institutional care settings.

Legal & General entered the retirement 
living sector in 2017, the first time 
institutional money had entered the UK 
sector. Phil Bayliss, head of later living at 
Legal & General Capital, says: ‘Comparative 
to market penetration in Australia and New 
Zealand, in the UK, the market is still in its 
infancy. Yet, with the highest proportion of 
our population aged 65+, the investment 
opportunity is clearly vast. To meet just 
10% of the current demand for appropriate 

later living housing, a £90bn investment is 
required.  

Defining the maturity of the sector comes 
down to its liquidity and the accessibility of 
high-quality data to allow the investment 
eco-system to analyse the risk and 
reward, says Bayliss. For the 
later living sector to make 
the shift from nascent to 
mature it will need large 
scale, long-term capital 
investment.

To attract this 
investment, Bayliss 
says there needs 
to be three shifts in 
the way the sector is 
legislated and regulated: 

l A specific planning use 
class for retirement housing would 
help the planning process, facilitate 
development and encourage expansion in 
the sector.
l The introduction of legislation and 
overall regulatory framework for housing-
with-care, which would build consumer 
confidence while simultaneously providing 
longer-term certainty for operators and 
investors.
l Consider alternative models to 

‘Ultimately,  
it’s the customer 

proposition that will 
drive forward success  

in the retirement  
living sector.’

Phil Bayliss, Legal &  
General Capital

leasehold. The 125-year lease is outdated. 
New Zealand has introduced a life-time 
lease, which allows new leases to be 
reissued each time someone moves in. UK 
leasehold will cause schemes to age from 
a legal perspective, which deters large-

scale M&A.  

Bayliss continues: ‘This 
type of housing should 

become part of the local 
authorities’ specific 
housing targets. The 
National Planning 
Policy Framework 
has been a success 
for wider housing 
targets, but thus 

far has overlooked 
the requirement that 

a substantial number of 
homes need to be later living 

housing. 

‘Ultimately, it’s the customer proposition 
that will drive forward success in this 
sector. Opting for the operator and 
developer model, alongside the likes of 
AXA and Goldmans, means that we are 
looking for long-term, predictable, stable 
recurring returns, as opposed to the 
one-off profit you get in the development 
space.’ l

The over 65 age group is 
set to grow 22% by 2025
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Investors craft late 
cycle strategies
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As the real estate cycle approaches a new phase of rising interest rates and slowing 
economies, investors and asset managers must adapt their strategies accordingly.

T he longevity of the current period of 
economic expansion has proved to be 
a highly fruitful period for European 

real estate investing. The renewed 
emphasis on caution exercised by the US 
Federal Reserve chairman, Jerome Powell, 
due to moderating future growth forecasts, 
provides a further extension of the current 
cycle. But seasoned European real estate 
investors are acutely aware that lower 
returns are ahead, and many are adapting 
strategies for the late-stage cycle.

Investors must square an economic 
slowdown with lower rate expectations, 
while rationalising solid real estate 
fundamentals with the absence of some 
important cyclical markers that would 
suggest this cycle is not at peak yet, says 
Simon Martin, head of research & strategy 
at Tristan Capital Partners.

‘Low cap rates imply that the risks to 
investing have risen but a market peak 
in our sector is usually accompanied by 
major destabilising speculative forces 
– like unrestrained construction and 
excessive credit – neither of which are 
broadly visible,’ says Martin. ‘If rates stay 
anchored to the zero bound and we see 
a modest economic slowdown in the first 
half of 2019, it’s hard to see what will trigger 
a major turning point in the near term.’

Nevertheless, how to position portfolios as 
markets transition towards the end of this 
cycle has, for many managers, become an 
overarching theme of the year. 

Justin Curlow, global head of research & 
strategy at AXA IM - Real Assets, explains: 
‘The ramification for property investing is a 
shift in concern on potential capital value 
declines emanating from the rise in rates 
towards one where we are more focused 
on the underlying fundamentals as income 
returns take centre stage from a total 
return perspective.

‘Given this more challenging economic 
landscape we continue to tilt portfolios 

towards more defensive sectors and 
locations. More specifically, we continue 
to target property sectors which are less 
aligned to the underlying business cycle 
and more geared towards structural and 
demographic tailwinds that are likely 
better placed to withstand 
cyclical macro headwinds.’

These sectors favoured 
by AXA IMRA – PRS/
multi-family, senior 
housing and student 
accommodation, 
logistics, healthcare 
and data centre 
assets – are flavour 
of the month for many 
of the large European 
managers.  

INSULATED TRENDS
This emerging consensus on where to 
invest is coalescing around sectors that 
are underpinned by so-called megatrends 
– including demographics, smart cities 
and sustainability – which are insulated 
from the economic cycle with greatest risk 
factors considered to be external in nature 
rather than internal. Indeed, speculative 
development and highly leveraged 
transactions appear limited, unlike in 
previous cycles. 

While this provides comfort that historic 
mistakes are not repeated, investors 
are deploying capital prudently. Tony 
Smedley, head of European private equity 
at Heitman, highlights the following trends: 
‘CBD offices are prioritised over non-
CBD offices, not only tracking a broader 
story of urbanisation, but also reflecting 

concerns about weaker liquidity in “off-
piste” locations, especially in the event of 
a downturn.’

Retail appears to be out of favour 
broadly in northern Europe, but less so 

in southern Europe, where the 
impact of e-commerce is 

less pronounced. Indeed, 
performance in retail 

across Europe is far 
more diverse than 
analysis sometimes 
implies, with sub-
sectors aligned to 
demographic trends 

performing strongly. 
‘Logistics investment 

would be better able to 
make up for some of the 

retail shortfall if it wasn’t for 
the difficulty of building exposure 

to the sector in a meaningful way,’ says 
Smedley. 

Smedley adds that Heitman is translating 
these themes into actionable strategies, 
for example, by developing residential 
product in regional cities with robust 
knowledge economies or creating senior 
housing in less popular locations that still 
have absolute shortages in stock and 
favourable long-term trends. ‘We regard 
this tactical asset allocation as investing 
through the cycle,’ he says.

Mark Callender, head of real estate 
research at Schroders, says his firm’s 
strategy is to ‘focus on dynamic, winning 
cities and assets in those cities which are 
on the right side of structural changes (for 
example climate change, demographics, 

By James Wallace

‘We continue to tilt portfolios towards 
more defensive sectors and locations... 
[to sectors] better placed to withstand 
cyclical macro headwinds.’
Justin Curlow, AXA Investment Managers - Real Assets
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‘CBD offices  
are prioritised,  

reflecting concerns 
about weaker  

liquidity in “off-piste” 
locations.’
Tony Smedley,  

Heitman
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technology, health & wellbeing) and where 
the potential for rental growth is not all in 
the price’.

He adds: ‘In terms of bricks and mortar 
that currently means avoiding most retail 
assets and preferring multi-let industrials 
to big logistics sheds and offices in 
improving locations rather than prime CBD 
offices yielding 3%. 

‘Office occupiers are more 
interested in the quality 
of a building and 
how it can improve 
staff wellbeing and 
productivity than a 
prestigious address 
and the sharp fall in 
vacancy and low level 
of new development 
should support a further 
increase in office rents 
over the next few years.’

Ulrich Höller, CEO of GEG German Estate 
Group, says the uncertainty in geopolitical 
terms that perhaps creates the largest 
level of uncertainty. ‘The move to the right 
in Europe has likely created instability and 
doubt in the minds of some international 
investors. And political uncertainty creates 

economic uncertainty – although we 
believe that our core German market has 
not suffered to the degree of others.

‘Indeed, this climate among other 
European nations may even have helped 
Germany since it would be seen as the 
safe haven for eager investors. This is 
without taking into account the continued 

uncertainty over Brexit and its 
effects on the European real 

estate market.’

Both investor and 
business confidence 
can impact 
investment strategies, 
especially in an 
environment where 
foreign investors are 

expanding in ever 
greater numbers. 

Zachary Gauge, European 
real estate analyst at UBS 

Asset Management, Real Estate & 
Private Markets, says: ‘In reality we’ve 
now benefited from several years of 
capital growth-driven returns which has 
predominantly been a product of the low 
interest rate environment, so to expect 
lower returns this year and going forward 

isn’t necessarily a cause for concern. The 
question is whether more investors start to 
take on additional risk to try to deliver the 
same returns as previous years, but the 
indications we’ve had so far is that this is 
not the case.’

Indeed, the reluctance of many investors 
to increase returns by taking more risk 
is one of the positives of this cycle. The 
lessons of the GFC have been well learnt. 

Heitman’s Smedley says: ‘While the 
mantra, “same risk, lower return”, can 
apply, many investors are also waiting on 
the sidelines to deploy capital at a more 
favourable point of the cycle. If the cycle 
doesn’t turn, and the slowdown only turns 
out to be temporary, investors may need 
to adjust to a fundamentally lower return 
environment.’

That sentiment feels like the optimistic end 
of expectation. The broader point is that 
discipline should be a constant through 
each part of the cycle as well as interest 
rates and investment environment. 

‘A rigorous process can ensure the 
most appropriate asset selection for the 
strategy no matter the broader climate,’ 
Smedley adds. ‘There is, however, 

I n the past 12 months Tristan Capital 
Partners has completed 48 transactions 
in Germany for a total cost of around 

€4bn, including eight acquisitions worth 
€550m. Here, we consider three purchases 
in 2019 which exemplify the pan-European 
investors’ late-cycle strategy in practice.

Ali Otmar, senior partner and deputy 
head of investments at Tristan, explains: 
‘With a 17-year track record of investing in 
Germany, we know that this is the point in 
the cycle where watching supply at a local 
market level and maintaining our discipline 
is critical. We are cautiously optimistic 
about the outlook for Germany and we 
are still seeing interesting opportunities 
despite the macro-economic headwinds. 

‘Germany is further into the “growth phase” 
of its cycle than the rest of Europe, but just 

as countries within Europe are moving at 
different speeds, so too are German cities. 
As with other European markets, yield 
compression has been the dominant value 
driver in Germany, but if you look at the 
occupier market, all major cities have been 
experiencing rental growth ranging from 
1.5% pa in Frankfurt to 8.5% pa in Berlin.’

PROJECT BANK
Tristan Capital, together with Finch 
Properties, acquired the Access Office 
Center, a grade A building in the Ostend 
district of Frankfurt, from GLL for €81m. 
The asset is multi-let to a diversified, 
occupationally resilient, tenant base from 
sectors including enterprise technology, 
business services and media.

Access Office Center is located in a 
developing micro-location in Frankfurt 

undergoing regeneration, led by the 
completion of the European Central Bank 
headquarters. 

Constantin Plenge, executive director at 
Tristan Capital Partners, says: ‘Frankfurt 
appears to have benefited from the 
uncertainty caused by Brexit for financial 

Tristan’s German buys exemplify investment discipline 

Access Office Center in Frankfurt was acquired 
by Tristan with Finch Properties

‘The economic  
argument to  

continue spending,  
and to spend on real 

estate, remains.’
Rasheed Hassan,  

Savills
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Investment

‘The question is whether more 
investors start to take on 
additional risk to try to deliver the 
same returns as previous years.’  
Zachary Gauge, UBS Asset Management

room for flexibility in a number of ways: 
adapting transaction structure, adding 
downside protection, improving on speed 
of execution, and casting a wider net in 
terms of sourcing.’

Investor motives remain, as they always 
have, a mixture of wealth preservation, 
capital appreciation and income return. 
‘Rather than reaching the top of the cycle, 
global real estate investment is operating 
in a flat period,’ says Rasheed Hassan, 
head of cross border investment, capital 
markets at Savills. 

He adds: ‘The economic argument to 
continue spending, and to spend on real 
estate over other asset classes, remains. 
The challenge for investors will be finding 
asset classes that will deliver rental 
growth over the next five years.

‘As we grow used to operating in uncertain 
times, investors need to focus on the 
structural changes in property that create 
opportunities for growth, particularly 
where upward trajectories in markets 
will prove resilient against any wider 
downturn. Examples include e-commerce, 
the UK housing crisis, ageing populations 
and global urbanisation. It brings us back 
to real estate fundamentals.’ l   

services firms in London and we expect 
the city’s strong economic fundamentals 
to remain highly supportive of occupier 
demand for office space.’ 

PROJECT KNOWLEDGE
Tristan Capital acquired a five-storey 
prime office building in the south-western 
German city of Heidelberg for around 
€64m from the Roland Ernst Fund. 

Tristan referenced the strong fundamentals 
of the location stating that average office 
yields in Heidelberg declined from 6.0% 
to 4.7% between 2011 and 2017, while 
vacancy rates were between 4% and 5% 
over the same period, ‘underpinning solid 
market rental growth’.  

Constantin Plenge, executive director at 
Tristan, says: ‘This investment is located 

in the prime office district and offers 
significant opportunities to add further 
value through active asset management.’

PROJECT SEAHORSE
Tristan Capital and FREO Group acquired 
an underway mixed-use office and 
hotel conversion project in the western 
Düsseldorf district of Seestern for €70m in 
an off-market transaction. 

During the past 12 months, the undisclosed 
vendor kick-started a conversion of EC 
II into a 300-room hotel and agreed a 
20-year lease with operator H2 hotels. 
EC I is also due to be renovated and 
once completed will offer 12,670 sq m of 
modern office space. 

The combination of the office and hotel 
elements of the asset offers Tristan the 

opportunity to benefit from these two 
strong local trends. Düsseldorf is also 
a world-class trade fair location, where 
visitor arrivals are on a steady upward 
trajectory and a growing supply of hotel 
rooms is still being outstripped by robust 
demand. 

‘This is the 
point in the 
cycle where 
watching 
supply at a local market 
level and maintaining 
our discipline is critical.’ 
Ali Otmar, Tristan Capital Partners
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When Swiss Life was founded in 
1857 as Rentenanstalt, it didn’t take 
long to lay the groundwork for its 

now €81bn real estate footprint across 
Europe.

‘Swiss Life has a very rare long tradition 
of investing in real estate,’ says Florian 
Bauer, head of Swiss Life Asset Managers’ 
European real estate business. ‘We started 
in the 1800s to invest or to buy our first 
real estate. It’s a very long tradition, and 
we’ve built up a profound knowhow in 
investing in the markets we are active in.’

That activity has been particularly 
significant in recent years. In 2018, the 
company completed close to €10bn in 
real estate transactions – increasing its 
property AUM by 17%, year-on-year. Its 
growing real estate portfolio is a conscious 

strategy at this stage in the economic 
cycle, says Marc Bruetsch, head of 
economic research at Swiss Life AM.

