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EXPO begins busy season
as cycle keeps rolling

A

s we approach the ‘business end’ of
the calendar year we expect a flurry of
deals, including big-ticket transactions
and further platform or ‘entity’ transactions
as those with unspent capital buy in bulk to
meet annual deployment targets.
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Whether the UK forms part of the annual end
of year deal frenzy will be determined by
the nature of Brexit which emerges, and the
speed with which the UK restabilises after
more than three years of uncertainty.

challenging and specialised part of the
market: secondary, non-CBD Germany.
Much has been said about the challenge of
deploying capital in the mature stages of
the current cycle, but to do so in complex
corners of the market must surely be tougher.
Waterway Investments, the specialist real
estate advisory and brokerage firm, walks
readers through some of the idiosyncratic
issues (page 8).

One investor group which is likely to continue
to spend big for the remainder of the year
– and into the next few years – is the South
Koreans, who are a major focus our third
edition of Real Asset Insight. Cushman &
Wakefield estimates that at least €12bn will
be deployed by South Koreans across Europe
in 2019, a forecast which is already looking
conservative given the pace of big-ticket
transactions they are linked to seemingly
every week.

Elsewhere, Union Investment considers what
European markets are most attractive for
bricks-and-mortar retail. Learn why Portugal
tops the list on page 20. Among the guest
columns is a piece outlining the fundamentals
in Poland by Colliers International’s Dorota
Wysokińska-Kuzdra, who forecasts a
strong end to the year for the market, led
by offices and PRS (page 41). In addition,
Helaba showcases ONE, a 49-floor office
and hotel tower, which the bank is financing,
in Germany’s biggest urban development
project (page 28).

Our article, on page 14, examines the decadelong evolution of South Koreans’ love affair
with European real estate, explains the
drivers and suggests what and where their
capital will target next.

There is a lot more, this is our biggest issue
to date, and we hope you enjoy the read and
help us spread the word about Real Asset
Insight at EXPO, where our team will be out in
force and looking forward to catching up.

Our second major focus is a study of how
investors are succeeding in a much more

James Wallace
Editor

Bringing industry insight direct to EXPO

I

t has been a hectic start to the autumn with
events in London, Munich, Amsterdam, Paris,
Glasgow and Lisbon, as well as the EPRA
conference – so we bring you insights direct
from industry leaders across Europe.
We are very pleased to be back at EXPO Real
2019 with the International Investors Lounge
and hosting a full programme of events to
highlight, discuss and share expertise on
the key trends driving the industry, winning
cities and locations, and the sectors likely to
provide the best opportunities.

One of the key themes is ‘cradle to grave’, or
‘lifecycle’ investment, which is reflected in
this issue and also by the pan-European
funds being created to invest in assets from
student housing all the way to senior living
and healthcare – or, as a recent research
report from CMS puts it: ‘Beds & Meds’.
Join us at EXPO Real – The International
Investors Lounge Stand A3, 312
Richard Betts
Group Publisher
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Out in the

market

Real Asset Insight has been picking up market
insights, strategies and the latest research and
trends for you at TransportLogistik, Provada, The
EPRA Conference as well as the full programme
of Investment Briefings. There are more than 150
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

‘From an investment perspective, Europe
continues to be one of the most attractive places
to make investments.’
Jose Manuel Barroso, former President,
European Commission
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‘The massive change has been the
reversal of what looked like a
classic end of cycle in terms of
interest rates. I don’t think I’ve
ever seen such a dramatic and
sharp reversal in interest rate
environment in my working life.’
Jeremy Plummer, Global CIO,
CBRE Global Investors

‘Cain International has been one of the first movers on
the debt side in the senior living sector, and where we are
now in the financing market feels highly reminiscent of
the purpose-built student accommodation debt market
approximately ten years ago. There are nearly 12 million
people over the age of 65 in the UK; a number set to grow
by approximately 2.5 million in the next decade. Resultingly,
investor demand in the sector will continue to increase, and
we expect to see significant levels of product supply
enter the market in the short to medium term.
The need for a strong partner and a thorough
understanding of the operator will remain,
but there is much to be gained for lenders in
this emerging market.’

‘Real estate is really changing, the focus is
not on bricks and mortar but more on the
operations, which have become key. We
like to add value as managers, we focus
on returns and generate alpha above
market growth, so we are not afraid of
complexity and we are happy to reposition
assets’.’
Cristina Garcia-Peri, Azora

‘Retirement living is an untapped
market, less than 1% of Europeans live
in specialist retirement properties,
compared to 17% in the US, so there is a
lot of catching up to do.’
Clare Thomas, Partner, CMS

Graham Keable, Cain International
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In prime, non-central business districts (CBD) in markets like Germany, successful property
deals result from nuanced strategies across asset management, legacy capital structure
resolution and execution – and require a more sophisticated breed of investor and adviser
By James Wallace

G

ermany is a real estate market
historically dominated by risk-averse
domestic investors, but a confluence
of drivers has resulted in the international
flow of capital into the country multiplying
across the market’s broad risk spectrum.
Germany has an eclectic asset base of
prime-through-tertiary stock spread across
almost 8o cities with population densities
above 100,000 people.
Core investors, both domestic and
international, in the early post-global
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financial crisis (GFC) years coalesced
around the country’s top three to seven
cities. Thereafter, investors slowly entered
a second-tier group of 10 to 20 cities,
which had strong economics linked to
university-associated demand, business
hubs, and proximity to the top five cities
and regional hubs.
‘Beyond those cities, a wide variety of
“hidden champions” can be discovered,’
explains Karsten Kohlmann, managing
partner and co-founder at Waterway
Investments, an independent, specialist
German real estate investment brokerage
focused on non-prime assets. ‘Manoeuvring

in those waters can be quite challenging for
international investors.’
In the decade since the GFC, Kohlmann
says the knowledge and investment
mobility of domestic and international
capital into Germany has improved rapidly.
‘Pressure from overcrowded home markets
and excess liquidity has driven more and
more capital into Continental Europe
and Germany. Open- and closed-ended
German investors have been pushed
down the pecking order by international
conglomerates and family offices in the
hunt for yield. Strong listed companies in
main and niche sectors with often low costs

AdobeStock/peshkov/Ronny Behnert

Searching out Germany’s
‘hidden champions’

Investment

Karsten Kohlmann (left)
and Christian Zilly (right)
are the co-founders of
Waterway Investments

‘Pressure from
overcrowded
home markets and
excess liquidity
has driven more
capital into
Germany.’
Karsten Kohlmann,
Waterway Investments

of capital have emerged, which in return
leads to all other investors being pushed
down the pecking order.’
The result, says Kohlmann’s fellow
Waterway co-founder and managing
partner Christian Zilly, is ‘a much larger
investor universe with many investors
exploring uncharted waters and new asset
classes, which is a challenge for investors
and advisers’.

ALL-TIME LOW YIELDS
Germany’s increased popularity with
international investors in recent years
has pushed yields down to all-time lows.
The question now is whether there is a
possibility that an economic contraction will
reverse the tide for German property too?
‘Germany’s problems are almost entirely
driven by a downturn in manufacturing,’
explains CBRE’s Neil Blake. ‘What is
remarkable about Germany is the strength
of services. Further, it looks like service
sector growth has actually accelerated so
far in 2019. This is important for commercial
property.
‘The occupiers of commercial property are
predominantly from the service sector. In
addition, when services are doing well,
they are generally doing particularly well
in the biggest cities. This goes a long way
to explaining why, in the big German cities,

office vacancy rates have continued to fall,
and office rents have continued to increase
at much the same rate so far in 2019 as
they did over 2018.’
Inward investment into Germany’s nonprime real estate markets now comprises a
far more diverse investor base with shifting
preferences and risk appetites,
adding depth to a more
traditionally illiquid end of
the market.

says ‘challenges the current mindset
of what defines ideal locations’ within
the traditional office sector has spurred
aggressive rental growth expectations,
making vacancies and short-term leases
very appealing. ‘Buildings that were
unsellable in recent years due to those
characteristics are suddenly being highly
sought after,’ he says. Germany’s retail
sector is facing challenges from
online, but not to the same
degree as in the UK and
the US.

‘We have
seen a substantial
Aligned with global
increase in liquidity
The retail warehouse
structural trends
market in Germany
around e-commerce,
and appetite for
remains highly
rapid urbanisation
secondary assets over competitive,
and demographics,
investor appetite into
the past 24 months.’ particularly in
secondary markets,
Germany has seen
according to Johnnie
Chris Fritz, Orion Capital
previously unused
Wilkinson, CEO of
and derelict industrial
Managers
Greenman Investments,
locations in fringe locations
of the large cities ‘become
major playgrounds for urban logistics,
data centres, for investors from as far
away as Australia’, Kohlmann adds, while
‘living has developed its own universe of
asset classes from “cradle-to-grave” with
micro apartments, student housing, senior
housing and co-living’.
Elsewhere, the emergence of co-working
and new mobility trends, which Kohlmann

which invests in food retailanchored property. ‘In some of our
centres, particularly our hybrid centres,
we are seeing that retail alone is not the
solution and there is a growing need
to bring non-retail tenants into centres,
creating a mixed-use asset, which among
other things can support greater footfall in
these assets,’ says Wilkinson, whose firm
is currently engaged with children’s indoor
activity tenants for a few of its centres.
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Residential is also a major driver in urban,
hybrid centres across non-prime German
markets. ‘We expect to see the planning
authorities insisting on more and more
retail and residential mixed-use schemes,’
says Wilkinson. ‘Already one of our assets
north of Berlin currently being developed
will have a retail and residential mix upon
completion.’