Europe is in a period of financial 
repression, he says. The phrase ‘lower 
for longer’ has been thrown around the 
industry for several years now, with low 
interest rates and low yields defining 
this late-stage era in the cycle. In March, 
the European Central Bank announced 
interest rates would remain unchanged 
(0.25% on its marginal lending facility), and 
would likely stay at that level throughout 
2019.

Meanwhile, government bond yields 
throughout Europe are still hovering at 
low and even negative levels. Germany’s 
10-year Bund yield, for example, stood 
at around -0.10% at the time of writing. 

Berlin’s prime office market, by contrast, 
has been at a 3.1% net initial yield in 
recent quarters, according to Cushman & 
Wakefield.

That is an opportunity to invest. Bruetsch 
says: ‘If you study earlier attributes of 
financial repression, you’ve always seen 
the real asset classes, equities and 
property, returned decent amounts of real 
return when you compare them to other 
income propositions.

‘That is one of our strongest convictions 
and one of the strategic reasons why 
we really have started to do more in real 
estate over the last 10 years.’

It’s no secret that Europe’s economy is 
slowing. Swiss Life forecasts 1.2% GDP 
growth this year and in 2020 in the 

By Karl Tomusk

Swiss Life Asset Managers is prepared to change its investment outlook with 
changing times. While still focusing on core markets and sectors, it has also 
developed a thematic approach, explain Florian Bauer and Marc Bruetsch

THE LONG VIEW
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Eurozone – down from 1.9% last year. At 
home in Switzerland, the drop is expected 
to be slightly sharper, from 2.5% last year 
to 1% in 2019. While Bruetsch expects 
wages to grow and unemployment to fall 
in all major European economies until the 
third quarter of this year, ‘stabilisation’ 
could follow.

What has surprised him, however, is that 
demand for the Swiss office market is 
still holding up. That also appears to be 
true in other markets, including Germany 
where JLL says cities like Berlin are 
suffering from a ‘chronic shortage’ and 
75% of the 1.3m sq m of office space 
under construction in the capital is being 
speculatively developed.

The challenge for Bauer and his team is 
finding the right opportunities.

THEMATIC INVESTMENT
‘Over the past few years, we have 
moved to a more thematic investment 
approach, where we look at underlying 
trends in markets, such as demographics, 
urbanisation, infrastructure etc,’ Bauer 
says.

Swiss Life recently undertook a ‘soft 
launch’ of an open-ended healthcare fund 
focusing on Germany and France, with 
the expectation of adding assets from the 
Nordics, the Netherlands, the UK and, to a 
lesser extent, southern Europe. The fund 
will soon enter a wider marketing stage 
and has a target size of more than €1bn, 
although it will take three to five years to 
hit an initial €500m target.

Bauer says: ‘Looking at demographics, 
this is in our view a very defensive and 
attractive investment in this kind of 
environment.’ 

The fund’s assets will comprise medical 
office buildings, clinics and – tapping into 
an ageing population – assisted living and 
nursing homes.

In the UK, Swiss Life subsidiary Mayfair 
Capital launched its UK Thematic Growth 
Fund at the start of 2019. The goal was 
to create a portfolio generating a net 
leveraged IRR of 8-10% a year that, 
according to its factsheet, is ‘based on 
thematic research and market analysis 
rather than taking positions relative to 
a benchmark comprised of stock that is 

‘We have moved to a more 
thematic investment 
approach, where we look 
at underlying trends in 
markets.’
Florian Bauer, Swiss Life AM

‘The real asset classes, 
equities and property, 
have always returned 
decent amounts of real 
return compared to other 
income propositions.’
Marc Bruetsch, Swiss Life AM

Interview – Swiss Life
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increasingly obsolete’. 

These themes include everything from 
e-commerce to urbanisation and lifestyle 
choices. For example, in Woking, Surrey, 
Mayfair is repurposing AB InBev House to 
include flexible space, cafes and cycling 
facilities, all of which, it says, are expected 
to deliver new income streams. 

After all, with low yields and high prices 
in this late-cycle stage, income and cash 
flow are increasingly important – so much 
so that Swiss Life is working on something 
of a successor to Mayfair’s project. It plans 
to launch a pan-European open-ended 
‘thematic’ fund by this summer or early 
autumn, though specifics remain vague.

CAUTIOUS - BUT NOT TOO CAUTIOUS
With several new funds – including a 
€1bn hotel fund focused on western and 
southern Europe – no one can deny how 
busy Swiss Life is, but its activity comes 
with growing caution.

Bauer says: ‘We don’t see that much yield 
depression right now in the market. Prices 
have risen very much over the last few 
years, so we’re at the very high end, and 
the focus is more and more on very good 
locations and very good quality assets.’

When it comes to offices, for example, 
Bauer rarely ventures to peripheral 
locations. ‘We don’t follow a large pan-
European office strategy right now,’ he 
says. ‘We more or less focus on the core 
markets we are in – Switzerland, Germany, 
France and the UK.’

And in those countries, the focus is mostly 
– though not entirely – on major cities 
underpinned by continued demand: the 
Londons, Berlins and Zurichs.

The focus on core and core-plus assets 
extends to Swiss Life’s recent decision 
to consider major single assets and 
portfolio deals that are too large for its 
funds but are otherwise attractive. In 
France, it recently completed two such 
deals, purchasing a €1bn residential 
portfolio with co-investor Ampere Gestion 
from SNCF last year and a €1.7bn office 
portfolio in and around Paris from Terreïs 
earlier this year.

Bauer says: ‘That’s a pretty large example, 
but also on a smaller scale – €100m, 

€200m, up to €500m portfolios or larger 
single assets – we do take quite a look at 
them and try to find like-minded investors 
to invest with us.’

But that does not mean the asset  
manager is shackled to its core and  
core-plus preference. In fact, Bauer 
says, the firm is in discussions to push 
further into riskier assets: ‘We think 
about launching something that goes 
into the value-add spectrum, but we’re 
not there when it comes to what exactly 
our strategy should be for that kind of 
product. But we certainly see from our 
investor base growing appetite for  
value-add investments.

‘Those conversations are ongoing now, 
but it’s nothing that will happen in 2019 – 
maybe next year, or in 2021.’

Investing in value-add assets, and 
launching value-add funds, requires a 
different mindset and industry presence 
than a purely core strategy. But Swiss Life 
is in a strong position to do that, Bauer 
suggests, because the firm thrives on its 
networks.

Over the past five years, Swiss Life has 
strengthened its presence in its core 
markets. It acquired BEOS AG in Germany 
last year, adding to a footprint that 
already included Mayfair Capital in the 

15/16 Boulevard Poissonnière, in Paris’s 9th district, is part of the €1.7bn Paris office portfolio 
Swiss Life bought earlier this year
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UK and Corpus Sireo in Germany. After 
establishing these subsidiaries, Swiss Life 
makes a point of investing with them.

‘When we launch fund products, which are 
offered to a third-party client, there will 
always be a co-investment from Swiss Life,’ 
Bauer says. ‘We demonstrate there is an 
alignment of interests and that we believe 
in the products that we offer to others.’

For example, the Mayfair UK thematic fund 
was launched with capital from Swiss Life 
as part of the fund’s goal to raise £250m 
of equity.

But how does that benefit its value-
add proposition? Bauer says: ‘Return 
expectations are much higher, and the 
timing of your business plan is much 
shorter. It’s more like five to seven 
years whereas when you’re in the core 
spectrum, where we are mostly, there is a 
very long-term investment horizon. 

‘Having the long-term view, you can ride 
one or two cycles, but if you are on the 
value-add spectrum this affects you very 
much. There it is very important to really 

have the real estate expertise on the 
ground.’

Risks and returns are higher, so a granular 
understanding is vital.

That expertise also allows Swiss Life to 
keep an eye on opportunities across 
Europe, monitoring 19 different countries. 
It’s how they have found protective long-
lease hotel investments in Spain and 
Portugal while exploring office deals in the 
Nordics and bits of healthcare property in 
Italy.

THE MACRO FEARS
Although it’s difficult to predict when a 
looming downturn might arrive, Bruetsch 
says: ‘As long as we are right with the 
assumption that rates will barely move, I 
think you have pretty strong support for 
asset prices in general.’

However, there are macro risks on Swiss 
Life’s radar. Some are less concerning. Its 
base case for Brexit, for example, is still 
a negotiated deal, which is why Bruetsch 
says the firm still believes in London and 
the City’s ‘capability to re-invent itself’, 

and why cities like Frankfurt benefiting 
tremendously from Brexit was ‘a bit of 
wishful thinking’. 

But ‘populism is here to stay’, he says, 
which means a growing risk that the 
monetary union will not survive and that 
economic growth will continue to dampen 
(although he does not expect a recession 
‘for Europe in general’). 

Couple Eurozone uncertainties with trade 
disputes with China, and Switzerland, 
whose open economy is closely linked 
to both, faces possible challenges on 
multiple fronts.

By comparison, the real estate outlook 
still feels relatively sanguine. As the cycle 
continues, Bauer says Swiss Life still 
has room in its (undisclosed) allocation 
range for more property assets under 
management. With multiple funds 
launching or brewing in the background 
this year, the 162-year-old Swiss institution 
still finds ways to adapt its investments. 
And if its thematic and economic forecasts 
are correct, real estate will underpin its 
ability to ride this cycle into the next. l

The apparent death of the high street 
in the UK has flooded headlines over 
the last few years, but how do Bauer 

and his team approach the sector in their 
investments?

‘Saying “retail is bad” is probably not 
the right thing in our view, but you have 
to become a lot more selective when it 
comes to retail. The analysis work you 
have to do in buying those assets, it 
has become a lot more intense,’ Bauer 
says. The effect of e-commerce is more 
pronounced in the UK than in other parts 
of Europe, but due diligence is increasingly 
important everywhere.

Sectors like fashion are more ‘problematic’, 
Bauer says, while the food and low-
budget sectors are not as impacted by 
e-commerce. Ultimately, however, it 
depends on choosing tenants with strong 
covenants regardless of sector. It’s why 
Swiss Life still has a retail fund in its 
portfolio that is high street focused.

Navigating the brave new world of retail

Interview – Swiss Life
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‘We have a good pipeline – I see 
another record year ahead’ 

Caution and discipline has brought rewards 
as business is booming in office, retail, 
logistics and residential financing, Karin 

Schmidt-Mitscher, head of group commercial 
real estate at Vienna headquartered financial 
services provider Erste Group, told Real Asset 
Insight.

Last year was the third record year in a row 
for the group and 2019 has started on the 
right foot. ‘We had an incredible January,’ said 
Schmidt-Mitscher. ‘We have a very good pipeline 
so I see another record year ahead and I am 
looking forward to it because it marks our 200th 
anniversary as a group.’ 

’NOBODY IS PANICKING‘
Looking ahead to 2020, ‘everyone is on a 
certain level of alert but nobody is panicking’, 
she said. ‘We still see prices increasing also 
in Vienna, in fact we have seen incredible 
sale prices in the last few weeks but being a  
conservative lender I do not see any problems 
ahead if values were to come down to a certain 
extent.’

Although Erste Group is based in Vienna it 
covers the entire CEE region, including Romania 
and stretching to the Balkans. ‘We have also 
started looking at Germany now, following 
our Austrian and international clients over the 

border,’ said Schmidt-Mitscher. ‘Our biggest 
involvement is in office and retail but we also 
play a role in logistics with some big tickets in 
the pipeline right now and we also do residential 
financing as well in Austria, where we have a 
long-standing tradition, but also in the Czech 
Republic and in Slovakia,’ she added.

‘We have been always been a very conservative 
lender and we haven’t changed our strategy, 
which helped us very much through the crisis.  
Of course we do have certain ratios when 
it comes to loan-to-value and debt service 
coverage.’

Decisions are made depending on the asset 
class, the region and the location. ‘An office 
building in Belgrade of course is not comparable 
to the same office building in Prague or in 
Vienna,’ she said. 

Erste Group is not ready to jump into alternative 
sectors that many institutions are now investing 
in. ‘Not yet,’ Schmidt-Mitscher said. ‘We know 
the residential sector very well and what we see 
now is a very big trend for residential for rent, 
especially in Prague and Bratislava. 

‘We are very familiar with that kind of asset class 
in Austria, so the expertise is there and now we 
see more interest from investors’.

‘We have been 
always been a 
very conservative 
lender and we 
haven’t changed 
our strategy.’
Karin Schmidt-Mitscher,  
Erste Group

Being a conservative lender has paid off for  
Erste Group, says Karin Schmidt-Mitscher

‘More development driven by demand this year and in 2020'

Europe’s real estate sector will focus 
a lot more on development this year 
and the next but this time it will not 

be speculative but entirely driven by 
demand, Christof Winkelmann, member 
of the management board at Aareal Bank, 
told Real Asset Insight.

Aareal will be first in line to acquire the 
new developments as it plans to use 
its ‘strong card’ which is ‘assembling 
large portfolios across many countries 
in Europe in a very efficient manner’, 

he said, tapping into the trend to buy 
platforms or amalgamating assets into 
platforms to then potentially sell them on.  

The European market is more subdued 
and volumes are slightly lower ‘but still 
at an all-time high’, Winkelmann said: ‘I 
would describe the sector as stable and 
adequate.’ The market is very crowded 
and competitive but ‘within Europe you 
can always find the good pockets’. 

Aareal has been expanding beyond 

offices into other sectors, he said: 
‘Hospitality has always been a big factor 
for us, with our specialist groups at head 
office working closely with our local 
branches, and we continue to be very 
active. Against all odds, I think retail has a 
place in the industry.’ 

Last year the group started investing into 
student housing: ‘It was a new asset class 
for us, half way between a hotel and a 
residential building, and we found that it 
has very attractive returns. Rather than 
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Office-led strategy transforms  
into sectoral diversification

The view from Asia is similar to that from 
Europe as investors have the same ‘late 
cycle behaviour’ that seeks to combine 

aggressive investing with caution, selectivity 
and prudence, Eric Cheah, head of investment 
management, Asia Pacific, at Union Investment 
Real Estate.

Asia, like Europe, is a region that has many 
countries that are very different both in 
structural real estate matters and in terms of 
regulation, taxation and cultural nuances. 

Like Europe, it is being increasingly targeted 
by foreign capital that has to compete with 
domestic players, he said: ‘The levels of 
attention are extremely high, especially now 
that the hedging costs between the euro 
and the US dollar make the region look more 
attractive on a relative basis.’  

Union started by investing in offices but at this 
late-cycle stage it is now diversifying into other 
asset classes to exploit all opportunities. 

‘It has always been an office-led, CBD-centric 
strategy but in the last 12 months or so we 
have spent more time and more energy on a 
new type of diversification,’ Cheah said. ‘Where 
before we diversified by geography by going 
into secondary markets, we now focus on 

sectoral diversification’.