Food-anchored retail: Greenman Investments
specialises in hybrid centres like its
Mahlsdorf Märkte scheme in Berlin

Financing for these assets remains strong,
with Pfandbriefe banks, in particular, keen
to lend and grow their food-anchored retail
loan books. ‘On the other hand, increased
reluctance from the same banks can be
seen for high street retail and shopping
centres, which are more affected by
e-commerce,’ Wilkinson adds.
Many of these trends are new within the
German market, which makes comparison
with past cycles difficult, but the effects are
to increase risk most acutely within core
sectors, says Waterway’s Christian Zilly.
Questions include: are 4% yields in the

Legacy structures bring complexity to secondary assets

T

he complexity in managing secondary
real estate in Germany is influenced
by several factors: market illiquidity;
lower transparency for investment and
rental comparables; while many assets
and portfolios are also burdened by legacy
capital structures which can put certain
investors off. That is why the specialists in
this market are comparatively few and tend
to be highly skilled across several complex
areas.

to be attractive to international investors
without aligned interest on the ground, or
bad banks, loan servicers and family offices
that don’t have sufficient personnel to
manage all aspects of a deal. Also, owners
of core assets that suddenly end up with
non-core assets, value our service as well
as national owners that seek to include
a variety of international investors in a
process.’

Waterway Investments is a case in point.
The investment advisory brokerage
specialises in non-prime German real
estate – including assets formerly
dubbed ‘non-core’ by bad banks, asset
management agencies and loan special
servicers, for assets linked to securitised
CMBS loans. ‘We see ourselves as lastmile investment managers in a process,’
explains Christian Zilly, co-founder and
managing partner at Waterway.

Waterway has a considerable track record
in working out and disposing assets
and portfolios with challenging location,
asset quality, capex backlog and gaps in
documentation. ‘We continuously need
to overcome obstacles on the path to
a successful transaction,’ says Karsten
Kohlmann, Zilly’s co-founder and fellow
managing partner at Waterway.

‘We analyse assets in detail, solve
problems, manage parties, make sure
documentation is right and tailor the
investor approach to achieve superior
results,’ adds Zilly. ‘Our approach tends

10 Real Asset Insight | Issue 3 October 2019

CHALLENGING INVESTMENTS

One example of idiosyncratic complexity is
in the Waterway Investments-managed sale
of a three-strong portfolio of retail assets
on behalf IM Properties, the UK family
office based in Birmingham. The owner
was in a long-running dispute with the
general contractor that originally built the

asset, following the expiry of the warranty
for the assets’ development.
‘Waterway resolved the dispute by
mediating between legal parties and
negotiating monetary remedial package
with the construction company,’ recounts
Kohlmann. ‘Subsequently, we planned
and executed a six-month process to
remedy the damages in cooperation with
the buyer, which led to the asset being sold
at an attractive price without guarantees
granted by the seller.’
Problem solving is ubiquitous in capital
structure-complex assets. Kohlmann
explains the common drivers of such
complexity: ‘When transacting on behalf of
loan servicers, non-performing loan (NPL)
winners, insolvency receivers or private
equity (PE) funds that want to flip parts of
a portfolio, we often deal with parties that
haven’t been involved with the asset for a
long time, hence often don’t have detailed
documentation and historic knowledge of
the assets.
‘At the same time, the legacy owners can’t
or don’t want to remain vested in the assets

Investment

logistics sector sustainable; will Amazon’s
and Zalando’s space requirements stabilise
or change over the next five to 10 years;
and will rents in Berlin, for example,
increase by a further 20%, 50% or 80%,
which, in turn, will determine whether a
business plan works out when buying at
sub-3% yields.

‘In some of our centres, we are seeing
that retail alone is not the solution –
there is a growing need to bring nonretail tenants into centres.’
Johnnie Wilkinson, Greenman Investments

HIGH-RISK FACTORS

the core-plus asset class in recent years,
including promising assets in secondary
markets and weaker assets in core
markets,’ says Zilly.

‘These are high-risk factors for investors
that seek low returns,’ adds Zilly. ‘In recent
years, those investors have been rewarded
with opportunistic returns, but what will the
future bring with yield stagnating at already
low levels.’
This perspective has supported – and
served to justify – the investment rationale
of conservative institutional investors
moving into non-prime, non-CBD districts
in Germany’s second and third-tier cities.
‘Secondary and tertiary markets are
faring well in this market environment,
and has supported the establishment of

and portfolios through guarantees, while
aiming for prime pricing. We fill those gaps,
manage the obstacles and develop a story.’
Documentation is often also major issue,
explains Zilly. ‘Lack of documents is one
problem, correctness of documentation is
another, and also excess documentation.

‘In suburban locations, as well as B and
C-graded German cities, office assets have
constantly – and sometimes significantly –
traded below replacement cost, driven by
enduring moderate rental levels in many
secondary markets.’
To illustrate the point, Zilly highlights
prime office rents in Maidenhead in the
UK, which match prime rents in Frankfurt’s
CBD, which are the highest in Germany.

‘“Finding the right buyer is key” is what
every broker and adviser will tell you,
but we pride ourselves with a creative
international approach with regards to
deals that are often being marketed on a
regional or national level.’

‘Over the course of a cycle, we have seen
rents and occupancy rates have often
remained constant in many secondary
German markets, while pricing has moved
significantly.
‘Usually the quality of asset management
makes a significant difference in those
markets. Once quality at this end is
guaranteed, those assets become incomeproducing investments with decent
downside protection with the current
financing environment supportive.’
Chris Fritz, investment director responsible
for Germany and CEE investments at Orion

portfolios and assets to new market
entrants, including the eight-strong office
Thor portfolio on behalf of Orion Capital
Managers in December 2016 to GxP
German Properties, a newly-founded listed
entity that was eager to secure the deal as
a seed portfolio.

In this context, Waterway has sold several
In December 2018, Waterway placed the
majority equity stake of the secondary
value-add Artemis office portfolio owned
by Corpus Sireo Real Estate, a fully-owned
Swiss Life Asset Managers subsidiary, to
Saradar Family Office Group (SFO), the
family office of Lebanese Saradar Bank,
in its maiden German and European
transaction. The deal took a year to
negotiate and structure. The portfolio
comprises 11 value-add office properties,
predominantly in North Rhine-Westphalia
and the Rhine-Main region.

Waterway brokered the sale of Orion Capital Managers’ Thor portfolio in December 2016

‘At this moment we are negotiating
a European market entry with an
international investor with regard to a
major office portfolio,’ Kohlmann confirms.
‘Identifying niche, exotic and non-obvious
investors for particular assets has always
been one of our USPs.’
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Capital Managers, says with the exception
of the retail sector, his investment firm has
seen ‘a substantial increase in liquidity and
appetite for secondary assets over the
past 24 months, resulting in a significant
tightening of yields and narrowing of the
secondary/primary spreads’.

‘Capital is flowing into these markets with
almost 50% of the Q1 2019 transaction
wave targeting secondary markets.’
Joe de Leo, Benson Elliot

Fritz continues: ‘The non-CBD office
leasing market is weaker, and it takes much
longer to lease vacant space. You need a
very strong leasing team to be able to beat
the competition and attract tenants. In the
top five cities, the performance of the nonCBD office markets will depend greatly on
whether there is a continued spill-over from
occupiers who are not able to find suitable
space in the CBD because the vacancy
rates are below 3%.’

trajectory over the past decade; historically
high job vacancies (over 1.2 million) coupled
with the lowest unemployment rate
since 1991 is leading to a demand-driven
volume of new construction in Germany’s
secondary locations.

ECONOMICALLY STRONG LOCATIONS

Benson Elliot recently acquired a portfolio
of three market dominant convenience
retail assets across secondary cities in
northern and western Germany: CastropRauxel, Mecklenburg-Vorpommern and
Celle. Each asset is an established
destination for daily shopping anchored by
leading German grocery chains.

Joe de Leo, senior partner at Benson Elliot,
corroborates Waterway Investments’ and
Orion’s optimistic outlook. ‘As property
values continue to increase in Germany’s
prime markets and yields continue to
decrease, investors are looking to generate
higher yields by seeking investments in
secondary markets. Many of these locations
are economically strong and stable and
capital is steadily flowing into these markets
with almost 50% of the Q1 2019 transaction
wave targeting secondary markets.’
Demographic fundamentals are making
Germany’s secondary locations a focus
for investment, fuelling demand for both
residential and office stock, says de Leo.
‘Office employment has been on a positive
Waterway oversaw dispute
resolution to sell a three-part
portfolio on behalf of IM Properties

12 Real Asset Insight | Issue 3 October 2019

Supply is also being impacted by the
scarcity of labour, which is adding to rapidly
increasing construction costs, and the
broken planning system.’