Offices in the CBD with good credit quality 
tenants have the advantage of being a simple 
story to sell, require less asset management 
and provide great liquidity, so they will remain 
the bedrock. The key ‘new’ sectors that have 
been chosen for Union’s selective expansion 
beyond offices are hotels (only with master 
leases) and industrial, he said: ‘These are two 
sectors that require more specialisation and 
asset management, but they are a good bet in 
this late-cycle phase’.

Retail is not a popular topic among investors 
at the moment, Cheah said, but it remains on 
the agenda because ‘it is worth investing and 
understanding that market to be ready in case 
there is potential for better returns in the future’. 

Looking ahead at future trends, he predicts that 
there will be more international money looking 
to invest in the region and ‘that weight of capital 
will keep cap rates compressed’.

‘What we need to keep an eye on is the old 
school real estate rules,’ said Cheah. ‘We must 
pay attention to where we are in the rental cycle 
and we must be prudent about the investments 
we make. Devaluation risk is one of the things 
we should be mindful of’. 

Investors like Union are moving into sectors such as hotels  
and industrial as the market enters late-cycle stage

‘Where before 
we diversified 
by geography 
by going into 
secondary 
markets, we now 
focus on sectoral 
diversification.’
Eric Cheah, Union 
Investment

Insight & Strategy – Overview

focusing on big cities we opt for cities 
that have the right universities.’ 

The US also continues to be a good 
market, Winkelmann said, because of its 
size and variety. ‘It is also very interesting 
for us from a risk-return perspective 
because it has an array of different 
property types. It is not a new thing for 
us, we have been there for years with the 
same people but we still find the US a 
very attractive place compared to many 
other countries.’

On a global level, investors are adopting 
more defensive strategies. ‘If you look  
at the industry from investors’ point of 
view, they have extra money to invest, 
they can try to buy 20 properties, which 
are not there because of the massive 
volumes that are being traded,’ he said. 

‘They also ask themselves at what point 
in time is the return more attractive, is  
it a 50% LTV or 60 or 70% LTV? Most 
investors currently tend to have a lower 
leverage’.

‘We have been 
there for years 
with the same 
people, but we still find 
the US a very attractive 
place compared to many 
other countries.’
Christof Winkelmann, Aareal Bank
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Logistics goes from strength to 
strength as confidence endures

Reaching unprecedented heights doesn’t 
mean that you cannot climb even further: 
such seems to be the confident mood in 

the logistics sector. After years of record growth 
there is more growth ahead.

‘We are at historical highs and it looks like this 
year will be even better than last year,’ said 
Robert Dobrzycki, chief executive officer Europe, 
at Panattoni. ‘We have never had these volumes 
in Europe before. We continue to expand 
and our market is performing better than the 
economies of the Continent. It is a tight market, 
but the performance is phenomenal.’

In another record-breaking year, vacancy 
rates have gone down across the Continent, 
demand has gone up and there are no signs of 
a slowdown.

‘All the big names have had record years, but 
actually we believe this is going to continue for 
some time yet in Europe, because we have only 
seen the tip of the iceberg,’ said Kevin Mofid, 
director research, at Savills.

‘We see the momentum continuing,’ said Joseph 
Ghazal, managing director, chief investment 
officer, for Prologis Europe. ‘Our investors are 
actually increasing their allocations to logistics 
real estate and the challenge for them is finding 
the right product in the right market. The 

markets are tight, but the demand is extremely 
healthy everywhere in Europe, even in the UK’.

The UK has the most developed e-commerce 
market in Europe, while other countries are just 
discovering the joys of online shopping. But 
online sales are not the only driver of logistics, 
said Ghazal: ‘We shouldn’t forget the typical big 
box customers. Even now 60-70% of our leasing 
is done for non-online customers.’

Whether it is traditional industrial demand or 
e-commerce needs, companies in the logistics 
sector are seeking to grow and looking to buy 
or develop across the Continent. ‘We are the 
most active player on the development side in 
Europe and our plan is to continue expanding 
into Western Europe as well,’ said Dobrzycki.

Looking ahead, Prologis is also in expansion 
mode, said Ghazal: ‘We’re actively buying in 
all the 12 countries that we are in, snapping 
up anything from core to value-add, obviously 
with different return expectations. But we keep 
looking for any opportunity, including last mile.’

Growth rates have been such that veterans 
of the sector sometimes still have to pinch 
themselves. ‘I have been in this sector for 20 
years,’ said Raimund Paetzmann, vice president 
corporate real estate, at Zalando. ‘But now is a 
really exciting time to be in logistics.’

‘The markets 
are tight, but 
the demand is 
extremely healthy 
everywhere in 
Europe, even in 
the UK.’
Joseph Ghazal,  
Prologis Europe

The logistics market is at historic levels, but investors 
continue to pile in and increase allocations to the sector

Insight & Strategy – Logistics
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Many hurdles ahead as logistics 
becomes ‘more complex’

Success brings challenges and it is 
no different for logistics. There are 
several hurdles facing investors and 

operators, from competition, scarcity of 
land and rising prices to technological 
innovation, automation and labour 
shortages.

‘The hurdles to entry in the sector have 
significantly increased,’ said Wulf Meinel, 
chief executive officer & managing 
director of Frasers Property Europe. 
‘It is essential to create new product 
because of increasing demand, but land is 
extremely scarce and permits take longer.’

‘We will see huge changes inside the 
buildings,’ said Raimund Paetzmann, vice 
president corporate real estate at Zalando. 
‘We totally underestimate what is going to 
happen in terms of technology changes.’

ENVIRONMENTAL FACTORS
Optimisation will lead to more efficiency 
and more attention to environmental 
factors, said Meinel: ‘Tenants want green 
buildings, they ask for climate control, air 
quality, water consumption data. What was 
originally a very simple big box investment 
is becoming a much more complex and 
sophisticated asset class.’

Yet the choice to future-proof investments 
must be made, he said: ‘Those of us 
who are willing to invest into high-tech 
structures, automated systems and 
efficient storage systems will have an 
advantage on their competitors and will 
survive in the market.’ 

Logistics investors have been attracted 

to the CEE region for its geographical 
location but also by lower costs. However, 
labour availability is becoming an issue in 
the whole CEE region. ‘Even in Romania 
and the Czech Republic labour is a real 
challenge, they are bringing workers in 
from Vietnam,’ said Paetzmann.

‘I am a great believer in Central Europe, 
it is the biggest source of volume and 
demand, the Continent’s core industrial 
and logistics place and it will stay that 
for the long term,’ said Robert Dobrzycki, 
chief executive officer Europe, at 
Panattoni. ‘But in existing core markets 
sometimes labour is not available at all, 
and new locations are being created 
based on labour availability. Labour is the 
biggest driver of what we do.’   

Some hope that technology, and in 
particular increasing automation, will solve 
the labour problem. 

‘What we need to design and develop 
for our customers are automation-ready 
spaces that are more flexible for them 
to be able to put in automation at some 
point in the future,’ said Joseph Ghazal, 
managing director, chief investment 
officer, at Prologis Europe.

Much more needs to be done, he said: 
‘We need to listen to our customers and 
make the buildings smarter and more 
innovative, be it automation or electric 
trucks and vans, vertical movement of 
goods inside the buildings or other ways 
of being efficient. These topics take up 
50% of the conversations we are having 
with our customers today.’

It ’s not all plain sailing for the sector as factors such 
as scarcity of land and labour shortages take their toll

Consumer demand for next-day or 
same-day deliveries are making 
nearshoring a necessity.

‘Nearshoring is the new trend,’ said 
Raimund Paetzmann, vice president 
corporate real estate at Zalando. ‘You 
have to be faster and faster, especially 
in the fashion sector, so you have to be 
in countries that are nearer to the final 
customer.’

‘Supply chains are becoming more 
customer-centric’, said Bartek Tulejko, 
partner at M4 Real Estate. ‘You have to 
be closer to the customer. We will see 
last mile play a bigger role, because 
75% of online customers are ready to 
pay more for a quick delivery.’

LAST MILE HITS POLAND
The last mile trend has also reached 
Poland, said Renata Osiecka, managing 
partner at AXI IMMO Group: ‘It is 
new for our market, but it fulfils the 
requirements of e-commerce and it is a 
fast-growing market that provides good 
returns.’

E-commerce is set to continue growing 
across the Continent, according to 
analysis by Savills taking the UK, the 
biggest market in Europe, as a case 
study. Online retail is now 21.1% of all 
retail, the highest it has ever been.

‘In 2012 online retail hit 11% in the UK 
and it was then that the take-up and 
demand for warehouse space grew 
exponentially,’ said Kevin Mofid, director 
research, at Savills. ‘If we look at current 
online retail penetration rates across 
Europe only Germany has reached the 
same level as the UK in 2012.’

France and some Nordics countries  
are getting close to that level, but  
others are still in the slow lane. But, 
Mofid said, ‘all the forecasts we see 
from different retail consultancies say 
that every territory in Europe will hit  
that 11% point at some point. This means 
that growth is coming, and investors in 
every country should look out for that 
11% penetration rate’.

‘Nearshoring’ is  
the new trend 

‘Central Europe is the Continent’s core 
industrial and logistics place and it will 
stay that for the long term,’ 
Robert Dobrzycki, Panattoni
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‘You can’t go wrong where you see 
double-digit growth in tourism’
The hotels and hospitality sector is a huge growth area as  
people continue to visit Europe for both leisure and business

Europe has become a magnet for tourists from 
all over the world and this trend is fuelling 
investment in the hotels and hospitality sector.

‘There is an enormous amount of private 
equity in the market, very actively looking,’ said 
Dirk Bakker, head of EMEA hotels at Colliers 
International. ‘Money is cheap, interest rates are 
low, and you can’t go wrong in a market where 
you see double-digit growth in tourism arrivals 
and such a strong demand for hotel rooms.’

The number of tourists arriving in Europe is 
increasing at a rate of more than 8% a year and 
reaching double digits in many areas.

‘INCREDIBLE GROWTH’
‘We are experiencing incredible growth in this 
industry in Europe,’ said Johanna Capoani, 
deputy director – head of hotel competence 
centre at Swiss Life Asset Managers. 

‘France and Belgium are experiencing a strong 
recovery now that the terrorist risk is subsiding, 
while southern Europe is still doing fantastically 
well but not growing so fast now that northern 
Africa has come back into play,’ said Capoani.

Finding land or product in the right urban 
locations can be a real challenge, so innovative 
solutions must be found. ‘Our competitive 
advantage is land in a central location where 
normally there are many restraints on building 
and development,’ said Sergio Salvio, CFO & 

CIO of FS Sistemi Urbani. ‘We get the change 
of destination from railway to hospitality, as we 
have done at Tiburtina Station in Rome, and 
create a brand new hotel.’

The industry is changing completely and it is 
all driven by consumer demand,’ said Bakker. 
‘We are getting a new type of consumer, a 
new type of hotel and new types of product. 
Looking five years into the future, we’re seeing 
a compounded annual growth of 4.4% in hotel 
rooms and that’s not including Airbnb. It is no 
longer all about location, you need services, 
experience and personalisation.’

Swiss Life has a bottom-up approach, said 
Capoani: ‘We are focused on the adaptability of 
the single asset and then see how the asset fits 
into our strategy. We look at cities rather than 
countries.’

The lines between leisure and business are 
blurring, said Alessandro Belli, head of tourism 
real estate at CDP Investimenti: ‘We look for 
opportunities not just in cities but in leisure 
destinations as well in Italy, attracting tourists 
and business travellers.’ 

Tourism in Italy is growing at all levels, 
from four-star hotels to hostels to serviced 
apartments, said Giorgio Bianchi, director, head 
of Italy, of PKF hotelexperts: ‘The market is 
moving fast, not just in the main cities but also 
in secondary cities like Bergamo or Padua.’

‘We focus on the 
adaptability of 
the single asset 
and then see 
how the asset 
fits into our 
strategy.’
Johanna Capoani, 
Swiss Life Asset 
Managers

Insight & Strategy – Hotels
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‘Baby-boomers have jumped on the millennials’ bandwagon’

The idea that flexible offices in green 
buildings full of amenities are just for 
millennials working for start-ups is 

totally wrong, according to David Kaiser, 
senior director, real estate, at WeWork.

‘Millennials started the trend, but 
baby boomers have jumped on the 
bandwagon,’ said Kaiser. ‘In our offices 
50% of our members are over 30. 
The shift to a flexible workspace has 
completely revolutionised the experience 
people want at work and there is no 
going back.’

And start-ups and young tech companies 
may have been the first to appreciate 
flexible offices, but big companies have 
now come on board, he added.

‘If we look at our membership, over 30% 
are what we call enterprise companies, 
with over 1,000 employees,’ said Kaiser. 
‘All corporates now really have to offer 
something more and a big part of that is 
office space and a community.’

Silicon Valley and the tech industry 
started the trend of offering amenities in 

offices and millennials, who have driven 
transformation in the workplace, have 
come to expect anything from gyms and 
climbing walls to massage chairs, juice 
bars and sleep pods.

But now the message has spread. ‘It is 
definitely not just tech start-ups anymore’, 
said Rachel Gutter, president of the 
International WELL Building Institute. 
‘Every organisation has started to offer 
many of these amenities and investing 
in more liveable, walkable locations to 
attract talented employees.’ 

‘More private capital coming  
to the European market’

A further $2.5 trn of fresh capital could be 
invested in real estate by 2020 as private 
investors increase their exposure.

‘Over the next three to five years we will see 
sources of capital changing from institutional to 
private wealth,’ said Damian Harrington, director, 
head of EMEA Research, at Colliers International. 

Family offices, high net worth individuals, 
foundations and private sector pension 
funds will become more active in the market,’ 
said Harrington. ‘At the moment institutions’ 
allocation to real estate is 10.4% of a total pot 
that globally amounts to $165 trn, but there are 
no figures for private investments.’

BIG NUMBER
‘If private wealth were to match the allocations 
from institutions, the amount of capital looking 
at property could hit $2.5 trn by 2020, so there 
is a lot more money coming to the market,’ 
added Harrington. ‘In the context of the total 
spent last year, which was $1.5 trn, then you 
realise that $2.5 trn is a big number.’

To deploy that huge amount of capital, investors 
‘will have to diversify more and more across 
markets, across geographies and across sectors 
to try to find opportunities wherever they can’.

Looking at sectors, offices have stayed largely 
flat while retail started a comeback last year 
after a period of decline. The real momentum, 
however, is in logistics, up 89% since 2010, 
residential (+159%), hotels (+90%) and 
development sites (+659% off a low base).  

Investment in residential has so far been highly 
concentrated in Germany, the UK and the 
Nordics so there is a lot of potential elsewhere 
in Europe, Harrington said.

A lot of capital will target cities, following 
the urbanisation trend and the demand for 
residential. ‘If we look at cross-border capital 
going into cities we see that Europe is already 
very international, attracting investment from 
all over the world, but over the next few years 
we will see a lot more capital coming from 
Asia,’ said Harrington. Cities will offer the most 
opportunities.

From a global perspective, Europe looks 
like a good end of cycle yield spread option, 
Harrington added. ‘If you look at EU sectors 
relative to Asia and America on a yield spread 
basis, Europe actually offers the best spreads. 
Particularly European logistics, but also retail 
and offices. This is going to continue bringing 
the money in’. 

Private wealth is set to bolster institutional capital chasing 
real estate, but investors will need to diversify to deploy it

‘Investors will 
have to diversify 
more and more to 
find opportunities 
wherever they 
can.’
Damian Harrington, 
Colliers International
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Future-proofing investments means  
anticipating the next big trend

In a fast-changing landscape, market players 
must look ahead and try to anticipate trends if 
they want to future-proof their investment.

‘Investors are willing to take more aggressive 
pricing when they are looking at an investment 
based on the future,’ said Luke Dawson, 
managing director & head of capital markets 
CEE, at Colliers International. ‘They take a 5-to-
10-year view of the area that is going to become 
the next hot spot, while before they would have 
played it safe and just bought in the city centre’.

The classic definitions of core or core-plus are 
shifting, he said: ‘It used to be defined as the 
CBD or the city centre, but investors now say it 
is the place that employees want to go to, rather 
than the place where everybody already is.’

That shift has intensified as labour markets have 
tightened across Europe and attracting and 
retaining employees has become crucial. The 
location can become the differentiating factor.

‘The second league is becoming interesting,’ 
said Jarek Morawski, director, research 
and analysis at Grosvenor. ‘Investment is 
increasingly going outside of CBDs now, to 
areas where a few years ago there would have 
been none. New neighbourhoods in cities like 

Paris are becoming popular not just for resi but 
for offices as well, and not just for start-ups but 
for corporations.’

The same is happening in Spain, said Neil 
Livingstone, managing director, Spain, at 
Colliers International: ‘Mixed-use projects and 
new developments including co-living and co-
working are happening in various areas outside 
the city centre in Madrid and Barcelona’.

ALWAYS AHEAD OF THE CURVE
The secret of WeWork’s success is that ‘we are 
always a bit ahead of the curve’, said senior 
director, real estate, David Kaiser: ‘We get 
constant direct feedback from people on the 
ground and we are quite driven by our members, 
that landlords call tenants. We talk to them every 
day and they tell us which cities they think we 
need to be in. We also collect data religiously. 
We have mapping tools so we can accurately 
predict which markets will be successful for us’.

Local authorities can also make a big difference 
in putting a city or a neighbourhood on the map, 
he said: ‘We have always been very London-
centric but two years ago went to Manchester, 
and we have found it is a phenomenal city. The 
city council is proactive and intelligent and it 
encourages growth’.

Definitions of core and core-plus are changing as secondary 
locations become popular with start-ups and corporations alike

Insight & Strategy – Investment hotspots

Real estate developers now ‘see 
themselves as partners to the tenant to 
attract and retain the best talent’, she 
added.

It started with the green buildings 
movement, said Gutter, ‘but at some 
point we realised that they also have an 
impact on human health and business 
performance’. Soft factors have an impact 
on the bottom line, so companies started 
paying attention.

Macro-economic trends matter less 

than they used to when choosing a 
city location to invest in, said Jarek 
Morawski, director, Research and 
Analysis, at Grosvenor: ‘We now need to 
look differently at micro factors like the 
neighbourhood, quality of life, health and 
liveability.’

WeWork succeeded by ‘encouraging 
people to get to know each other, 
promoting well-being, offering a lot of 
services and thinking very carefully about 
design’, said Kaiser. ‘Our idea is that real 
estate is a gateway to the community.’

‘Investors take 
a 5-to-10-year 
view of the area 
that is going to 
become the next 
hot spot.’
Luke Dawson, Colliers 
International

‘All corporates 
now really 
have to offer 
something more and a 
big part of that is office 
space and a community’
David Kaiser, WeWork



Offices and residential: It’s a 
tale of two markets in Germany

Germany is a tale of two markets, with 
clear differences between residential and 
commercial and also between primary and 

secondary markets.

‘Two-thirds of commercial transactions take 
place in the top 7 cities, but then it comes to 
residential the picture changes dramatically,’ 
said Marcus Cieleback, chief economist 
at Patrizia Immobilien. ‘Around half of all 
transactions take place outside the top cities, 
underlining the importance of Germany’s federal 
structure.’

What that points to is ‘that there is a market 
out here and that’s the story not often told’. 
‘There are a lot of opportunities for international 
investors, provided you have the local 
knowledge and understand what’s going on,’ 
said Cieleback. Until now the residential sector 
has been dominated by domestic investors, who 
account for 67% of transactions compared to 
55% in the commercial sector.

Berlin is the big exception, as there has been 
a lot of international activity in the residential 
sector. Because of foreign investors’ continued 
interest in the German capital, ‘the Berlin market 
is the most liquid residential market in Europe’, 
Cieleback said.

So far, however, foreign capital has focused 
on commercial assets in the big cities. ‘There 
is a concentration of activity in a few regions 
and cities and that creates a lot of competition 
and has a huge impact on prices,’ Cieleback 
said. ‘The largest share goes to offices and the 
figures are skewed by the large flagship towers 
being sold in Frankfurt.’

TRANSPARENCY OF DATA
Foreign investors understand that in Germany 
there is no Paris or London dominating the 
country, but that each of the top cities is ‘a little 
cosmos in itself’, allowing for good diversification. 
They gravitate to commercial real estate also 
because ‘there is a lot more transparency on 
yields, rents and other data’, and less 
specialised local knowledge is required.

Despite high prices and intense competition, 
Germany is set to attract more investment 
because it is neck and neck with the UK as the 
biggest market in Europe so ‘all investors have 
to have a view on Germany’, Cieleback said. 

Another positive factor is that the looming 
threat of interest rate rises has now effectively 
been removed by the European Central Bank, 
so deal-making can continue without concerns 
over the impact of higher interest rates.

‘There are a lot 
of opportunities 
for international 
investors, 
provided you 
understand 
what’s going on.’
Marcus Cieleback, 
Patrizia

‘You have to kiss a lot of frogs to find a good opportunity’

B oth domestic and international 
investors are broadening their 
horizons and having to work harder 

to find opportunities in an increasingly 
competitive German market.

‘You have to kiss a lot of frogs to find a 
good opportunity,’ said Thomas Kaechele, 
director: head of Germany, M&G Real 
Estate. ‘Investing has become harder in 
Germany, you have to know your market 
and broaden your investment strategy.’

Competition is increasing from domestic 

as well as international players. ‘The 
context is much more competitive,’ said 
Arnaud Malbos, vice president, 
Investments Europe, at Ivanhoé Cambridge. 
‘In some places you can be lucky and have 
rental growth, but you have to look at 
value-add, opportunistic strategies.’

Institutions like Union Investment are 
branching out into the student housing 
sector and others are actively looking at 
alternative asset classes.

‘We are widening our investment platform 

to student housing, all alternative sectors 
and value-add,’ said Kaechele. ‘We used to 
buy cheap, work hard, sell for a decent 
price. Now we buy expensive, work hard to 
justify the expensive price and then sell for 
a rather moderate deal. Value-add is the 
new core because after taking a lot of risk 
and doing a lot of hard work maybe you 
get 50-60 basis points more’.

Even cautious Asian investors are taking 
the plunge, said Christian Kadel, managing 
director, head of capital markets, at 
Colliers International: ‘Asians who in the 

The country’s top 7 cities dominate commercial transactions 
but for residential the market is spread across regions 
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Investors brush off headwinds  
to remain in stable market

An increasingly competitive market, a 
slowing economy and looming tax changes 
are not deterring foreign investors from 

investing in German real estate.

‘We believe Germany is and will remain a stable 
market and one of the most important in the 
world for us,’ said Thomas Kaechele, director, 
head of Germany, at M&G Real Estate. ‘I don’t 
think there will be big changes to the German 
market whatever happens to interest rates or to 
the economy.’

There is some concern over political 
developments looking ahead to elections in 
2021, said Arnaud Malbos, vice president, 
investments Europe, at Ivanhoé Cambridge:  
‘We do think about the post-Merkel era and 
what the new government will be like, because 
we need strong governance.’ 

INCREASING EXPOSURE
However, the Canadian company’s plan is to 
stay the course: it is setting up a team in 
Germany and plans to increase the current 
€500m exposure to the German market as part 
of a further push into Europe. ‘We plan to 
double the size of our allocation to Europe  
from €5 bn to €10 bn in the next few years,’ 
Malbos said.

Foreign investors have a very positive view of 
the occupational market in Germany and they 
also use currency hedging to increase their 
yields, said Christian Kadel, managing director, 
head of capital markets, at Colliers International.

‘Offices are everybody’s darling, they see the 
most transaction volume,’ he said. ‘We now 
have the lowest vacancy rates we’ve had for 20 
years, so rents are picking up. It makes a lot of 
sense to invest in this sector.’ 

Last year international capital accounted for 
around 40% of transactions, a decline from the 
year before, but foreign investors still account 
for the big-ticket deals over €200-300 mln.

In the next few months tax legislation in 
Germany is set to change, said Christiane 
Conrads, head of German real estate desk 
at PwC Legal: ‘We are expecting two major 
changes to German tax laws. One is to the 
real estate transfer tax regime for share deals, 
the thresholds will be changed and the whole 
system tightened. 

‘The other change is new rules on property tax, 
which will change the way real estate is being 
valued in line with the Constitutional Court’s 
ruling last year’. 

Germany faces political changes, increased competition 
and keen pricing, but it is still an important destination

Insight & Strategy – Germany

past were very conservative have gone up 
the risk curve, while US investors, who by 
nature were more on the opportunistic 
side, have moved to the core sector.’

Some markets have really ‘dried out’, he 
said, so ‘you need to be much more 
creative to find sites to develop conversion 
schemes, from retail to office’.

Development has been made harder by 
scarcity of land and rising construction 
costs. ‘On the development side all the 
low-hanging fruit has been picked, you 
now you have to work that much harder to 
find profitable projects, but they do exist 
and they are worth finding,’ said Melike 
Wirth, executive board member of 
Projektentwicklung. 

Investors can also find opportunities in 
less obvious sectors like energy, exploiting 
the trend for the decentralisation of energy 
systems and new stricter laws that are 
being introduced, said Peter Mussaeus, 
partner, energy law, at PwC Legal.

‘It is in the DNA of Germans to regulate 
everything, but the good news is that it is 
easier to make money with a highly 
regulated, standardised commodity 
business,’ said Mussaeus. ‘Big housing 
companies already make money by 
offering tenants energy supply contracts.’

‘We now buy expensive, work hard to  
justify the expensive price and then sell  
for a rather moderate deal.’
Thomas Kaechele, M&G Real Estate

‘We are 
expecting a 
major change to 
German rules on 
property tax.’
Christiane Conrads, 
PwC
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‘A mixed-use strategy will  
create dynamic urban spaces’
Modern city development will feature a move away from 
central business districts to create dynamic urban hubs

Cities’ central business districts (CBD) have 
long been the first and main destination for 
investors, but that is all changing.

‘The next step in the evolution of modern cities 
is the end of the CBD,’ said Thomas Beyerle, 
managing director of Catella Property Valuation. 
‘The implementation of a mixed-use strategy 
will lead to the creation of many dynamic, lively 
urban spaces, attractive for different groups.’

A combination of residential, office, retail and 
hotel concepts in inner city locations will bring 
about urban development. Examples of this 
trend can already be seen in the Four complex 
in Frankfurt, in King’s Cross in London and 
in Bolands Quay in Dublin, where Facebook, 
Google and LinkedIn are located.

‘Co-working and co-living concepts can be 
integrated in inner city, mixed-use concepts, 
with positive effects for both companies and 
employees and the flourishing of shops, 
restaurants and cafes,’ Beyerle said. ‘The 
clustering of many factors of urban living is the 
embodiment of a lifestyle that is attractive to 
innovative and creative individuals.’

Some urbanites’ world will literally be in one 
building. ‘We are looking at the first generation 

of people who may live on the top floor, work 
in the middle, do their shopping, dining and 
entertaining on the ground floor and their 
exercising in the basement gym,’ he said.

To be successful in attracting a concentration 
of innovative companies and individuals, these 
new urban clusters must be centrally located 
and close to transport hubs. ‘There will be no 
more development in the middle of nowhere’, 
Beyerle said. 

Other important requirements are affordable 
rents, cultural attractions and leisure activities 
and local amenities like supermarkets, shops 
and medical services. Ideally, there should also 
be funding opportunities, banks and venture 
capital, a support network, universities, research 
centres and service providers.

People must be at the centre of it all because 
top-down, artificial projects invariably fail.

‘Human capital is the most important element 
for urban innovation,’ Beyerle said. ‘The start-up 
culture is here to stay for the foreseeable future. 
Creative people are usually attracted to diverse, 
open-minded, friendly cities with a good living 
and working environment. The three Ts are 
important: Technology, Talent and Tolerance’.

‘Human capital 
is the most 
important 
element 
for urban 
innovation.’
Thomas Beyerle, 
Catella Property 
Valuation

Bolands Quay in Dublin: 
an example of modern 
space outside the CBD
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Italy shows how modern technology can  
be combined with historical centres

Innovation is critical to create a smart city, but 
technology must work hand in hand with human 
capital.

That’s the message from Harry Hoodless, 
regional board director of Broadway Malyan. 
‘Innovation is bred by partnerships between 
stakeholders, companies, employees and local 
government,’ he said. ‘It is crucial to look at 
different models and examples from around the 
world and then make a city unique.’ 

The challenge for many European cities is to 
preserve the historical centres and traditional 
ways of life while promoting innovation, 
attracting tech companies and young people 
and also preserving the environment.

Italy has two good examples of how to go about 
it. Bologna is creating a Technopole, a 120,000 
m2 data and artificial intelligence centre in an 
old industrial area. 

The Technopole is a 20 minutes’ walk from the 
centre of Bologna and dedicated cycle lanes 
will lead to it, to encourage people to leave their 
cars behind. The airport is 6km away and the 

fast train links Bologna to Milan in one hour and 
to Rome in less than two hours.

‘Investments in infrastructure are difficult, so it is 
better to rely on the existing transport system or, 
even better, cycle or walk whenever possible,’ 
said Ruben Sacerdoti, director of the Regional 
Department for Business Internationalisation 
and FDI Attraction for the Emilia Romagna 
Regional Government. ‘We believe that in 10 
years’ time, Technopole will have completely 
transformed and modernised our city.’