Joe de Leo, a senior partner at Benson
Elliot, says the portfolio – currently 99% let
on long and seasoned leases, dominant
in their trade areas and robust cash flow
generators – would be difficult to replicate
today due to planning obstacles.
‘The portfolio’s lack of vacancy, strong
consumer demand and the recent tenant
investment into their stores is testament

to the favourable demographic
fundamentals, allowing this sector of
traditional retail to thrive across these
secondary locations despite the rise of
e-commerce,’ says de Leo.
Another example of Benson Elliot’s
German portfolio is its acquisition of a
majority stake in GWB Elstertal, a German
housing company with a portfolio of
6,700 residential units in the German city
of Gera. The undermanaged portfolio
was repositioned and subsequently sold
to the state of Thuringia this year. ‘The
asset management strategy harnessed
the residential demand in this location
by successfully leasing over 73,000 sq m
throughout the hold period and disposing
of the majority of its non-core holdings,’
says de Leo.
Asset attraction is mainly defined by
liquidity in a market, explains Waterway’s
Kohlmann, which is one of the key
features that have changed in secondary
and tertiary markets. ‘Markets are less
transparent and require a more creative
and diligent approach, when identifying
buyers than in core markets, but in general
assets that attracted less than a handful
of investors in the early cycle at moderate

Investment

tenant demand. ‘Investors are looking at
demographic and economic fundamentals,
so some smaller cities might be attractive
if they fulfil the relevant criteria – in
community welfare properties, hotels or
multi-family assets, for example.’

Investment volumes in Germany 2009-2019 (€bn)
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pricing levels, now show demand from
a significantly wider set of investors with
different pricing approaches.’
Compared to core markets – where the
investor universe has increased from 50
to 100 investors for prime assets – a move
from three to 10, or to 15 interested parties
in secondary markets makes a significant
difference, Kohlmann adds.

ATTRACTIVE FINANCING CONDITIONS
‘All of this is driven by a friendly financing
environment, which is usually binary.
Major banks provide attractive financing
conditions, but if certain boxes aren’t
ticked, then procurement of financing can
become challenging, but not impossible.
The next set of banks and the wide universe
of cooperative and savings banks is
usually quite German in culture, but when

2014

2015

2016

2017

2018 2019 H1

manoeuvred with the right advice can be
just as fruitful.’
Waterway’s Zilly picks up the theme: ‘The
huge wave of equity in the market often
leads to deals being executed without the
requirement of financing as deal security
and executing speed have become
paramount in a liquid market. The interest
rate environment is stable, which has a
positive effect on rents and yields. Only
certain sectors should have a close eye on
the development of the German economy
with a currently stagnating outlook.’
Marcus Lemli, CEO of Savills Germany,
reminds that by weight of capital, most
investors in Germany remain risk averse,
and that there must be strong evidence
for upside potential in rents to increase
in secondary assets, such as long-term

Lemli continues: ‘Investors in Germany are
expanding their focus to non-CBD offices
if the long-term fundamentals of the micro
locations are positive. On the one hand,
this can be also explained by significantly
increased volumes of capital looking for
investment opportunities in Germany
and on the other limited supply available.
Asset classes such as logistics or student
accommodation are attracting more capital
and several new specialised funds have
been set up as a result. However, as these
assets benefit from longer-term trends, they
may not be seen as non-core.’
Overall, the most significant disincentive to
invest in secondary locations – and more
so in tertiary locations – is the significantly
lower liquidity and, in smaller cities, more
opaque market transparency. Lemli says
these barriers continue to stifle tertiary
demand, ‘and we do not expect this to
change any time soon’.
Indeed, with the prospect of trade wars, a
disorderly Brexit and a troubled German
automobile sector, the risk of a slowdown
should not be underestimated. ‘The political
risk in Germany is increasing with the era of
Angela Merkel ending and the Green party
with less business-friendly policies on the
rise,’ warns Orion’s Fritz. l

Benson Elliot sold the majority stake in
GWB Elstertal (left) to the state of Thuringia;
Waterway placed an equity stake in the
Artemis portfolio (above) to Corpus Sireo
Real Estate
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Wave of South
Korean capital
keeps rolling
Image: Adobe Stock/katyau

European investment by South Korean
investors is one of the stories of 2019. We
examine the trend’s decade-long evolution
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By James Wallace

Korean Capital

S

outh Korean investment in European
real estate has already eclipsed last
year’s annual total within the first
three quarters of 2019, as the latest ‘third’
wave of capital from the advanced Asian
economy reflects a diversification of capital
sources, as well as sectors and cities.
The total cumulative investment activity
by South Korean investors into real estate
across Europe had reached more than
€11bn by the end of September, including
deals in exclusivity, according to Cushman
& Wakefield’s data provided to Real Asset
Insight. And the global brokerage firm
anticipates at least a further €1bn by the
year end.
If anything, C&W’s forecasts already
look a little modest. In early September,
Meritz Securities was reportedly fronting
a consortium to buy the Finance Tower in
Brussels from Dutch property company
Breevast BV for around €1.3bn, according
to Bloomberg. NH Securities is also
reportedly closing in on the €480m
purchase of a 1.4m sq ft office campus
in Helsinki, Finland, via a real estate
investment trust, in the first investment by
a South Korean investor in the market.
If both deals were to close before
year end, the combined
investment haul would
approach €13bn, which
would reflect a 77.5%
increase on 2018’s
€7.2bn annual
European investment
by South Korean
investors. And few
would bet against
further deals as 2019
draws to a close.

Reading for £100m (€112.3m) in October
2018 from a legacy defaulted CMBS loan,
managed by Solutus Advisors and its asset
management and administrator subsidiary,
FI Real Estate Management. The structure
of the Meritz Securities’ and NH Securities’
deals, including the ultimate capital
sources, reflect ‘third wave’ investments
which encapsulates the accelerated
evolution of South Korean investment,
notably over the last three years (see
chart, page 17).

FIRST WAVE: NPS-LED
The first wave of South Korean capital
into Europe’s real estate market dates to
a decade ago when The National Pension
Service of Korea (NPS), the world’s thirdlargest pension fund with approximately
$578 billion assets under management,
acquired the HSBC tower in Canary Wharf,
London, for £772.5m (€861m) in November
2009. It was a single investor targeting a
single asset in super prime, core Europe,
backed by a strong covenant in HSBC
on a 25-year lease. If that deal was
considered eye-catching back then, it was
a drop in an expanding ocean which has
amassed in the subsequent decade.
NPS, still the South Korean trend-setter,
is now seeking to shift its ratio
of domestic to overseas
investments from 70/30
in favour of domestic,
to a 50/50 balance by
2024, according to
Kim Sung-joo, chair of
NPS, in an interview
with the Financial
Times. Given the size
of its assets under
management, this
transition will transform
the sovereign fund into
one of the world’s largest
real estate investors over the
next five years. This NPS-led first wave
of sophisticated Korean capital was initially
attracted to the world’s gateway cities,
including London, Frankfurt and Paris, but
this location focus continues to diversify.

‘Europe
offers good
liquidity and excellent
diversification
opportunities’
Mark McLaughlin,
Cromwell Property
Group

Meritz Securities’
consortium, which also includes
Seoul-based AIP Asset Management
and European asset manager Valesco
Group, was reportedly attracted to
Finance Tower’s size and covenant. The
36-storey tower has the most office space
of any building in Belgium, and the tenant
is the Belgian government, which has an
unexpired lease of 15 years, with inflationlinked increases, and an annual rent of
almost €60m.
The same Meritz-backed consortium
bought Microsoft UK’s headquarters in

SECOND WAVE: CO-INVESTING
The second wave of capital has come
from Korean insurance companies, which
prefer a more cautious approach, through
co-investment or club deals with other
Korean or Asian institutional investors
and asset management companies. For

example, Hanwha Life Insurance acquired
Ropemaker Place in London with China’s
State Administration of Foreign Exchange
and AXA Investment Management - Real
Assets for £472m in 2013. More recently,
Hana Financial Investments and IGIS
Asset Management acquired Trianon
Tower (pictured above) in Frankfurt from
NorthStar Realty Europe Corp for €670m
in November 2018, in Germany’s largest
deal last year.

THIRD WAVE: DEREGULATION
The third wave of South Korean capital,
exemplified by Meritz Securities’ ongoing
consortium bid for the €1.3bn-valued
Finance Tower in Brussels, includes
Korean banks, securities companies
and family-run ‘chaebol’ conglomerates,
which own assets through a network of
diversified affiliated entities.
Within this pool, some Korean investors
have assembled equity syndicates to
provide chaebols, and other Korean
investors which are not directly active
overseas, with access to core European
real estate through trust structures. In
addition, asset management companies
are creating a retail funds, made up of
savings from high street banks, to finance
transactions beyond solely institutional
capital.
All of which has further expanded the
combined investment capacity of Korean
investors and accounts for the headline-
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‘The first wave of investment from South
Korea into London made a statement, but
pales in comparison to the activity in Paris
in the first six months of the year,’ says
Jonghan Kim, head of Korea desk, EMEA
capital markets, at Cushman & Wakefield.
‘Whilst the appetite for European real
estate demonstrated by South Korean
investors shows little sign of abating, we
can expect activity to cool a little in Paris
over the next six months. Capital is likely
to be directed towards other locations in
Europe as investors seek to diversify and
balance their portfolios.’

Hanwha Investment & Securities’ €250m acquisition of Waltrovka Business Park is one of a
string of deals in Prague this year

grabbing levels of investment activity since
2018. This trend has been significantly
supported by two regulatory drivers: the
deregulation of Korea’s asset management
companies; and regulatory approval for
large securities companies, with four trillion
Korean won (c€3 trn) or more in equity
capital, to access new financing channels
which expanded business scope for
corporate financing.

And so, the floodgates opened. Of the
€11bn of cumulative South Korean capital
invested in European real estate over the
three quarters of 2019, around €6bn was
invested across offices in Western Europe,
including more than €4.5bn in Paris alone
during H1. A further €1.5bn was invested
in Central and Eastern Europe (CEE) and
Southern Europe, according to C&W data.

Beyond Paris, another popular destination
for South Korean capital in 2019 is
Prague, in the Czech Republic. Shinhan
Investment Corp, the South Korean
banking group’s brokerage arm, bought
a KPMG-leased office building in central
Prague for c€50m in December 2018, in
the first property acquisition in the Czech
Republic by a South Korean institution.
Since then, the total transaction volume
in the city has hit €600m, including
Hanwha Investment & Securities’ €250m
acquisition of Waltrovka Business Park,
through LB Asset Management, and

Warsaw and logistics are among next European targets

S

outh Korean capital will next focus
on the office sector in Poland,
particularly Warsaw, and logistics
in CEE countries, Cushman & Wakefield
predicts. Given current activity, South
Korean investment in Poland could equate
to more than €1.5bn of transaction volumes
in the country by early 2020.
While offices have been the most desirable
asset type, logistics and alternative assets
such as hotels, data centres, student
housing and car parks, are gaining
increasing traction among investors. Office
and logistics assets in the Nordic Eurozone
countries, including Finland and Denmark,
as well as office assets in Milan, Madrid
and Barcelona, and logistics across Spain,
will be favourable targets for the remainder
of 2019, C&W forecasts.
Cromwell’s Mark McLaughlin says: ‘Prime
trophy assets were certainly the “start”,
but these assets are now very expensive
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(for everyone). So, while we are not seeing
a major move into other sectors, logistics
aside, we are seeing a move to Tier 2
cities such as Amsterdam, not London,
Milan or Paris. They are also happy to look
at core office buildings but generally the
requirements are unchanged – relatively
new assets, low capex requirements, long
leases, high tenant quality and brand name
recognition, secure long-term income.’
Indeed, as McLaughlin alludes to, South
Korean investors are expected to invest
around €1.5bn in the European logistics
sector by year end, according to C&W,
which would represent a tripling of 2018
volumes.
Another change to South Korean investors’
requirements is that they are now
beginning to consider forward funding
purchases within Europe.
C&W’s Jonghan Kim says: ‘While South

Korean investors have been exposed to
forward funding investments for over three
decades in their domestic market, the
practice is still in its infancy in Europe. The
successful forward purchase of the Zalando
office in Berlin, which a Korean investor
acquired and exited as construction
completed, has encouraged other South
Korean investors to do the same.’

EUROPE’S MIDDLEMEN
This was seen in the acquisition of BNP
Paribas’ headquarters in Warsaw by
Hana Financial Investment and Mastern
Investment Management on a 1.5-year
forward purchase commitment for €137
million, advised by Cushman & Wakefield
and Commerz Real.
This deal illustrates another trend, pushed
on by the surge in South Korean capital
across Europe: the real estate sector is
increasingly awash with middlemen. The
space between the equity of the buyer, and
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alongside GLL Real Estate Partners (GLL),
the Munich-based member of Macquarie
Group, from Penta Real Estate.
Another country first came earlier this
summer in Budapest, Hungary, with JR
AMC and NH Investment & Securities
jointly acquiring the Nordic Light Trio
office building, 98% prelet to Swiss
pharmaceutical company Roche, for €41m.

COMPELLING PROPOSITION
‘There are several factors helping to
attract Korean investment into Europe,’
Mark McLaughlin, managing director of
Cromwell Property Group in Europe, told
Real Asset Insight.
‘As well as being one of the largest real
estate markets with good liquidity and
excellent opportunities for diversification,
Europe has a more favourable tax regime
than some other locations like the US and
also offers a favourable FX-carry between
the won and the euro. These make a
compelling investment proposition.’

‘The first wave of investment from South
Korea into London made a statement,
but pales in comparison to the activity in
Paris in the first six months of this year.’
Jonghan Kim, Cushman & Wakefield
Cromwell’s perspective is noteworthy. The
Australian listed real estate investor won
its first single-asset third party mandate
from Korea Investment Management (KIM),
which manages $49bn of assets.
Cromwell acquired the Pirelli Tyre
Research & Development Facility in Milan
on behalf of KIM for €88m in a deal which
exemplifies the continued diversification of
Korean capital. Cromwell expects similar
mandates to follow.
McLaughlin says the basics for South
Korean investors are fundamentally the
same: ‘They are more income-focused
and risk-averse than others, and are

probably happy to pay a little bit more for
income security. Non-office, value-add
opportunities are not really on their radar.’
‘Non-office, value-add opportunities are
not really on their radar. I think a change
in currency dynamics would cause a
pullback. Political risk is a concern and can
cause investors to be wary periodically.
‘It’s important for Korean investors to be
in control,’ continues McLaughlin. ‘We
find that single asset, separate account
structures are by far their preferred
approach. We are not seeing much
demand for co-mingled funds, at least
not yet.’ l

Cheap borrowing supports cash-on-cash strategy

S

outh Korean investors are cashon-cash driven investors, which
is a function of the initial yield,
plus the cost of leverage and expected
rental growth derived from the asset
management strategy. The current cheap
cost of debt, therefore, is supportive of
their investment rationale.
‘South Koreans are generally asset class,
city and country agnostic,’ says Cushman &
Wakefield’s Jonghan Kim. ‘If they could
achieve high cash-on-cash returns and if
they don’t have too much risk of syndication
within Korean capital markets, they would
be interested. They understand where
European real estate market is in the cycle
and investments in most of Europe are
being driven largely by cheap financing.’
Investing in the UK regions, relative to
London, for example, would provide
improved cash-on-cash returns, due to the
yield premium for prime office stock of,
say 5.5%, compared to 4.5%. When cheap
financing at 50% LTV is factored in, the
cash-on-cash returns are improved with
arguably limited additional risk.
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Andrew Thomas (right), head of
international capital markets, at
Colliers, explains: ‘The dearth of
UK pension fund capital, which
has been spooked by potential
redemption pressures coming
through in event of a no-deal
Brexit, has given an opportunity to
some other [overseas] investors… to come
into the market to buy assets more easily
than they would ordinarily be able to buy.

Cromwell’s McLaughlin says: ‘Currency
is likely to continue to provide
a tailwind and the volume of
investors and liquidity provides
additional comfort. Secondary
geographies will be explored
more but single asset, secure
income opportunities in the office
sector will remain the focus. To the extent
Brexit weakens prices in prime office stock
it may create additional interest.’

‘2019 has presented an opportunity for
seasoned investors to secure core income
investments at slight discounts because
the domestic buyers have stepped back.
Some overseas investors are also of the
view that prospective future returns are
greater than forecast, given cost of finance
and when taking a more longer-term view.’

As the role of South Koreans in the longterm ownership of European real estate
matures, further nuances of this relative
new wave of major investor is worth
paying attention to.

The weakness of sterling is best considered
an indirect driver. Kim explains: ‘South
Koreans remove the currency risk using
hedging. There has been a significant
hedging premium in the Eurozone in
recent years – a major driver for the
investment volumes we have seen.’

‘Understanding the idiosyncrasies of all
parties is really important,’ McLaughlin
adds. Korean investors can be very
transactional and spend a lot of time
chipping away and trying to continuously
renegotiate terms. This can cause sellers
to doubt they are actually interested, and
we’ve seen local sellers accept lower
offers because they didn’t believe that the
capital was really there.’
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Good signs for retail in Germany,
Ireland, Spain and Portugal
Union Investment and Gfk’s Global Retail Attractiveness Index shows retail markets largely intact
across Europe, with Portugal maintaining top spot and Spain and Ireland posting positive data

T

here is currently no shortage of
apocalyptic scenarios when it comes
to the ‘bricks and mortar’ retail
sector. A weaker economy and increasing
signs of a cyclical downturn are providing
ammunition for the prophets of doom rather
than arguments for investors looking to
buy. At a time when entire markets and
sub-sectors are being written off and some
professional investors are simply giving
up, it is nevertheless helpful to focus on
the positive signals coming from some
European retail markets.
‘Investors tend to punish markets too
severely due to political turmoil, yet the
reality in some markets, such as Italy
or Spain, is rather different. There is
still scope in Europe for opportunistic
investments in the current market
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environment,’ says Henrike Waldburg,
head of Investment Management Retail at
Union Investment.
As the latest Global Retail Attractiveness
Index (GRAI), compiled by Gfk and Union
Investment shows, most retail markets in
Europe are fundamentally intact. While
trade disputes, the Brexit debate and
a general economic slowdown have
impacted consumer and retailer sentiment,
the retail index for the 15 largest European
markets held up relatively well in the
second quarter of 2019.
The EU-15 index remains above average,
at 112 points, with a slight drop of three
points compared to the second quarter
of 2018 (115 points). The same applies to
the North America index (107 points; -8

points) and Asia-Pacific index (103 points;
-7 points). European job markets are highly
supportive. The relevant indicator stands
at 115 points, confirming the robustness
that has been a feature for five years
now. The associated strong consumer
sentiment across large parts of Europe
helps to underpin the retail index.

PORTUGAL AND GERMANY CONFIRM
TOP SPOTS
At 121 points (-5 points compared to the
second quarter of 2018), Portugal held
on to the top slot in the EU-15 index.
Although the country has seen a decline in
consumer sentiment, the Portuguese are
again posting excellent results for labour
market data and retail sales. Germany
also continues to rank among the top
performers, with 120 points (-3 points).