Meanwhile, in Genoa, the biggest science park 
in Italy is being created in a former industrial 
space 15 minutes from the city centre. It will 
include offices, labs, co-working spaces and a 
hospital, with 50% devoted to green spaces.  

‘We are planning to attract high-tech 
companies,’ said Maria Francesca Silva, chief of 
real estate development at Genova High Tech. 
‘But for us innovation is not just technology 
but also a new approach to community and 
services. We have introduced car pooling, for 
example. We believe that to have a smart city 
you need smart people’. 

Panellists encourage investors to look at university towns across

Insight & Strategy – Innovation

‘Smart cities need a digital footprint’  

Innovative cities need to advertise their 
achievements and let people know what 
they are doing, says Leanne Tritton, 

managing director of ING Media.

‘Cities need to have a digital footprint that 
matches their ambition,’ said Tritton. ‘We 
look at how a city’s brands and projects 
are received and assessed. If there is an 
investment story, is it being reported? Are 
people aware of what is happening?’  

It is a branding as well as a communication 
exercise. ‘To be successful in the future, 
cities must manage their brand. That’s the 
way forward,’ she said.

‘A branded urban identity has huge value,’ 
added Harry Hoodless, regional board 

director at Broadway Malyan. ‘It must 
capture the feel of the place, show it is 
unique, help to differentiate the city from 
the many clone towns that are out there.’ 

ING Media has taken the top 40 European 
cities in the investment rankings, rated 
them and matched them to their digital 
profile. What it has found is that some of 
the most invested cities have a low profile, 
while others like Lyon punch far above their 
weight. 

‘A digital footprint is not just a presence 
on social media, it is a complex area that 
checks how often the city and its events 
come up on news, chats and cultural 
information on all digital platforms,’ said 
Tritton. ‘Digital communication helps even 

smaller cities leap up the ranking systems 
and achieve visibility.’

Companies that are looking for a place 
to put their new headquarters or regional 
office want to choose well but the 
commentary is really disparate, she said, so 
they will look at the rankings and assess the 
digital footprint before making a decision.

‘I see a change in investors’ behaviour, 
they have a more long-term view of a city 
and look ahead to the next 20 or 30 years,’ 
said Thomas Beyerle, managing director 
of Catella Property Valuation. ‘They look 
beyond the shiny new buildings and dig 
deeper to discover the DNA of a city, how 
it works, what sense of community there is 
and what connectivity it has.’

‘It is crucial to 
look at different 
models and 
examples from 
around the world 
and then make a 
city unique.’
Harry Hoodless, 
Broadway Malyan
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There is too much pessimism in the 
market on the retail sector and the 
negative image does not reflect the 

reality on the ground, Henrike Waldburg, 
head of investment management retail at 
Union Investment Real Estate, told Real 
Asset Insight.

‘It is not a secret that retailers are going 
through challenging times,’ she said. 
‘There is negative sentiment in the market 
but the reality hasn’t changed much. If I 
look at our portfolio at Union Investment, 
sales are slightly down but footfall went up 
and rents went up so the reality is that a 
good quality portfolio is not reflecting the 
negative sentiment in the market.’

WINNERS AND LOSERS
Some areas seem to be performing 
much better than others. ‘There will be 
winners and losers and we have an idea 
of which are going to be the winning 
formats in retail going forward,’ Waldburg 
said. ‘We recently did an investor survey 
and it seems that many investors share 
our view that the outlet sector still looks 

pretty good, the large dominant shopping 
centres are still doing well and so is 
everything related to a very good city 
centre location.’

Union Investment manages a big mixed-
use portfolio and Waldburg is optimistic 
about the potential of mixed-use. ‘I find 
the transformation of retail very interesting 
and the chance to introduce hotels, 
offices or other new uses to former retail 
buildings, especially in the upper floors,’ 
she said.  

Retailers will have to keep adapting  to 
far-reaching changes in consumer habits 
and ‘the negative narrative we saw in 2018 

is set to continue this year’, Waldburg said. 
‘There’s the reality of partially falling rents 
or at least rents being renegotiated by 
tenants who have a lot of power to do so’. 

Another negative factor is the increased 
capital expenditures in operating shopping 
centres. ‘For a long time malls have been 
considered as having a very favourable 
capex profile as you didn’t do need 
to do much compared to other asset 
classes such as offices or hotels, but 
that is changing and leading to negative 
sentiment towards the sector which is 
sometimes exaggerated,’ she said.

To keep up to speed on changes in 
the sector it is important for industry 
professionals to constantly exchange 
views and experiences, Waldburg  
said: ‘We have launched an investors’ 
forum at ISCS with people who represent 
over €600bn AUM, €160bn of which is 
in the retail sector, and the sense of the 
discussion was that times are challenging 
but that there are still opportunities out 
there.’ l

‘The reality is that a good 
quality portfolio is not 
reflecting the negative 
sentiment in the market.’
Henrike Waldburg, Union 
Investment

Union Investment’s Henrike Waldburg remains positive about the sector, despite negativity

Insight & Strategy – Retail

‘In retail there are more 
opportunities than challenges’



36 Real Asset Insight | Issue 2 June 201936 Real Asset Insight | Issue 2 June 2019

Consolidation is expected as  
student housing sector grows

As institutional investors pour more and 
more money into student housing, 
attracted by higher yields and a steady 

revenue stream, a wave of consolidation is 
expected in the months ahead.

‘Consolidation in the student housing sector 
is at the very beginning,’ said Samuel Vetrak, 
CEO of Bonard. ‘This year and in 2020 we can 
expect more portfolio deals and acquisitions, 
especially in conjunction with institutional 
money coming in. There will be a lot more 
liquidity in the market’.

There are now 600 companies operating in the 
student housing sector globally, accounting for 
$10 bn worth of transactions a year. In the next 
two and half years, 350 projects will be coming 
to market, taking the volume up to $15 bn.

At present the sector is fast-growing but 
still very fragmented but consolidation will 
reorganise the market into fewer bigger and 
branded players.

The definition of a portfolio is at least 500 beds 
and more than two buildings. According to 
Bonard research, in Europe, including the UK, 
there are 107 portfolios which meet the criteria 
but most of them are small: 44 go up to 1,500 

beds, 38 up reach 5,000 beds and only 25 of 
them are larger than 5,000 beds.

According to a recent CBRE survey, 52% of 
investors plan to put money into alternative 
asset classes and of these, student housing is 
by far the most popular choice in Europe. 

‘Investors see it as a revenue-delivering 
asset class, even at the end of the cycle, with 
occupancy rates between 90 and 100% and 
totally recession-proof,’ Vetrak said. ‘Yields are 
higher than in mainstream asset classes by 
between 100 and 250 bps.’

Investors who were focused on the UK are 
now looking to other countries in Europe, said 
Vetrak: ‘After the boom in the UK, Germany and 
the Netherlands, the most activity we see now is 
in Spain, Italy and Central and Eastern Europe, 
the most undersupplied countries that deliver 
the best returns.’

Supply is increasing steadily, but not enough 
to meet growing demand. Berlin is a case in 
point: the student population is forecast to be 
200,000 in 2020 and the pipeline is 20,000 
beds. ‘This increases the total provision rate 
projection from 9.5% to 10%, which is really not 
that much,’ said Vetrak.

‘Investors see 
student housing 
as a revenue-
delivering asset 
class, even at the 
end of the cycle.’
Samuel Vetrak, Bonard

Co-living trend driving innovation in European cities 

D ifferent asset classes are set to 
merge under the co-living umbrella, 
says Samuel Vetrak, CEO of Bonard.

‘More hybrid products will be created,’  
said Vetrak. ‘Student housing and micro-
living will converge to cater for young 
professionals and recent graduates who 
want to stay on living in the city. They will 
want bigger rooms for which better rates 
can be charged.’

Micro Living at the moment is mainly a 
short-term solution of a place to stay 

during the working week to then return 
home at weekends, but that may change 
as lifestyles evolve. 

‘It is entirely possible that in the near 
future young professionals in their 20s  
or even 30s really enjoy the co-living 
experience and carry on living in these 
buildings even when they could afford 
their own bigger apartment,’ said Christian 
Scheuerl, managing director of MPC Micro 
Living Development. 

While the UK led the way in purpose-built 

student accommodation (PBSA), the same 
trends can be seen across the Continent. 

‘I have followed the evolution of the UK 
market in the last 15 years and I think the 
general consensus is that other European 
countries will follow a very similar path,’ 
said Brian Welsh, CEO of The Nido 
Collection. 

There is increased demand for stylish 
accommodation, better product and more 
amenities – the average list now includes 
game rooms, outdoor areas, bike storage, 

As institutional investors tune in, the market is set to become 
dominated by fewer and bigger branded companies



Institutions show interest as larger 
deals reflect market’s maturity

The student accommodation sector has 
reached a size and liquidity level that make 
it attractive to large institutional investors.

‘We see larger deals now being done that  
lead other investors to look at the sector 
because they see that they can put significant 
amounts of money to work,’ said Christian 
Scheuerl, managing director of MPC Micro 
Living Development.

‘We have a transaction volume that has 
reached a level of attractiveness for institutional 
investors, who are not interested in €10 mln 
deals,’ he added. ‘We see serious portfolios 
being formed now.’

CREATING SCALE
‘For large institutional investors to get interested 
you have to have opportunities of scale and 
student housing used to be too granular. But 
at the moment everyone is in the process of 
aggregating these portfolios and building them 
up to create scale,’ said Brian Welsh, chief 
executive officer of The Nido Collection.

‘What we have seen in the last couple of  
years is way bigger tickets of capital coming 
into the market,’ said Rainer Nonnengässer, 
chief executive officer of International Campus. 

‘Ten years ago you wouldn’t have been able  
to find something to buy for €100 mln in 
Germany, but now the market is more mature. 
I would be surprised if there wasn’t more 
consolidation ahead.’

Investors that have substantial sums to invest 
know that a development project would take 
several years to complete, so they prefer to  
pick up ready product in the market and 
then create portfolios to achieve scale, 
Nonnengässer added.

‘All those institutions who wouldn’t answer  
the phone to us a few years ago now are 
running around talking about student housing,’ 
said Welsh.

The micro living sector, targeted at young 
urban professionals, has not reached the 
scale and solidity of student housing yet, said 
Scheuerl: ‘There are many products out there 
that are called micro living and operators are 
experimenting with these forms of living, so we 
are still in a transition phase.’ 

But it will happen and institutional investors  
will come on board just as they have done  
with student housing, he added: ‘It is just a 
matter of time.’

Portfolio consolidation means transaction volumes are  
at levels that make sector attractive to bigger investors

Insight & Strategy – Student housing

TV room, storage, gym, laundry room, 
room cleaning and multi-functional 
communal rooms. ‘The standard is now 
10-15 amenities per building,’ Vetrak said.

SELLING POINTS
New PBSA schemes have been designed 
for international students, but they are 
now popular with everyone, said Scheuerl: 
‘Domestic students are also increasingly 
demanding and enjoying the amenities  
on offer. Good design and communal  
areas are a huge selling point now. You 
really need to think about the product and 

try to differentiate yourself from the rest of 
the market.’

Brands are important, but they must live 
up to their name and offer what guests 
have come to expect. 

‘Each building needs to be a site-specific 
project,’ said Scheuerl. ‘You want to create 
the same kind of look and atmosphere that 
goes with the brand, but you cannot have 
a master layout that fits all the categories. 
Each location needs a new concept and 
must fit the needs of the tenant.’ 

‘You really 
need to 
think about 
the product and try to 
differentiate  
yourself from the  
rest of the market.’
Christian Scheuerl, MPC Micro 
Living Development

‘In the last  
couple of years 
way bigger 
tickets of capital 
have come into 
the market.’
Rainer Nonnengässer,  
International Campus
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Undersupply of student housing 
will underpin growth in CEE
Thousands of international students arriving in CEE cities each 
year are finding a lack of purpose-built accommodation

Student housing will be ‘the next big thing’ 
in chronically undersupplied CEE countries, 
said Mark Robinson, CEE research 

specialist at Colliers International.

‘The growth potential is huge. In the next 10 
years CEE will experience the same growth that 
Western Europe has seen over the last 10 years,’ 
said Robinson. In the UK, for example, 6% of 
total all-sector investment is now in the student 
housing sector.

The driver is demand, as every year thousands 
more international students attend university 
courses in CEE cities and find there is no 
purpose-built student accommodation (PBSA) 
at all, while traditional state-owned student 
dormitories are well below the standards they 
expect. 

SUPPLY AND DEMAND GAP
The gap between supply and demand is huge 
and the projects in the pipeline are nowhere 
near adequate, Robinson said. ‘The stock at this 
point barely exists. The total of 28 assets we will 
have by the end of 2020 doesn’t even begin to 
address the demand.’

At the moment 20 units are available and eight 
are under construction in the main seven cities 

(Warsaw, Krakow, Prague, Bratislava, Budapest, 
Bucharest and Sofia). Warsaw, which has an 
international student population of more than 
23,000, the highest in CEE, has no PBSA at all. 

A new Colliers International/CMS report on 
the sector calculates that even if only 20% of 
international students present in CEE cities 
were to rent a bed, the shortfall by 2028 would 
be over 15,000 beds at a valuation of €1.2 bn. 
If 50% of students rented a bed, 53,000 units 
would be needed, bringing the valuation of the 
shortfall to a substantial €4 bn.

Research shows that as GDP per capita grows, 
so does investment in student housing, said 
Robinson: ‘As CEE countries’ economies are 
growing faster than those of Western Europe, 
we are likely to see a substantial increase in 
investment in the sector. In 10 years’ time it 
could reach 2.5% of total all sector investment.’

Demand is the big attraction, but investors’ 
interest is also piqued by the counter-cyclical 
nature of student housing, as students need 
accommodation regardless of economic 
conditions. ‘It is a defensive asset class that 
has had a steady yield profile of 5-7% and it is 
particularly attractive now that we are close to 
the top of the cycle,’ Robinson said.

‘Poland offers the best opportunities’

While all CEE countries are promising, 
Poland offers investors the best 
opportunities in the student 

housing sector, according to experts.

Three factors work in Poland’s favour. First, 
it has many smaller university towns as well 
as established big cities with large student 
populations, giving investors scale and the 
opportunity to create a portfolio. Second, 
it has light-touch regulation that allows 
flexibility. Third, it is the only CEE country so 
far that actively supports the sector.

‘The best opportunities are to be found in 

Poland, and there’s a variety of them,’ said 
Rainer Nonnengässer, CEO, International 
Campus. ‘For us it is a country-wide 
approach, that spans different cities, while 
in the Czech Republic, for example, it’s a 
city approach, limited to Prague.’

Demand for student housing is high 
because Poland attracts the most 
international students in the region – more 
than 23,000 in Warsaw alone – from 
Germany, other neighbouring countries 
and further afield. 