Strategy – Union Investment

Global Retail Attractiveness Index Europe
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‘Buoyant
consumer sentiment in Germany,
© GfK 2019 | Global Retail Attractiveness Index
backed by solid retail sales figures and
labour market data, is encouraging foreign
institutional investors to consider the
German retail sector for opportunistic
investments, despite stagnating rents,’
says Waldburg.
Poland has established itself among the
top five in Europe, albeit trailing the top
two. At 114 points (-8 points), the country
is once again making an above-average
contribution to a healthy EU-15 index.
Having said that, it is important to be
aware of labour market trends and the
sharp drop in retailer sentiment, as well
as tax issues, according to Waldburg.
Poland also has a lot of catching up to do
in the online sector, a factor that will have
a delayed impact on the country’s retail
landscape, she adds.
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CAUTION NEEDED IN THE CZECH
REPUBLIC, BELGIUM AND SWEDEN
Elsewhere, notable changes in national
indices mean that investment decisions
should be subject to careful scrutiny. The
biggest losses in the course of the year
were posted by the Czech Republic. Six
months ago it was ranked in the top group,
above the German retail market. The
significant decline across all four indicators
dragged the Czech Republic down by 15
points to 110, relegating it to eighth place
in the latest EU-15 ranking.
In Belgium and Sweden too, the retail
investment markets are likely to remain
becalmed. A score of 101 points each puts
these two countries joint bottom in the
EU-15 index in the second quarter. What is
striking is that continuing growth in retail
sales initially halted a further collapse

of the UK index in the second quarter of
2019. By adding one point each, the UK
and Italy are the only countries that have
improved their performance over the same
period as the previous year.
At 107 points in the second quarter of 2019,
the UK was on a par with France, whose
retail markets softened slightly (-2 points)
to reach a more or less average level. The
score for the UK amid the turmoil of Brexit
only seems surprising at first sight.
‘The Brexit decision has not created a
new reality yet, either for consumers, the
labour market or for retail sales. If the UK
experiences the expected dramatic slump
in GDP, the retail sector will be the most
directly affected, along with logistics and
probably also the hotel industry,’ notes
Waldburg. l

Global Retail Attractiveness Index Quarterly Results
The former ‘problem children’ in the
Eurozone periphery have likewise become
firmly established in the index. At 113
points each, Spain and Ireland confirmed
that they are on the right track, having
further narrowed the gap to the leading
trio. ‘Spanish retailers, especially in
Madrid and Barcelona, have been posting
positive data for around four years now.
Spain’s share of exposures is likely to rise
significantly from its current very low level
over the medium term,’ says Waldburg.
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Putting money into residential
‘fits investors’ ESG agenda’
Social considerations are growing in importance for
sector that is rapidly becoming professionalised
‘We select the
best operators in
terms of concept
and business
model, and that
really drives our
investment.’
Irène Fossé, AEW

F

or institutional investors one of the
advantages of putting capital into residential
assets it that it fits their ESG agenda, Irène
Fossé, associate director - research & strategy,
at AEW France, told Real Asset Insight.
‘There is a social element to providing good
quality housing and professional landlords,
while on the environmental side people who
are the only landlords and therefore are in
control can also manage the building in a very
sustainable way,’ she says. This particularly easy
with energy-efficient new builds.
As the interest in impact investing rises, ‘senior
housing is also seen as good ESG compliance
because you are providing an alternative for
residents between living alone in their house
and living in a care home, which is only needed
if you require medical care’, Fossé adds.
Senior housing is a much-needed intermediate
phase. ‘When you talk to residents you realise

how pleased they are to have an alternative in
a residence where they can have care tailored
to their needs, even from week to week,’ says
Fossé. If they are well they can go out shopping
or to a restaurant, while if they are having a bad
week they can stay in and eat in the home on a
pay-as-you-go basis, she explains.

‘OPERATORS ARE KEY’
AEW only invests in senior living in urban
locations in France, not just Paris but also the
main regional cities. ‘We look at the operators
because they are absolutely key,’ Fossé says.
‘We select the best operators in terms of
concept and business model, and that really
drives our investment.’
The strategy on residential in general is to
invest in PRS, build-to-rent and senior housing
in urban locations with good accessibility,
close to amenities such as shops and
restaurants and to choose a mix of existing
assets and build-to-rent.

Portugal’s popularity lifts residential sector

P

ortugal’s increasing attractiveness
as a place to live is boosting the
residential real estate market, says
Marcos Drummond, sales director at VIC
Properties, Portugal.
‘Capital follows opportunity and people,’
he says. ‘A combination of positive factors
is attracting foreign citizens of all ages
to Portugal and to Lisbon in particular,
while at the same time many Portuguese
citizens are choosing to return home.’
Young people may want to chase jobs
in the fast-growing tech sectors, middleaged people may want to benefit from tax
breaks and pensioners from favourable
incentives designed to encourage them to
move to Portugal.
‘The golden visa system, which has been

22 Real Asset Insight | Issue 3 October 2019

very successful, requires a minimum
investment of €500,000, which usually
means they buy in Lisbon, because you
would buy a palace or a very big plot of
land for that sum elsewhere in Portugal,’
Drummond adds.
Security is also an important factor, as
Lisbon is the third safest capital city in
the world, he says: ‘Add to that a warm
welcome, good infrastructure, tolerant
people, affordable health insurance, great

‘A combination of positive
factors is attracting
foreign citizens of all
ages to Portugal.’
Marcos Drummond, VIC Properties

weather and lifestyle and you can see it
why it is so attractive to all, but especially
to millennials looking for a good standard
of living and work/life balance.’
As more people choose to live in Lisbon
demand for housing is high. Many
foreigners choose to buy and renovate
period properties in the city centre, says
Drummond, but as their number is limited
there is also a high demand for new builds.
As the city is expands to accommodate
more people, new neighbourhoods are
being created, but planning is needed, he
adds. ‘You need to build communities, not
just new houses or neighbourhoods. It is
important to drive and accelerate the
consolidation of a new neighbourhood to
make it feel like a community that will
also attract non-residents.’

Insight & Strategy – Cradle-to-Grave Investing

‘Residential has
attracted a lot of
interest from foreign
and domestic
investors alike,
so we have seen
massive inflows
of capital.’
Benjamin Bill, CMS

Residential in France now seen as
a ‘serious investment proposition’
Opportunities exist for new entrants and seasoned
investors alike, but operational issues must be tackled

F

rance offers great opportunities to
new entrants who want to invest in
residential assets and have the skills
to manage them, Benjamin Bill, partner,
CMS, France told Real Asset Insight.

be listened to and solved, so ‘I think there
are real opportunities for newcomers
and service providers to offer tailor-made
management for the occupiers of resi
properties’, he adds.

‘Residential has become an institutional
asset class in the last couple of years,’ he
says. ‘It has attracted a lot of interest from
foreign and domestic investors alike, so
we have seen massive inflows of capital
from the UK, Germany, the Netherlands,
as well as French capital.’

Looking ahead, the sector has a lot of
catching up to do on the technology front.
‘In office buildings we have seen new
technology connecting the needs of the
owner and of the occupier, but that is not
the case for residential at present,’ Bill says.
‘But we can imagine it happening soon.’

MANAGEMENT ISSUES

In the near future, he predicts, a
residential building will be like a new car
today, which tells you exactly if there is
something wrong with it and what it is the
minute you turn it on.

Residential is now seen as a serious
investment proposition, but the problem
is the management and operational side,
he adds.
‘In France big owners like insurance
companies have sold their residential
assets because they were too
management-intensive and they were
not in a position to cope, so they prefer
to focus on commercial real estate like
offices where less staff is needed,’
Bill says.
Residents increasingly demand more of
an interface with the owners because
they want their day-to-day problems to

‘These new capabilities technology offers
could and should be used,’ he says. ‘That’s
the major shift that will come in the next
few years. Residential properties will be
fully equipped with the latest technologies
which facilitate the interaction between
user and owner.’
This shift, he predicts, ‘may lead to higher
efficiencies and higher standards and the
real possibility to create even more value
in this sector’.

‘Interest in rented
resi growing fast’

A

virtuous cycle is causing interest
in the rented residential sector in
Europe to grow massively, says
Samuel Vetrak, CEO of Bonard (below).
‘Increasing demand from the customer
for micro living, co-living, serviced
apartments and so on in turn drives
investors’ interest,’ he says. ‘Investors
take note of the growing demand but
they also see more transparent asset
classes with good yields, liquidity and
now also a good track record.’
On top of this, the rented residential
sector delivers steady income streams
which are particularly welcome when
many people are afraid that difficult
economic times may lay
ahead, Vetrak points out.
Social and
demographic shifts
are changing the way
people live, he adds:
‘They are more mobile and
more flexible, they get married later and
get a mortgage later and they like living
in a community, which is driving the
demand for residential assets.’
Ten years after these asset classes
started getting established in Western
Europe, these trends are now visible
across the Continent. ‘There are 426
projects in the pipeline and €15bn
to be invested,’ Vetrak says. ‘A good
percentage of this is in Central and
Eastern Europe, not just Poland and
Hungary which are very strong markets
but also Latvia, Lithuania and Ukraine.’
Most countries in the Continent
– including Germany, Iberia, Italy
and Poland – have been ‘extremely
welcoming and investor-friendly’ towards
these new asset classes, he says, but
France is proving to be an exception.
‘France has the biggest gap between
supply and demand but it seems the
market is not ready yet,’ Vetrak says.
‘If and when it opens up, though, the
French market has huge potential, Paris
in particular.’
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Renting becoming preferable
for Europe’s city populations
New report also reveals that mobile society places less
importance on location, while sustainability is key

ps

‘In an increasingly
mobile society
it is no longer all
about location,
location, location.’
Clare Thomas, CMS

R

enting is becoming not only acceptable but
preferable to buying for many Europeans
living in cities, and for those seeking to
rent the sustainability and energy efficiency
of buildings are increasingly important, Clare
Thomas, Partner, CMS, told Real Asset Insight.
A new CMS report shows that, ‘in line with what
we see happening in impact investing, people
are really interested in recycling, in the energy
efficiency and the sustainability of their homes’,
says Thomas.
The CMS research, Urban Being: the Future of
City Living, was based on the views of around
6,500 people, both residents and real estate
professionals, in six key cities in Europe:
London, Berlin, Amsterdam, Paris, Manchester
and Glasgow.
The objective was to discover consumers’
preferences when it comes to their living
environment. The report found that some
things are valued by everyone, such as superfast internet access, but on others views vary
markedly. ‘There were some real differences,’

says Thomas. ‘We found, for example, that
the real estate sector overestimates the
importance of good transport links, because in
an increasingly mobile society it is no longer all
about location, location, location.’
The report also highlights some quirky findings,
Thomas says: ‘For residents it is really important
to be able to have pets in their home. More
predictably, leisure facilities are also popular.’
Another key finding is that what used to be
referred to as ‘generation rent’ now goes
beyond a narrow demographic group. More
people of all ages now find renting not only
acceptable but preferable.
This shift in attitude has led to growing
investor interest in PRS. ‘We are going to see
unprecedented levels of interest and investment
in all forms of rented accommodation in
Europe’s leading cities,’ Thomas says. ‘This will
reshape the local housing markets and better
reflect how people of all ages, from students to
pensioners, want to live, work and play in our
cities in the future.’

Mobility and affordability drive BTR and PRS demand

B

uild-to-rent and PRS are fast-growing
sectors across Europe as two factors
combine to drive demand: people’s
increasing mobility and need for flexibility
and soaring prices, which have made
buying a home more difficult for many.
Millennials, in particular, have driven the
shift towards a ‘subscription society’ where
people prefer to rent rather than own their
home as well as their car, furniture or music.
The trend is visible across Europe, but the
experiences of different countries vary. The
shift in the UK has been particularly abrupt:
traditionally a country of homeowners,
since the financial crisis it has undergone
the biggest fall in home ownership in the EU.

There is a lot of scope for improvement,
says Clare Thomas, partner at CMS: ‘The
UK market is based on a buy-to-let model,
while Europe is further ahead. Institutional
investors will have a really positive impact
in the UK because build-to-rent has more
professional standards, more consistency
and also the scale to introduce technology
to enhance the tenant experience.’

might be put off by rent
freezes in Berlin,’ says
Andreas Otto (pictured),
partner at CMS. ‘Anything
from rent controls to
expropriation is being
discussed at the moment, but
I am confident that no drastic measures will
be implemented.’

In Germany, on the contrary, renting has
been the tradition, but the country is now
grappling with rising demand due to rapid
urbanisation and the need to introduce rent
controls to ensure affordability.

The rental market is growing in Portugal as
well, says Marcos Drummond, sales director
at VIC Properties: ‘Since the crisis it is more
difficult for people to get a mortgage so
demand for rental properties is increasing,
opening up opportunities for corporate,
professional landlords now that laws have
been relaxed.’

‘International investors are showing great
interest in German residential, but some
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Co-living is the co-working
of the residential market
Sector growing fast as new generations demand
flexibility and sense of community in their daily lives

‘Co-living is an
immature but
very attractive
sector, with
occupancy levels
at 95% or above.’
Stephen Miles,
CBRE Global Investors

C

o-living will revolutionise the residential
sector in the same way that co-working
has transformed the office sector, says Lars
Schnidrig, CEO of Corestate Capital Group.
‘Co-working has been a hugely successful trend
and co-living is set to be equally important,’ he
says. ‘The new generations value flexibility over
stability, and why would they want flexibility in
their working life but not in their leisure time
and everyday life?’
In Europe’s up-and-coming cities, young
professionals have different needs, but they
want to feel they belong to a community.
‘People are happy to have less private space
but more and better communal facilities,’ says
Clare Thomas, partner at CMS. ‘There is a
real shift from what is exclusively yours to a
community space.’
‘I like the co-living space,’ says Stephen Miles,
who has the newly-created role of head
of operational real estate at CBRE Global
Investors. ‘It is an immature but very attractive
sector, with occupancy levels at 95% or above,

so it gives investors revenue and stability.’
Despite the differences in regulations, culture
and tenant expectations in European countries,
it is possible to have a Continent-wide strategy
in the co-living sector. ‘We follow a clear panEuropean city strategy,’ says Schnidrig. ‘We are
already in Germany, the UK, Spain and Poland
and we are looking to expand to other cities.’
The operational side of the business is key and
scale is important to success, he adds, because
only companies with the right size and resources
can invest in infrastructure, technology and
operations and attract the right managers.
‘Without a good operator it is just bricks,’
Schnidrig says. ‘It is the operator that makes
it a student home or a hotel and provides the
services that people are happy to pay for.’
Investors realise the importance of the
operational side and that is why so many
platform deals are being done and more will
come, adds Miles: ‘Investors buy the operators
as a way into the market.’

‘Retirement living is an untapped market in Europe’

I

nvestors should look at social as well
as demographic trends, as attitudes
and expectations among Europe’s
ageing population are changing fast.
As more people are willing to live in
senior housing, there is huge scope for
developing the sector.

homes – and in particular of affordable
senior housing – is very low.

elderly value communal areas, but also
health and fitness facilities.

‘The retirement living space has a lot of
potential,’ says Stephen Miles, head of
operational real estate at CBRE Global
Investors. ‘There is strong demand for
good quality stock.’

‘It’s not just students who need community
spaces, senior citizens also want to
interact and enjoy social life,’ says Lars
Schnidrig, CEO of Corestate Capital
Group. ‘Each generation needs a specific
product and the elderly cannot all afford
expensive nursing homes.’

‘Retirement living is an untapped market,’
Clare Thomas, partner at CMS, told Real
Asset Insight. ‘Less than 1% of Europeans
live in specialist retirement properties,
compared to 17% in the US, so there is a
lot of catching up to do.’

The need for a sense of community is
driving this trend, he adds: ‘We are more
aware now of the problem of isolation
and loneliness, which is not limited to one
generation.’

A new CMS survey shows that 61% of
Europeans would consider renting when
retired, yet the supply of retirement

Service-led residential offerings have a
lot in common, as at the two ends of the
spectrum both young students and the
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In the UK retirement villages tend to be
self-contained, while in cities like Paris
older people want to be fully integrated
in the community and mix with different
generations, says Thomas: ‘When it
comes to senior living cultural differences
play a big part.’

Insight & Strategy – Capital Flows

‘If the asset ticks all the
boxes, demographics,
infrastructure, sustainability
and technology, then
investors are happy to
take the plunge.’
Maureen Mahr von Staszewski,
Mayfair Capital

‘Lower for longer’ interest rates
make real estate good value
Investors are in it for the long term and want
income growth – and property fits the bill

L

ower for longer interest rates in
Europe are driving increasing amounts
of capital into real estate, which looks
like extremely good value compared to
bonds. The demand is leading to higher
rents in the biggest markets.
‘More than lower for longer it is looking
like lower forever,’ says Claus Thomas,
CEO of BNP Paribas REIM Germany.
‘Real estate has become an even more
attractive asset class and it remains viable
but competitive.’
Investors are ready and willing to deploy
capital, but ‘they are being much more
selective, finding the right opportunities
and investing in the right location’, says
Maureen Mahr von Staszewski, senior
pan-European fund manager at Mayfair
Capital. ‘They have a long-term view and
want income growth. If the asset ticks all
the boxes, demographics, infrastructure,
sustainability and technology, then they
are happy to take the plunge.’
There is less short-term capital from the
US in Europe, as yields there are higher,
but there is strong interest from Asia,
including Japanese and South Korean
institutions, and from Canada and Australia.
Many cross-border deals are carried out by
Europeans because they have no currency
risk, which can be expensive to manage.

‘Money is coming for the long term now,
which marks a change from the past,’
says David A Ironside, managing director
and Encore+ fund manager at LaSalle
Investment Management. ‘Investors want
long-term cash flows and more diversified
portfolios.’

CAUTIOUS INVESTORS
All investors are cautious: they are willing
to pay high prices in today’s market, but
they do their due diligence carefully,
experts agree.
In future ‘there will be an increase in the
level of debt people are using, simply
because debt is so unbelievably cheap,’
said Ironside.
The long-term horizon also means that
Asian investors will be coming as joint
venture partners and not just as funds,
Mahr von Staszewski says.
‘I am very optimistic on capital flows,’ adds
Thomas Kotyrba, senior research analyst
at BNP Paribas REIM. ‘We expect them to
remain at the current high levels because
the general picture is good.’
Ironside agrees: ‘We anticipate there will
be a lot more capital coming this way.
The levels of interest are increasing, not
decreasing.’