‘A lot of Asian students are coming to 

Poland and looking for high-quality 
accommodation,’ said Wojciech Koczara, 
partner, head of CEE real estate, at CMS.

Amid labour shortages, foreign students 
are seen as a double positive: they bring in 
money, through fees and living expenses, 
while longer term they could stay and work 
in Poland and contribute to the economy. 

Of all CEE countries ‘only Poland is 
deliberately targeting foreign students, 
with a budget specifically allocated to 
promotional activity abroad,’ noted Samuel 
Vetrak, CEO of Bonard.

‘In the next 10 
years CEE will 
experience the 
same growth that 
Western Europe 
has seen over 
the last 10 years.’
Mark Robinson,  
Colliers International
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It’s the new kid on the block,  
but it’s ‘getting all the attention’

Student housing is the new kid on 
the block in CEE but it’s ‘getting all 
the attention’, said Luke Dawson, 

managing director & head of capital 
markets CEE, at Colliers International. 

‘We are seeing tremendous amounts of 
activity,’ said Dawson. ‘Some projects 
have come to completion, some are 
in the pipeline. Developers, operators, 
traditional equity investors are all stepping 
in and looking for opportunities across the 
spectrum.’

Investors are attracted by the counter-
cyclical nature of student housing, 
especially now that the cycle is coming 
to an end and European economies are 
slowing down. ‘Even if the markets drop, 
interest in student housing is likely to rise. 
Students need accommodation regardless 
of the economic cycle, so it provides a 
much steadier income than other asset 
classes’, added Dawson.

A steady income flow and liquidity on exit 
are two further advantages of investing 
in the sector. ‘There is no fear of lack of 
liquidity,’ said Dawson. ‘People who are 
deploying capital in CEE have already 
invested in the sector in Germany and 
other places and they believe very 
strongly that the sector will grow in scale 
and importance.’

Strong demand for student accommodation 
translates into high occupancy rates and a 
guaranteed income. 

Despite the difference in per capita 
income in, say, Germany and CEE 

countries, ‘there is really not a huge gap 
between what local, inter-regional and 
foreign students are prepared to pay’, said 
Samuel Vetrak, CEO of Bonard. ‘We have 
seen that when a UK-level new project is 
completed, people are prepared to pay 
significantly more for the accommodation.’

He gives the example of a new project 
in the relatively small Czech city of Brno, 
which offers rooms at €420 a month, 
‘which is very high for the region, but it 
was 100% occupied within a few weeks’. 

LIGHT TOUCH REGULATION
Extremely light touch regulation is 
yet another reason why the sector is 
attractive to investors. ‘There is hardly 
any regulation covering the sector,’ said 
Wojciech Koczara, partner, head of CEE 
real estate, at CMS. ‘It takes time to get a 
planning permit, but it is no different from 
developing offices or hotels.’

The best thing about the lack of specific 
rules is the flexibility it gives investors, he 
added: ‘It allows for the construction of 
multi-purpose buildings that can serve as 
student accommodation, micro-living or 
budget hotels in the summer months.’

Multi-use is the best way to mitigate risk, 
said Vetrak: ‘Talent moves between cities, 
so it’s a good idea to allocate some rooms 
to short-term accommodation for young 
professionals. Their purchasing power is 
higher and they like being in a community 
because they have just moved from 
elsewhere. You are not allowed to do dual 
use in Barcelona but you can in CEE and 
it’s a distinct advantage.’

Student housing’s counter-cyclical nature, steady  
income flow and liquidity are all attractive to investors

S tudent housing is just starting to 
become an investable asset class 
in CEE, but it is already facing stiff 

competition.

It is not competition between investors, 
however. ‘Development hasn’t caught up 
with demand because there is so much 
competition from other asset classes,’ 
said Luke Dawson, managing director & 
head of capital markets CEE, at Colliers 
International. 

Residential is an obvious choice for 
developers who have a suitable site and 
planning permits in place. ‘Residential 
is financed through pre-sales with very 
little risk, so there is less of an incentive 
for the average developer to put money 
into student housing,’ Dawson said. 
‘Construction costs are growing faster 
than house prices, so developers try to 
maximise their profits.’

RISING LABOUR COSTS
The main reason for increased 
construction costs is the rising cost of 
labour, with wage growth at 10-15% a 
year, well above the rate of inflation. 
‘Given labour shortages, I don’t see 
wage growth slowing down anytime 
soon,’ said Dawson. ‘It is getting to the 
point where developers’ margins are 
being squeezed and they are starting to 
pull back.’

The number of investors who want 
to buy student housing in CEE is ‘off 
the chart’, but most of them do not 
want to develop or operate. What the 
market needs is more companies like 
International Campus, said Dawson, who 
‘do it all themselves, from financing to 
developing to operating’.

It will be smaller groups investing in 
the sector in the foreseeable future. ‘If 
there was enough scale the large PE 
groups would come in, but they need a 
€100-€200 mln price tag at least and 
also a portfolio in different cities,’ said 
Dawson. ‘They will not move for a €20 
mln asset, so until we get some scale 
only the smaller players will be active in 
the market.’

Construction costs 
pose a threat

‘There is hardly any regulation covering 
the sector. It allows for the construction of 
multi-purpose buildings.’ 
Wojciech Koczara, CMS
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Insight & Strategy – Healthcare

In search of volume, diversification, long-
term cash flows and yields, investors’ 
focus has switched to alternative 

assets. Ageing demographics in Europe 
is driving investors’ interest in healthcare. 
The forecasts about demographic trends 
are very accurate and the sector offers 
guaranteed cash flow, because it is immune 
to political tensions and economic cycles.  

Healthcare is transitioning from a niche 
asset class to a mature market driven by 
the rising investment volume/deal flow 
throughout Europe (also liquidity of 
assets), proven track record of investors 
(from REITs to private investors) and 
increased ticket sizes. There are single 
asset deals for new build developments in 
the €10m-€30m range and portfolio deals 
up to €100m with a mix of sale-and-
leasebacks, upgrades of existing 
properties and greenfield developments. 
We even see outliers with the Aedifica 
portfolio deal in the UK, which was worth 
in the region of €520m.

The desire of healthcare operators to 
create long-term partnerships with 
investors is growing rapidly due to the 
limited opportunities to upgrade their real 
estate portfolios, which are mainly 
outdated. The Paris Agreement has thrown 
the light on sustainability performance and 

in addition, the real estate component is 
becoming more and more of an asset in 
the competition to attract customers. Some 
operators also see additional opportunities 
to expand their business cross-border to, 
for example, France, Belgium, Germany, 
UK and the Netherlands.  

UNIQUE CHARACTERISTICS
Healthcare investments have some unique 
characteristics. In general, we see long 
and stable lease contracts, advantageous 
risk/income ratio and properties with good 
potential for alternative use. Nevertheless, 
the world of healthcare entrepreneurs is 
rapidly changing. Therefore, the analysis 
of the cash flow in terms of affordability, 
operators’ business and risk management 

is key. Some investors are mainly focused  
on the financial credibility of the operator. 
This goes alongside a shift towards 
consolidation of operators.   

From a real estate perspective, healthcare 
has a variety of asset types, in terms of 
rental level and type of facility. There is the 
more residential side such as senior living, 
assisted living and mixed projects, for 
example self-sufficient elderly people in 
assisted senior housing with medical 
assistance and services nearby. 

On the other hand, we have the more 
specialised properties with long-term care 
nursing homes, medical office buildings 
and hospitals. The specialised clinics 
diversify from post-acute and rehabilitation 
care, psychiatric care to medicine, surgery 
and obstetrics (MSO). 

The cherry on the pie is that investors 
have the opportunity to make a positive 
impact by investing in healthcare. From an 
environmental, social and governance 
perspective, healthcare investments have 
a unique set of characteristics. Next to the 
positive impact on people’s lives and 
society (in terms of costs as a percentage 
of GPD), these investments will show a 
significant lower risk ratio and higher 
long-term yield forecast. l

A sector delivering healthy returns

‘Healthcare is 
transitioning 
from a niche 
asset class to 
a mature market 
driven by the rising 
investment volume/deal 
flow throughout Europe.’ 
Ron van Bloois

Ron van Bloois, lecturer at the Amsterdam School of Real Estate and partner at HEVO,  
says investors are now tuning in to healthcare’s unique fundamentals 

Zuidlanden, senior living with  
dementia project located in 
Leeuwarden by Quadrant Architecten 
BNA. Operator: Noorderbreedte
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Healthcare shifting from niche 
asset class to mature market
The sector is becoming more mainstream as increased ticket 
sizes and long-term cash flows attract institutional investors

Institutional investors are increasingly 
attracted by healthcare, which is transitioning 
from niche asset class to mature market.

‘The trend we are currently seeing in the market 
is that healthcare is becoming a mainstream 
asset class just like residential, office or retail,’ 
said Matthias Schulgen, healthcare portfolio 
manager at Corpus Sireo Real Estate. 

‘Healthcare is becoming a mature investment 
market of significant size,’ added Ron van 
Bloois, partner at HEVO. ‘Ticket sizes are 
increasing so we’re going from single asset 
deals to portfolio deals and now we’re talking 
about €100 mln deals. That’s very important for 
institutional investors because they like size.’

It is a trend that is visible across Europe: ‘It is 
not just specialist healthcare investors but also 
financially driven investors who are joining 
the market, attracted by long and stable lease 
contracts,’ said Schulgen.

Senior housing is also attracting more interest 
from investors. In Germany, for example, in 
2009 transaction volumes were €300m, while 
now they are above €2bn.

‘It is a fast-growing asset class and interest from 
investors is growing by the day,’ said Alessandro 
Sparaco, managing partner at Threestones 
Capital. ‘In a nutshell, the attractiveness of senior 
housing is mainly driven by long-term cash 
flows for investors and it is not correlated to the 
economic cycle. This is quite unique and very 
attractive compared to commercial real estate’. 

Healthcare has the same advantage in 
investors’ eyes, said van Bloois: ‘It is a sector 
driven by demographic factors, rather than the 
economic cycles that drive the retail or office 
investment market and it offers a good risk/
income ratio.’

On the real estate side, the trend is for the 
creation of hubs, Schulgen said: ‘We are seeing 
a lot of combined assets, with senior living, 
assisted living and nursing homes together and 
often a medical office building as well.’

This is a trend that has reached Italy, said Paola 
Delmonte, chief business development officer 
at CDP Investimenti: ‘We do mixed projects that 
combine people who need medical assistance 
with self-sufficient elderly people in assisted 
senior housing.’

‘Senior housing’s 
he attractiveness 
is mainly driven 
by long-term 
cash flows.’
Alessandro Sparaco, 
Threestones Capital

Southern Europe undeveloped markets offer opportunities 

Southern European countries have the 
most undeveloped markets and offer 
the best opportunities to investors.

‘I see Italy and Spain as the countries 
that offer the most opportunities,’ said 
Alessandro Sparaco, managing partner at 
Threestones Capital. ‘There is a serious lack 
of product and shifting attitudes.’

Italy has the second-highest percentage 
of elderly people in the world after Japan. 
Traditionally, families have looked after 
older members at home, but things are 
changing as people are more mobile and 
often move to a different city for work.

There is a huge difference between health 
care, which is heavily regulated and 
supported by the government, and senior 
living, which is completely private and 
basically unregulated, said Davide Braghini, 
partner, co-head of real estate at GOP. 

‘Investors are looking at both the property 
element and the management element – it’s 
too soon to say which will prevail in Italy as 
the asset class is still developing,’ Braghini 
said. ‘But if you are the first mover then you 
are in a very good position’.

And ‘many investors are shifting from 
the more traditional residential offers to 

new types like senior living with strongly 
integrated service levels within the offer’, 
said Paola Delmonte, chief business 
development officer at CDP Investimenti.

In Europe demand is very different from 
region to region, said Sparaco: ‘In Germany 
there is a lot of demand from people who 
are in good health and like to have a good 
quality of life in a social environment 
instead of living alone in an apartment.’

There are more than 1,000 assisted living 
apartments and the occupancy rate is very 
high, he said. The same applies to Northern 
Europe and the Nordic countries.



Healthcare will no longer be lumped 
with all other alternative asset classes 
but it is set to become a mature, 

standalone segment of the market, 
according to Sébastien Berden, COO 
healthcare, at Cofinimmo.

‘The sector is booming and it is attracting 
more institutional interest,’ said Berden. 
‘Demographics is the big driver, but the 
lack of capacity and adequate 
infrastructure in many European countries 
is also a factor.’

Cofinimmo, a Belgian company that had 
traditionally invested in offices, has 
changed its strategy to focus on 
healthcare because it believes the sector 
has huge potential in Europe. 

‘Our ambition is to become the first 
pan-European healthcare REIT,’ said 
Berden. ‘To reach our goal we have a 
double strategy of diversification in terms 
of sectors, covering the whole spectrum 
from primary care to acute care to nursing 
homes, but also in terms of geographies.’

EXPANDING FOOTPRINT
Belgium is still the biggest market for the 
group, but Cofinimmo has expanded into 
the Netherlands, France and Germany, 
where it still has ‘a lot of potential to grow 
further’, he said. The group is now actively 
looking at other European countries as 
well to expand its footprint. 

‘We only invest in healthcare assets and 
every country is different, so we have a 
team on the ground in every single place,’ 
Berden said. ‘First we look at the 
demographics, then at the quality of the 
operator and then at the location and the 
real estate.’

It is hard work to develop the necessary 
specialised knowhow in every country, he 
said, but ‘once you have gained that 
knowledge it is great. It creates a high 
barrier to entry for competitors.’

Operator risk, a pitfall of the sector, is 
mitigated by careful financial analysis, 
Berden added: ‘We need to understand 
and evaluate the operator’s business plan. 
We believe the first driver of the quality of 
healthcare is the quality of the operator.’ 

About half of Cofinimmo’s investors are 
private individuals and the rest are 
institutions. ‘They all want stable long-term 
returns and healthcare matches that 
requirement,’ he said. ‘We generate a high 
dividend yield.’ l

A pan-European healthcare vision
Cofinimmo has changed 
its strategy to target the 
healthcare sector where it 
believes opportunities exist 
Europe-wide

‘We need to understand the business 
plan. The first driver of the quality of 
healthcare is the quality of the operator.’ 
Sébastien Berden, Cofinimmo

Orchidee nursing and care home, Ittre (above) and Tillens in Brussels (below)

Insight & Strategy – Healthcare
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By virtue of having been an early 
adopter, expanded aggressively, 
and marketed itself imaginatively, 

WeWork has become almost synonymous 
with the trend of ‘co-working’, or ‘flexible 
working’. This encompasses office tenants 
seeking workspaces that offer shorter 
or more flexible lease terms, more and 
better amenities and services, community 
activities and adaptable physical layouts.