UK’s loss to Brexit
is Europe’s gain

U

ncertainty over Brexit is driving
capital from the UK to other
locations in the Continent,
Carsten Loll, partner, Real Estate at
Linklaters, told Real Asset Insight.
‘Sentiment towards the UK has really
changed, the London market has
fallen off a cliff and transactions have
collapsed,’ he says. ‘Investors are turning
to France, Spain, Italy, but mostly to
Germany, which after a slow start to
the year has seen a massive pick up in
recent months and a record summer. We
expect a very busy autumn because the
capital flow is just not stopping.’
Even the recent economic slowdown
in Germany has not deterred investors,
because the fundamentals of the real
estate market remain good.
‘Now that the UK market has stalled
Germany has become the largest and
strongest market in Europe,’ said Claus
Thomas, CEO, BNP Paribas REIM.
‘Capital is coming from international and
domestic investors, but given current
pricing levels German investors are more
selective and they need to be disciplined
in their approach and open to all sectors.’
The office sector in
Germany offers the
two advantages of a
supply and demand
imbalance and rental
growth prospects. ‘Supply
is amazingly low and, even
though there has been significant
growth recently, rents in Germany are
still cheap compared to other markets,’
says David A Ironside, managing director
and Encore+ fund manager at LaSalle
Investment Management (pictured).
The outlook for Germany is very positive
and rents will continue to rise, but the
trend is for ‘the strong cities to get
even stronger’, he adds. ‘Munich and
Berlin will continue to fare the best, no
matter where pricing is, so my advice
to investors is to stick to the strong
markets.’
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HIGH
aspirations
High-rise construction is booming in Frankfurt. One of the most
interesting projects is ONE: situated at the junction of the city's trade fair,
Europaviertel (Europa quarter) and banking quarters, this 49-floor office
and hotel tower will integrate different types of use and open itself up to
the urban space, inviting city life into the building. Helaba is guaranteeing
the loan for the project, worth several hundred millions of euros, to
facilitate rapid financing.

M

atthias Winkelhardt looks out of his office
window and watches Frankfurt grow. From
his workplace in Tower 185, the 42-yearold real estate specialist has a bird’s eye view of
one of Germany’s biggest urban development
projects: the Europaviertel.

‘ONE is a great
meeting point for
ordinary members
of the public,
too. It’s a piece
of the city that
doesn’t stop at the
facade.’
Markus Diekow,
head of corporate
communications,
CA Immo

The last 15 years or so have seen the emergence
of a lively, urbane city district where goods trains
once used to rumble. The site of the former
freight depot, which extends for almost 2.5 km
close to the exhibition centre, will soon be home
to a varied mix of apartment blocks, offices,
hotels, shops, restaurants and social amenities.
Winkelhardt is the manager responsible for the
Frankfurt location at CA Immo, the GermanAustrian real estate company which is developing
the eastern part of the Europaviertel close to the
city centre. Around 30,000 people will work in
the new quarter and up to 10,000 will live there.
More than two thirds of the 90-hectare site has
already been developed.

FROM WASTE GROUND TO LIVELY CITY
‘It’s incredible how dynamically this huge
brownfield site is being transformed into an
integral part of the city,’ says Winkelhardt.
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CA Immo, as investor and project developer,
has made a major contribution to this
transformation. In the Europaviertel, the company
has constructed two hotels, two residential
complexes, one office building, a congress
centre, a shopping centre with 180 shops, and
Tower 185, which acts as the gateway to the new
city quarter.
And there’s more to come. On the eastern side
of the quarter, work is under way to construct
ONE, a 190-metre high office and hotel tower
– with financing from Helaba. Although this
will take until 2022 to complete, CA Immo is
already looking ahead to the next project on the
neighbouring plot.
It had originally been envisaged that a 365-metre
high tower would one day go up here – but
buildings of this kind are not economically
feasible these days from a real estate business
perspective. Instead, CA Immo is now
considering distributing the cubic capacity over
a mixed-use complex of buildings. Although
the concept has yet to be worked out in detail,
Winkelhardt is already getting excited. ‘The
construction projects under way here are really
pushing the boundaries,’ he says.

Insight & Strategy
– Capital
flows
Strategy
– Helaba

The project developers are concerned with much
more than breaking height records: like almost
every other city, Frankfurt has a limited supply of
centrally located, high-quality office space. The
towers in the Europaviertel will meet the growing
demand for space while at the same time closing
a gap in the urban landscape. The chain of
high-rise buildings envisaged in the city’s master
development plan had lain broken for some time.
‘There was the banking quarter in the city, which
started to emerge in the 1970s, and the Trade
Fair Tower, then in between them the exhibition
centre and the undeveloped site of the former
freight depot. This gap will now be closed
gradually as the new high-rise buildings go up in
the Europaviertel,’ explains Winkelhardt.

ONE TOWER, MULTIPLE USES
ONE is among the most interesting projects in
the Europaviertel. The mixed-use office and hotel
tower was designed by Meurer Generalplaner,
a Frankfurt-based firm of architects. It is part of
a high-rise cluster close to the exhibition centre
and forms an urban development ensemble
with two existing office towers. ‘Unlike all other
high-rise buildings in the city, the tower doesn’t
just house several types of use under one roof

– it positively encourages synergy,’ says Markus
Diekow, head of corporate communications at CA
Immo.

The mixed-use ONE tower forms
an urban development ensemble
with two existing towers

ONE is continuing a trend in the office real
estate market: dedicated office towers serving
as prestigious corporate headquarters are
increasingly giving way to mixed-use buildings
incorporating offices, hotels, apartments and
shops. For property developers, the advantages
of mixed-use include the ability to address
multiple target groups, thereby extending the
pool of potential tenants.
Helaba is financing the construction of the
49-floor landmark tower as the sole underwriter
and subsequent leader of a syndicate of banks.
‘This approach facilitates rapid financing,’
explains Amra Saric, syndication business expert
at Helaba.
The lower 14 floors of the tower have already
been leased. The hotel chain NH Hotels
Deutschland is planning to open a four-star
designer hotel there in 2021 under the nhow
brand with 375 rooms. The upper two thirds are
being leased as office space. A Skybar, open to
the public, crowns the building at a height of 190
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ONE is designed to
encourage life outside
office hours

‘More and
more tenants
are looking
for maximum
flexibility. Who
knows how
they’ll be working
in 10-15 years?’
Matthias Winkelhardt,
CA Immo

metres. The construction project also includes
a seven-storey car park with spaces for 470
cars and 610 cycles, linked to the tower via an
underground garage. A spacious lobby serves as
the urbane centre point of the new building. In
addition to the office reception and hotel checkin area, there is an attractive public relaxation
area featuring a lounge, cocktail bar and cafe,
all of which can be enjoyed by employees, hotel
guests and visitors alike. ‘It’s a great meeting

point for ordinary members of the public, too. It’s
a piece of the city that doesn’t stop at the facade,’
says Diekow.
The city and its inhabitants benefit from the mix.
This is important, because designing a whole
city quarter exclusively around work has been
shown to have a detrimental effect on public life.
Frankfurt’s Niederrad office district, for example,
turned into a ghost town at the end of the
working day because there was hardly anything
else going on. ‘Commuter towns of that kind are
the worst thing that can happen in terms of urban
development,’ says Winkelhardt.
Another negative factor is that many oldergeneration office buildings are shut off from the
public urban space. ‘Old-fashioned lobbies might
be architecturally impressive, but they aren’t
conducive to the urbanity, communication and
interaction that people today crave.’

MAXIMUM FLEXIBILITY AND NETWORKING
The space on offer in ONE has a further
advantage: flexibility. CA Immo is dedicated
to providing facilities that can be used flexibly,
incorporating a wide variety of informal meeting
and communication spaces. All floors can be
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The rise of an iconic skyline
Frankfurt and its high-rise buildings is a tale
of highs and lows. The towers cast off their
negative image a long time ago and today form
part of an iconic skyline.
After Bonn was chosen as the seat of the West
German government in 1949, Frankfurt was
awarded Deutsche Bank’s headquarters by way
of compensation. Over the next few decades,
more than 550 domestic and foreign banks
and insurance companies, along with 2,000
other financial service providers, set up shop in
Frankfurt.
The metropolis on the Main river became the
Federal Republic’s foremost banking centre.
Many financial institutions underlined their
importance by building prestigious tower blocks.
So it was that the banking quarter began to
emerge in the city centre during the 1970s.
Many old buildings had to be demolished
to make way for the towers, sparking
demonstrations and occupations. For a while,
the high-rise boxes fuelled Frankfurt’s negative
reputation, earning it nicknames such as
‘Bankfurt’ and ‘Krankfurt’.

divided into four independent rental sections,
each comprising 400 sq m. The 1.2 metre facade
and fit-out grid makes almost any office variant
possible: from individual, double, group or
combined offices to open-plan. Office tenants,
hotel guests and external parties can also hire
space in a multi-level co-working area.
‘More and more tenants are looking for maximum
flexibility. Who knows how they’ll be working in
10-15 years?’ says Winkelhardt. The new building
will be home to banks, financial service providers,
management consultancies and legal practices,
as well as companies from the digital sector.
‘Even the rather conservative financial sector
is increasingly turning to innovative and open
office concepts,’ adds Diekow: ‘Companies
have recognised that their employees are
more productive in a communicative working
environment. And they want to make themselves
more appealing to highly educated younger
people. These days, how and where people work
is a decisive factor in the competition to recruit
the best staff.’
When it comes to digital infrastructure, too,
ONE is in tune with the times: in 2018, it was the

Only from the end of the 1970s onwards did this
high-rise image take a more positive turn with
the advent of post-modern buildings like the
Trade Fair Tower (1991). The high-rise buildings
enjoyed growing acceptance as the iconic
skyline took shape.
Most of the city’s inhabitants have now made
their peace with the towers, turning out in their
hundreds of thousands to visit the buildings
during the Skyscraper Festival.

O

More than 30 buildings with a height in excess
of 100 metres, including Germany’s 10 highest
skyscrapers, together form a unique skyline.
And ‘Mainhattan’ is still growing, with some 20
towers currently being planned or constructed.