However, demand for and provision of 
co-working space extends far beyond one 
company. London has been at the forefront 
of the recent rise in demand, with flexible 
space accounting for 15-20% of office  
take-up in the UK capital over the past 
three years. 

In Continental Europe, meanwhile, flexible 
space’s share of office take-up has doubled 
year-on-year since 2014, reaching 12% at 
the end of 2018. The expectation is that this 

figure will continue to grow at a rapid pace 
(see LaSalle’s newly released global white 
paper, The Rapid Rise of the Flexible Office 
Q2 2019).

This growth in flexible working is part of 
a more global trend impacting residential, 
retail and healthcare properties, where a 
blended ‘space and services’ model is fast 
growing in popularity. 

STRUCTURAL SHIFTS
Our conviction is that this demand is driven 
by three structural shifts: the rise of small 
business, changing employee aspirations, 
and changes in accounting treatment for 
short leases.

The growth in the creation of small 
businesses in the last 15 years, spurred 
by technology reducing barriers to market 
entry, is swelling the volume of fast-growing 
corporate tenants less willing to commit 

to, say, a five-year lease for a fixed amount 
of space and less able to devote capital 
expenditure to renovations. Technological 
advances have also facilitated more 
geographically diffuse client bases, which 
can be more cost-effectively serviced with 
a local presence in a co-working space 
than from permanent offices in multiple 
locations.

When asked, no business would state 
that they need an office for the sake of 
occupying an office space; what they would 
say is that they need a highly productive 
workforce. On a human capital level, the 
presence of quality amenities such as 
lounge areas, themed meeting rooms 
offering private dinners, or corporate 
functions and events, as well as services 
such as catering and on-site technical 
support, are becoming an increasingly 
important differentiator for attracting the 
new generation of talented employees, 

Mahdi Mokrane, head of research & strategy, Europe, at LaSalle Investment Management 
describes the challenges facing landlords in today’s rapidly changing office market

Responding 
to the flexible 
working 
revolution
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who place greater importance on work-
life balance and wellbeing at work than 
previous generations. 

From a financial 
accounting perspective, 
new international 
accounting standards 
coming into effect 
this year incentivise 
flexible leases 
by permitting the 
removal of leases 
shorter than 12 
months from balance 
sheets, enhancing a 
firm’s financial profile.

Consequently, the office market 
has seen demand for traditional leases 
on sub-5,000 sq ft floorplates all but 
disappear. Asset owners must therefore 
respond to the challenge posed by flexible 
office operators, even if their footprint only 
currently accounts for a small proportion of 
space within Europe’s key office markets. 

Landlords need not necessarily adopt a 
similar big-brand approach to WeWork 
to do so successfully. The most common 
response has been for landlords to work in 
partnership with flexible office operators, 

such as by leasing large office spaces to 
them on a long-term basis or by contracting 

the operator to manage the space. 
More recently, some landlords 

have created their own 
flexible office brands 

to clearly differentiate 
their product 
offerings.

At LaSalle, we have 
favoured a slightly 
different approach, 

continuing to secure 
long leases where 

possible with corporate 
tenants that we deem 

better positioned financially 
to meet covenants than flexible 

workspace operators. 

TECHNOLOGY PLATFORM
We pair this with a ‘technology platform’ 
approach towards offering co-working 
space, in which we interact directly with the 
more granular office residents community 
and manage the flexible office operation 
internally. However, this is only possible if 
a landlord has anticipated developments 
in demographics, technology, urbanisation, 
and the environment and built an office 
portfolio in key urban locations that 

can provide the requisite services and 
amenities. 

What’s more, with corporates still 
representing the vast majority of demand 
for our buildings and preferring that the 
space be delivered for them to fit out, our 
flexible spaces are strategically positioned 
to be adjuncts to our core offering, serving 
as spill-over space. 

Traditional landlords that do not 
acknowledge the current flexible office 
trends will likely face hard times ahead. 
With their attractive membership models 
and all-in rates, and despite rent levels 
that some would argues are far off market 
levels, flexible office operators are 
changing office market dynamics across 
Europe. 

Landlords must address the demand for 
more amenitised and serviced space 
required by modern office occupiers. To 
do so they must invest in modern digital 
technology, but also use the skill of their 
asset managers to better engage with their 
office residents or risk missing the current 
trends of changing tenant requirements. l

Strategy – LaSalle Investment Management

‘Traditional  
landlords that do  

not acknowledge the 
current flexible office 
trends will likely face 

hard times ahead.’
Mahdi Mokrane,  

LaSalle IM

Below: Today's office tenants require a range 
of quality amenities including lounge areas
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The current global real estate cycle 
counts among the longest in recent 
history, notably in the US, which 

has now recorded almost a decade of 
uninterrupted capital value growth.

There is a sense of caution among 
investors and lenders, linked to concerns 
about elevated real estate pricing, 
a perceived lack of available stock 
and heightened political uncertainty. 
Transaction volume is stable, rather than 
accelerating, while use of leverage is lower 
than might be expected late in a cycle.

Investors are aware the cycle is not going 
to last forever. However, there is still plenty 
of capital targeting real estate and some 
causes for optimism about the outlook, at 
least in the near-term. 

Below, we highlight a number of trends 
to watch in property markets for the 
remainder of the year.

CONSTRUCTION COSTS THREATEN 
SUPPLY GROWTH
Through the current cycle, supply growth 
across all commercial sectors has been 
lower than in past expansions. Cautious of 
repeating damaging periods of oversupply 
recorded in past cycles, developers and 
lenders appear to have adopted a relatively 
cautious approach to construction this time.

However, vacancy is falling in office and 
logistics markets. With demand set to 
continue expanding, more space will be 
needed, most notably in fast-expanding 
logistics hubs and in CBD office markets, 
such as Munich and Paris, which have very 
limited availability. Over the next five years, 
the pipeline points to space being added 
faster than has been recorded since 2010.

However, constraints faced by the building 
industry suggest supply growth may end 
up weaker than implied by the current 
pipeline. Labour costs in the global 
construction sector are currently rising at 
an annual rate of 5.6%, the fastest pace of 
increase in 10 years. While only one part 
of the equation – alongside factors such 
as materials prices, land availability and 
expected tenant demand – rising labour 
costs are symptomatic of constraints the 
sector is facing.

The upshot is that some projects are likely 
to face delays or postponement on rising 
construction costs. In turn, an uncertain 
pipeline and lower supply growth point 
to upside risks to the outlook for rental 
growth. Competition for increasingly scarce 
grade A space in office markets could drive 
up CBD rents and force more occupiers 
into sub-markets, which have more 
available space. 

In logistics markets, constraints on supply 
additions could mean faster rental growth, 
notably in Continental Europe, where 
moderate rental growth has lagged the US 
in recent years.*

TRANSACTION VOLUME STILL TRACKING 
SIDEWAYS
In aggregate, global real estate transaction 
activity has been tracking sideways for 
some time. Since mid-2015, the volume 
of income-producing assets traded has 
remained in a seasonally adjusted range of 
$210-$240bn per quarter. 

While volume remains elevated compared 
to recent history, we believe that it is 
being held back by factors such as caution 
among investors, historically low yields, a 
perceived lack of available stock in many 

Peter Hayes, global head of investment research at PGIM Real 
Estate, outlines the themes likely to dominate this year

The trends shaping  
global real estate
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‘Competition for 
increasingly scarce grade 
A space in office markets 
could drive up CBD rents 
and force more occupiers 
into sub-markets.’ 
Peter Hayes, PGIM Real Estate

*Sources: CoStar, Cushman & Wakefield, PMA, JLL, 
Eurostat, US Bureau of Labor Statistics, Oxford 
Economics, PGIM Real Estate, as at Dec 2018

**Sources: Real Capital Analytics, Preqin,  
PGIM Real Estate, as at Dec 2018

***Sources: Preqin, Real Capital Analytics,  
PGIM Real Estate, as at Dec 2018

Disclaimer 
This article represents the views and opinions of PGIM 
Real Estate and is not intended to provide investment 
recommendations or advice. No liability is accepted 
for any loss (whether direct, indirect or consequential) 
that may arise from any use of the information 
contained in or derived from this article.

major markets and a lack of finance options 
at higher LTV ratios.

This year looks set to be another similar 
to 2018 for overall real estate transaction 
volume. The pace of fundraising activity 
remains broadly unchanged, suggesting 
we will continue to see a similar amount of 
capital targeting real estate. 

One upside risk to activity comes from 
portfolio deals, which have been relatively 
muted over the past year. The average size 
of newly raised funds has increased sharply 
and points towards an increasing need for 
larger transactions as managers look to 
get the capital deployed. If the historical 
pattern holds, portfolio deals could account 
for more than one-third of capital deployed 
over the course of the year.**

LENDERS STILL CAUTIOUS AS SCARS  
OF CRISIS REMAIN 
While there are tentative signs of an 
improving risk appetite in the wider real 
estate transactions market, lenders remain 
disciplined. LTV ratios available for typical 
deals have barely risen from their trough 
recorded in the aftermath of the global 
financial crisis. For example, the average 
LTV ratio available for global core office 
deals is currently about 57%, compared to 
pre-crisis norms of 65-70%.

While some loan terms are softening – 
interest-only loans are again becoming 
more prevalent in the US, for example 
– the pattern of low LTVs is evident 
across regions. This likely reflects several 
factors. One is simply a degree of caution 
persisting as a legacy of the last downturn, 
with lenders unwilling to stretch too far late 
in the cycle. Assuming a future downturn is 
unlikely to be as severe as the one caused 

by a full-blown financial crisis in 2008, the 
current approach may prove too cautious.

A second, linked reason relates to a stricter 
regulatory environment that prohibits some 
lenders – banks in particular – from lending 
at higher LTVs. This helps to explain 
why terms have not eased much despite 
apparent ‘competition’. The side-effect of a 
relatively cautious approach by traditional 
lenders is that it is creating opportunities 
for non-traditional debt providers.

While private debt funds remain a relatively 
small part of the overall lending universe, 
they have raised a significant volume of 
capital in recent years and are growing 
in influence. Their greater flexibility and 
lower regulatory burden allow lending at 
higher LTVs and financing for value-add or 
development deals where interest may be 
accrued, rather than current paid.***

In summary, we expect 2019 to continue to 
be a year in which investors increasingly 
face challenges. Concern that the cycle 
may turn needs to be balanced against 
ongoing opportunities, in the near-term, 
to take on additional risk and capitalise on 
favourable market momentum. l

Strategy – PGIM Real Estate
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€5.6bn spent in YTD confirms 
logistics’ global appeal
Blackstone leads global top investor table as sector  
continues to attract capital on a huge scale

The top 20 global investors in the worldwide 
logistics sector have deployed a combined 
€5.6bn over the year to date, led by 

Blackstone which has deployed more than 
€1.2bn worldwide in the sector, according to new 
data from Real Capital Analytics (RCA).

Investments by Blackstone included the 
acquisition of three assets in Germany for its 
European logistics company, Logicor. Demand 
for global logistics continues to benefit from a 
major long-term structural increase, driven by a 
confluence of macro trends and technological 
leaps, including e-commerce growth and the 
impacts of supply chain digitalisation.

These intertwined forces are supported by 
moderating but resilient economic growth, 
deepening e-commerce penetration across 
European markets – notably France, Netherlands 
and Sweden – while physical retail sales are 

forecast to grow in Poland, Germany, France, 
Spain and Belgium.

This positive outlook continues to attract capital. 
Blackstone is the runaway top investor in the 
logistics sector worldwide, having invested 
almost as much as the following three global 
investors, which according to RCA data are: 
Prologis (€487m), by CBRE Global Investors 
(€480.3m), and Allianz Real Estate (€390m).

The top five is rounded off by Invesco Real 
Estate, which has deployed €318.6m in global 
logistics so far this year. Last year, the top 20 
largest logistics investors spent a combined 
€61.2bn in the sector worldwide. Blackstone 
was outmuscled by the China Vanke (€7.7bn) 
and, separately, the four-strong club consortium 
– SMG Eastern, Hopu Investment, Hillhouse 
Capital and Bank of China – which acquired 
Global Logistic Properties (GLP), Asia’s biggest 
warehouse operator, for $11.6bn (€10.4bn). Each 
invested €7.4bn, while Blackstone in sixth, 
investing €6.9bn.

Rising occupier demand for grade A facilities, 
and the relative lack of speculative development 
over the last decade, has created significant 
supply shortages of high-quality stock, according 
to Tritax. In addition, locations with tighter 
planning regulations or a lack of available land 
will be less able to respond to rising demand and 
this will push rents higher

The outlook for global logistics is supported by 
three noteworthy structural trends. These are 
defined by Aberdeen Standard Investments as:

l Urbanisation: The strengthening demand base 
in urban locations and the opposing forces of 
policy and competition for land;
l Tech disruption: Changing technology and 
the implications on location, labour and physical 
warehouse design;
l Onshoring and supply chain risk: The 
reduced dependence on low cost labour and 
the global implications for the location of both 
manufacturing and logistics facilities.

Top logistics investors globally (€m)
Company 2018 Company 2019 YTD
China Vanke 7.74bn Blackstone 1.22bn

SMG Eastern 7.39bn Prologis 487.03

Hopu Investment 7.39bn CBRE Global Investors 480.30 

Hillhouse Capital 7.39bn Allianz 390.00 

Bank of China 7.39bn Invesco 318.62

Blackstone 6.86bn ILPT REIT 310.01 

Prologis 3.3bn Exeter 246.90

CDPQ 2.86bn Patrizia 234.76 

OMERS 2.13bn Morgan Stanley 223.09 

Mapletree Investments 1.96bn Granite REIT 208.001 

BREIT 966.63 Northwestern Mutual 189.44

Frasers Property 892.17  Fairfield Residential 189,44 

Tritax Big Box 668.50  Hines 172.06 

DWS Group Americas 656.66  Prudential plc 166.03 

Investec Property Fund 
REIT

647.10  Bentall Kennedy 159.54 

DekaBank 638.56  Tristan Capital Partners 150.00 

Aberdeen Standard Invest 578.04  Rexford Industrial REIT 142.38 

CBRE Global Investors 570.74  GK T&C 140.42 

Gramercy Property Trust 564.03  Savills IM 123.00 

Mapletree Logistics Trust 534.20  US Realty Advisors 101.87 

‘It is clear that 
institutions are 
allocating more 
and more capital 
to logistics 
assets.’
Tom Leahy, senior 
director, EMEA analytics, 
Real Capital Analytics
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Analysis – Data

Investors buy in to Netherlands’ 
recovery and transparency
Competitive yields, interest rate prudence and political 
stability continue to make Dutch markets attractive

Investment in the Netherlands real estate 
market by the top 20 largest investors has 
reached €2.7bn in the year to date, according 

to data from Real Capital Analytics (RCA).

The top five investors in the Netherlands so far 
in 2019 have invested more than 50% of the 
total €2.7 billion top 20 combined investment 
tally, according to RCA data, which comprises: 
Cromwell European Real Estate Investment Trust 
which has deployed €557m; Rubens Capital 
(€305.7m), Patrizia (€224.8m), Blackstone 
(€200m) and Pinnacle Beleggingen (€150m).

The Dutch real estate market is supported by 
continuing economic recovery, the extended 
cycle, due to renewed prudence on interest rate 
increases, market transparency, competitive 
yields relative to neighbouring European 
markets, and is free of political noise prevalent 
elsewhere in Europe.

The result is significant competition among 
national and international investors and this is 
expected to continue.  

Turning to overseas investment, according to 
RCA data, the top 10 largest Dutch investors 
have deployed just over €1bn in overseas real 
estate in the year to date. Bouwinvest is the 
leading investor, having deployed €373.3m so far 
this year. Outside the Netherlands, Bouwinvest 
favours core assets in major cities in Germany, 
the UK, France, Ireland and Scandinavia. 

The top five is completed by Shell (€154.9m), 
APG Group (€146.8m), Breevast (€137.1m) and 
REALIANCE (€81m).

Last year, the top 10 largest Dutch investors 
deployed €3.2bn in overseas real estate, led by 
PGGM (€775m), which launched Urban Retail 
Ventures, a €550m joint venture with Redevco 
to invest in the most favourable shopping and 
leisure destinations in Europe.

Pension fund APG Group (€690m) was the 
second most active overseas investor in 2018. 
APG confirmed it was to increase its real estate 
allocation from 10-12% up to 15%, although lower 
returns on real estate are expected. The top 
five is completed by Euro Commercial (€552m), 
Bouwinvest (€340m) and Aegon (€270m).

Top investors in the Netherlands (€m)
Company 2018 Company 2019 YTD
Vesteda 1.53bn Cromwell European Real 

Estate Investment Trust
557.00

HighBrook Investors 779.75 Rubens Capital 305.75

DWS Group 758.68 Patrizia 224.80 

CBRE Global Investors 748.81 Blackstone 200.00

Rubens Capital 715.93 Pinnacle Beleggingen 150.00 

Syntrus Achmea 472.65 Union Investment 142.00

Orange Capital 455.19 Hines 116.50 

DekaBank 421.90 Amvest 110.00 

Blackstone 419.92 CAPREIT (Canada) 98.25 

Round Hill Capital 394.16 Syntrus Achmea 79.50

GIC 392.31 Boelens de Gruyter 78.52

Nuveen Real Estate 348.18 Bouwinvest 78.05 

Bouwinvest 341.19 Aberdeen Standard Invest 77.17 

ASR Nederland 325.26 BayernLB 75.00 

Xior Student Housing 288.92 Aegon 75.00 

INTOWN 282.24 Prologis 72.16 

ARC Real Estate Partners 250.86 Grouwels Vastgoed 71.49 

Cording Group 230.40 Harbert Management Corp 64.50

Aegon 227.22 Tristan Capital Partners 54.00 

CAPREIT (Canada) 222.50 Timeless Investments 54.00 

Top Dutch investors overseas (€m)
Company 2018 Company 2019
PGGM (NL) 775.04 Bouwinvest 373.28

APG Group 690.80 Shell 154.86 

Eurocommercial 552.00 APG Group 146.83 

Bouwinvest 340.92 Breevast 137.12

Aegon 270.74 REALIANCE 81.03 

Redevco 234.58 Aegon 55.39 

Kardan Grp 106.15 PPHE Hotel 
Group 

36.95 

CitizenM 100.74 Ten Brinke 
Group 

29.00

Wereldhave NV 73.08 Vastint 20.00

Orange Capital 64.69 Kadans  
Science Partner 

5.80 

‘The Dutch real 
estate market is 
supported by 
continuing 
economic 
recovery and 
competitive yields.’
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In the hospitality industry, the term ‘extended 
stay’ refers to a booking period of between five 
and 30 days. The shift towards more mobile 

and increasingly project-based forms of work, 
combined with the preference of many short-
term travellers for accommodation that feels like 
home, is currently boosting growth significantly in 
this hotel category. According to a market report 
by Savills, the largest operators in the extended 
stay market are set to increase their stock levels 
in Europe by nearly 40% before the end of 2022.

What do you see as the key features of an 
extended stay hotel concept? What differences 
are there compared to traditional short stay 
hotels?
Martin Schaller: Extended stay concepts clearly 
have a number of features in common with 
traditional hotels. At the same time, the public 
areas are usually smaller, partly because guests 
prefer to be more self-sufficient and independent. 
Rooms are usually equipped with a kitchenette 
and there is often a small convenience store 
for daily essentials on the premises instead of a 

restaurant. It’s important for extended stay guest 
rooms to feel comfortable and homelike. As 
well as the kitchen, things like sofas and other 
furnishings give the impression of a welcoming 
living room.

How do apartment hotels differ in the way they 
operate? What benefits do you expect from 
extended stay concepts in terms of portfolio 
management?
Martin Schaller: The basic assumption is that 
apartment hotels can be managed more cost-
effectively than traditional hotels because they 
offer fewer services. In a traditional hotel, the 
average length of stay is 1.8 nights, whereas in an 
apartment hotel it is between three and five nights. 

Longer stays result in cost savings, particularly 
when it comes to marketing, check-in and check-
out procedures and room cleaning. The operator 
is thus able to achieve a higher net income from 
a lower turnover of guests. However, we would 
normally also expect the operating costs to be 
higher. For example, the kitchenettes in the guest 

Apartment hotels have a market share of around 3% in Germany and this is predicted to rise to 
around 10% by 2030. Institutional hotel investors have already discovered the appeal of extended 
stay concepts, as Andreas Löcher and Martin Schaller of Union Investment explain

‘The basic 
assumption is that 
apartment hotels 
can be managed 
more cost-
effectively than 
traditional hotels.’ 
Martin Schaller,  
Union Investment

Extended stay concept 
ready to bed in
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Right: Union Investment  
recently acquired an extended 

stay hotel in Eschborn  



Hospitality – Union Investment

Above: Hyatt House in 
Charleston (left) and Adagio 
Access in Freiburg

rooms need to be kept in good working order 
and the apartments require more floor space for 
the various amenities.

Andreas Löcher: From an investor perspective, 
it’s worth noting that the trend towards more 
apartment hotels means we are considering 
locations that wouldn’t really have been on our 
radar in the past. After all, a hotel product is 
always defined by its location. 

We recently acquired a hotel that is being 
developed under the Hyatt House brand in 
Eschborn, near Frankfurt. If the building had 
been a conventional short stay hotel in this highly 
commercial environment, we wouldn’t have 
considered it. But for Eschborn, an extended  
stay concept makes sense not least because 
rooms in this location are likely to be booked 
beyond the end of the week, meaning occupancy 
rates can be increased overall. In turn, we have 
more opportunities when it comes to acquisitions.

Who do you see as being the main drivers in the 
growing market for apartment hotels?
Andreas Löcher: Compared to the first big boom 
in the budget hotel sector a few years ago, this 
time there are fewer new market players driving 
the trend for apartment hotels. 

Instead, we’re seeing the major hotel chains 
launch fresh, new brands in order to capture 
growth. Examples include the Adagio and Adagio 
Access brands from the AccorHotels Group, 
Hyatt House by Hyatt, Embassy Suites by Hilton, 
Staybridge Suites by IHG, the Residence Inn 
brand by Marriott – the list could be continued. 

For us as an investor, the advantage here is that 
we are dealing with financially strong partners 
who have many years of experience in the 
hotel industry. In addition, these new brands are 
hooked up to the marketing and booking systems 

of the big-name players. That helps to provide 
investment security.

Martin Schaller: In this context, it’s also 
interesting to take a look at the recent history 
of apartment hotels. Extended stay concepts 
became popular in Australia about 30 years ago. 
Business destinations there are usually located 
a long way apart so business travellers would 
arrange as many meetings as possible during 
their stay in a particular city. Brands such as 
Adina, for example, were launched at that time 
and offered very spacious accommodation of one 
or two bedrooms. 

Nowadays, the trend – at least in Europe – is 
towards a denser use of space with smaller 
rooms in a studio layout. New interior design 
concepts are helping to drive this trend, which 
enables the operators and owners of these 
properties to use space in a more economical 
and efficient way.

What are the returns like for apartment hotels? 
Can you see Union Investment launching 
a separate special fund for extended stay 
concepts?

Andreas Löcher: Apartment hotels offer exciting 
scope for further diversifying our hotel portfolio to 
make sure our holdings reflect the wide range of 
overnight accommodation options in the market. 
Having said that, other investors are also aware 
of the attractions. Acquisition yields on these 
hotels are thus very similar to those for traditional 
hotels. A separate special fund like the one we 
launched for budget hotels is currently not an 
option for Union Investment because the market 
segment is still too small overall. Nevertheless, 
sustainable new hotel concepts give our fund 
managers greater confidence in hotel properties, 
which opens up new opportunities for us when 
making acquisitions. l

‘The trend 
towards more 
apartment hotels 
means we are 
considering 
locations that 
wouldn’t really 
have been on our 
radar in the past.’
Andreas Löcher,  
Union Investment
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Europe is set to follow in Asia’s 
footsteps: London will be the test 
bed for the multi-storey warehouses 

that have become increasingly popular 
in Singapore and other Far Eastern cities,  
Andy Harding, lead director, industrial and 
logistics at JLL, told Real Asset Insight.

‘I've just come back from Singapore and 
before that Hong Kong and Shanghai on 
fact-finding missions to understand how 
that market is accommodating the growing 
need for logistics against the backdrop of 
lack of land supply, and the clear solution 
is to start building high-rise warehousing,’ 
he said.

‘In Singapore almost 100% of the 
warehousing out there is now what they 
call ramped-up warehousing, which is multi-
level warehousing accessed via wide ramps 
to allow HGVs to go both up and down.

‘They are maybe five or six storeys, 
each one providing proper well-serviced 
warehousing with decent floor loading,’ 
Harding added. ‘There are already signs 
that those types of products are being 

looked at in Paris and Germany, but it is in 
London in particular that we are going to 
be seeing multi-level buildings coming very 
very shortly.’

The UK, which is the most developed 
e-commerce market in Europe, will once 
again lead the way in this field, JLL predicts.

‘London is going to be the test-bed for both 
multi-storey and ramped-up warehousing,’ 
said Harding, ‘We’re going to be seeing 
those coming into London first, prior to 
them going to some of our main cities in 
the UK.’

HEALTH AND WELLBEING 
The ability of logistics companies to recruit 
is often a challenge, while health and 
wellbeing have come to the fore as issues 
that employers and landlords must take 
into account. Both these factors are being 
reflected in the new-style warehouses that 
are being built.

‘Going back to the Singapore trip, it was 
quite clear that in a road full of third party 
logistics providers all providing multi-

level accommodation, the provision for 
the wellbeing of their staff is paramount,’ 
Harding said. ‘There are quality restaurants 
and cafes, creches, gyms, gardens, quiet 
areas and collaboration areas being 
provided.

‘There is now competition between the 
occupiers to ensure that their staff are 
being provided with that type of overall 
package,’ he added. ‘In the UK now we 
are starting to impart that type of thought 
process on our key developer and landlord 
clients. I think that’s very important.’ 

Better amenities are already being 
provided on some of the major distribution 
parks and business parks throughout the 
UK, but now the provision of well-thought-
out space is being stepped up.

‘I think now in some of these major 
buildings that will ultimately be coming to 
the UK amenity provision is going to be an 
important factor,’ Harding said. ‘Particularly 
in multi-let buildings where you can have 
more than one occupier providing those 
amenities.’

The UK and Europe are set to follow in Asia’s 
footsteps in order to accommodate the growing 
demand for logistics space against a backdrop of 
lack of land supply

‘London will 
lead the way 
in multi-storey 
warehouses’

By Nicol Dynes
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The growth of logistics in the UK shows 
no signs of slowing down, particularly the 
e-commerce last mile market. 

‘The British Property Federation estimates 
that for every new home to be provided 
in London an additional 40 square feet of 
logistics needs to be provided,’ Harding 
said. ‘If you translate that amount of square 
footage versus the number of homes that 
need to be provided as set out in the draft 

London plan, which is 66,000 new homes 
per annum until 2040, that means that 
2.5 mln sq ft of logistic space should be 
provided year-on-year until 2040,  which I 
find quite staggering.’

In future on the outer edges of urban 
logistics smart markets there will be 
fulfilment centres which will gather the 
goods from the ports and from the airports. 
Then there is the challenge of bringing the 
goods into the city, juggling problems like 
the ultra-low emission zone, congestion on 
the roads and lack of electric vehicles.

URBAN CHALLENGE
‘We are finding that some of the e-tailers 
and e-commerce operators are trying to be 
smart now, so they are looking at having 
operations in redundant basement car 
parks, office spaces or railway sidings,’ 
said Harding. ‘They’re trying to find 
opportunities to get their goods into the city 
centre easily and without fuss, so there’s 
a whole raft of strategies and attempts to 
intensify sites, as well as bringing in those 
Singapore-style multi-level buildings much 
closer to the city centre.’

Nothing is being built at present, but 
a lot of projects are being planned, he 
continued. ‘There are at least 20 schemes 
being considered in what I would call inner 
London. They are a mix of multi-storey to 
multi-level, quite a number of them serviced 
by cargo lifts, together with co-location 
space where residential or retail is sitting 
either alongside or above a logistics 
provision. 

‘There are also consolidation centres, which 
are logistics buildings on the fringes of the 
city which are servicing either shopping 
centres or large office buildings, together 
with basement car parks or redundant 
offices, all being considered for some form 
of e-commerce provision.’

There is so much activity in this market  
that JLL has just formed a new City 
Logistics Group, which provides a 
combination of pure agency advice, 
research, sustainability planning and  
capital markets/investment advice. 

‘There is sufficient work out there for us to 
have a dedicated team,’ said Harding. l

‘London is going to be 
the test-bed for both 
multi-storey and  
ramped-up warehousing. 
We’re going to be  
seeing those coming  
into London first.’
Andy Harding, head of industrial  
& logistics agency, JLL UK 

Top: The multi-storey Prologis Park in  
Osaka, Japan. Above: Gazeley is to develop  
the UK’s first three-storey warehouse in  
London’s Docklands. (Images courtesy of 
Prologis and Gazeley)
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We use our extensive pan- 
European network of logistics 
assets to create flexible and 
efficient customer solutions.
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We use our extensive pan-European 
network of logistics assets to create 
flexible and efficient solutions.

 Contact us: 
+49 (0) 211 20 54 57 00
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