Ande
mehr
effekt
ein Co
Dritte
berei

These include ambitious projects such as
ONE, the Millennium Tower, or ‘Four Frankfurt’,
a quartet of high-rise buildings featuring a
stunning folded design on a base construction
which is accessible to the public. The towers
will become part of a new city quarter by 2022,
breathing new life into the banking district.

190

first high-rise building in Germany to receive a
WiredScore platinum certification. ‘The future of
many companies hinges on their connection to
the internet. More and more firms are storing data
in the cloud. If the internet connection isn’t up to
the job, they’ve got a problem,’ warns Diekow.
ONE therefore guarantees a stable network,
excellent landline and mobile phone reception,
full-coverage, secure wi-fi, and flexible lines
that can be upgraded as required. This is by
no means the norm: Helaba’s 2018 real estate
report found that, in many of the central locations
favoured by Frankfurt’s finance community, only
around half of the vacant office facilities were
fitted with modern equipment.
In principle, there is still an adequate supply of
office space in Frankfurt. However, the vacancy
rate has almost halved in the last 10 years and
there is a shortage of modern options in central
locations: ‘Good facilities are rare,’ confirms
Winkelhardt. CA Immo is working on new project
developments aimed at preventing potential
bottlenecks , however. ‘We’re looking to establish
a good mix incorporating attractive, publicly
accessible community spaces,’ says Diekow: ‘Less
mono-functionality, more urbanity and life.’ l

49 St

63.4
ONE - Key facts
Height: 190m
Floors: 49
Total leasable area: 63,400 sq m
Car parking spaces: 470
Cycle parking spaces: 610
Scheduled completion: 2021
Unlike all other high-rise buildings
in Frankfurt, ONE doesn’t just
house several types of use
under one roof – it positively
encourages synergy. The public
lobby, a co-working area and the
Skybar on the top floor form the
urbane heart of the building. The
lower third is already leased as a
four-star hotel with a restaurant
and conference zone. The
remaining floors are designed for
office space.

Issue 3 October 2019 | Real Asset Insight 31

Strong demand for new
and modern office space
Helaba’s Amra Saric
(left) and Dr Ralf
Verwiebe

Dr Ralf Verwiebe, vice president real estate
finance southern and western Germany,
and Amra Saric, syndication business
specialist, have been looking after the
financing of the ONE office and hotel tower
for Helaba. Here, they explain why the
time is now ripe for mixed-use high-rise
buildings with office space in Frankfurt.
ONE numbers among Frankfurt’s
biggest high-rise projects. How did the
collaboration with the investor and project
developer, CA Immo, come about?
Dr Ralf Verwiebe: CA Immo considered
various banks when seeking funding for
the ONE project, but finally chose us as
its partner. We had a strong interest in the
project, given the favourable location of the
site in the up-and-coming Europaviertel.
We were already well-acquainted with
CA Immo, we knew the company had a
strong credit standing and we were keen to
continue our long-term collaboration.
How is Helaba financing the construction
of the 49-floor tower?
Amra Saric: We’re financing the project as
the sole underwriter and then as the leader
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of a syndicate of banks. The financing
encompasses not only the project phase
but also the subsequent management
phase. Being the sole underwriter means
that we’re the only bank guaranteeing
the required lending volume to CA Immo
– we don’t involve other lenders until a
later stage. This approach facilitates rapid
financing.
Verwiebe: The project involves several
hundred million euros' worth of investment.
Borrowing on this scale always entails a
certain risk, of course, but the customer’s
parameters made sense to us. The capital
ratio was high, and CA Immo already
owned the site. What’s more, the company
waited until the time was right to implement
the project.
Why is now a good time?
Verwiebe: The office market in Frankfurt is
growing. There’s strong demand for new,
modern office space offering standards that
old buildings just can’t compete with.
Saric: Added to this was the fact that the
hotel part of the tower – which accounts

for a third of the rental space – had already
been leased to an internationally successful
chain of hotels and so was no longer on the
market.
So is the time ripe for project
developments of this kind?
Verwiebe: Absolutely. For years now,
there’s been a positive market setting.
We’re seeing strong demand for office
space in Frankfurt and rents are on the rise,
especially for new buildings.
It’s true that there’s an adequate supply
of available office space in principle,
given the vacancy rate of 9.8%. But the
fact is that it is on the decline – 10 years
or so ago, it stood at 15%. That’s why
we’re assuming that rents will continue
on an upward trajectory, especially for new
office buildings.
The fact that much of the vacant space
is in older buildings is boosting demand
for facilities that offer all the mod cons. Of
course, some say that this market boom
can’t last forever – but we’re not seeing any
signs of a slowdown yet. l

Strategy – Helaba

Wars Sawa Junior is one
of Warsaw’s most popular
shopping centres

Construction boom on the Vistula

F

rankfurt is not the only city
experiencing growth. In Poland, too,
the urban development boom is
continuing unabated. Whether in Krakow,
Szczecin, Gdansk or Wroclaw – everywhere
you look, there are excavators and cranes
at work.

The construction boom is particularly
strong in the capital city, Warsaw. Here,
too, Helaba is involved in financing
projects that will not only change the urban
landscape of this great metropolis on the
Vistula river but also enhance the quality of
life for its millions of citizens – generating
value for all.

two smaller twin constructions in the city's
up-and-coming Wola district: in 2017,
it garnered the Best Office & Business
Development award.
Another interesting development is
Powisle, a former electric power plant
which is being given a new lease of life as
a riverside lifestyle location featuring bars,
apartments, shops and offices.
A residential and office campus is taking
shape on the site of the former Koneser
vodka factory, preserving and incorporating
the attractive red-brick industrial buildings
dating back to the late 19th century.

Take for example the Wars Sawa Junior
shopping centre: built in the early 1970s,
this was originally home to Warsaw’s first
ever department store. Following numerous
refurbishments and extensions, it now
numbers among the city centre’s most
popular shopping destinations, welcoming
more than 60 million visitors every year.
Two thirds of the centre’s 37,000 or so
square metres are leased to prestigious
retailers, while a third provides office and
warehouse space.
Then there is the Warsaw Spire office
complex, a 220 metre high tower with

Warsaw Spire in the city’s up-and-coming
Wola district

‘Old factories and
market halls are being
repurposed as urban
lifestyle locations along
the lines of New York,
rubbing shoulders with
modern office towers
in the Frankfurt style:
Warsaw’s cityscape
has undergone a huge
transformation over
recent years.’
Georg Blaschke, senior vice
president international real
estate finance, Continental
Europe, Helaba
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Europe needs to get ready for
high-tech, multi-storey facilities
The far east has shown how building vertical warehouses can
meet the challenge of land shortages in and around cities
‘There’s
intensification of
use on a single
vertical site and
there is also
side-by-side
co-location.’
Andy Harding, JLL UK

N

ew logistics buildings in Europe will have
to be high-spec, high-tech, multi-storey
and multi-tenant facilities to make the best
use of the little space available, Andy Harding,
head of industrial & logistics at JLL UK, told Real
Asset Insight.
Asia has led the way and in Singapore nearly
100% of the buildings are multi-level with ramp
access so HGVs can get to the top floor and
they are used for ‘a whole plethora of uses’
including freight, logistics and e-ecommerce
activities, says Harding.

These buildings are state-of-the-art, he says:
‘At the 100,000 m2 DHL headquarters they are
storing wine, which is really heavy, right up
to the ceiling on the third floor, which would
seem to defy logic, but it’s a 12-metre high clear
warehouse with 25 kN per m2 and it feels like
the ground floor.’

MOVING ON UP
Things are already moving in that direction
in Europe. In Munich there are three multilevel facilities, which are fully let to different
occupiers to create a ‘clustering effect’. In Paris
the Chapelle International development is a rail
terminal and logistics centre but it also includes
residential, a data centre and retail units.
In London ‘there’s a real commitment to start to

provide proper multi-storey accommodation’,
Harding says. ‘There are 25 multi-level schemes
being considered in London at the moment.’
There is a new three-storey scheme at
Silvertown, near London City Airport, ‘which is
the closest to the Singapore type of product we
are going to see for a while’, Harding adds. ‘It is
beautifully located and will really suit the lastmile logistics operators.’
Another four-floor scheme is in Park Royal, in
north-west London, which is awaiting planning
consent. ‘There are 1,200 businesses within 1.5
miles of the planned building, with cargo lifts all
the way up to the fourth floor,’ says Harding.
Some are mixed-use, with logistics facilities
on the ground floor and student housing
above, which the local authorities are actively
promoting. ‘There’s intensification of use on a
single vertical site and there is also side by side
co-location,’ he says.
The challenge, in London and other cities in
Europe, is finding land. ‘In London the projection
is that by 2040 we will have 10.8 million people,
so we need more housing: 66,000 new homes
are required year-on-year to accommodate
the increase in population. Already 1,300 ha
of industrial has been lost to residential since
2005, so there’s a real issue at the moment.’

Land availability is the biggest challenge for logistics

T

echnological innovation and
changing customer demands are
creating challenges for the logistics
sector, but the key problem is more down
to earth. According to experts, land
availability is the biggest issue.
‘Land is the biggest driver,’ says Buddy
Roes, COO & Northern Europe MD at
Logicor. ‘We feel comfortable because we
own 621 logistics buildings, 14 mln m2 in
17 countries in Europe.’
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High demand and shortage of supply is
leading to zero vacancy rates and a rise in
speculative development.
‘After the financial crisis there was a
very low rate of speculative schemes
but now they are increasing again
because given the demand it’s a nobrainer,’ says Ingo Steves, MD of Gazeley
North Europe. ‘We are pure developers,
it’s in our DNA, and now it’s the right
time in the cycle to harvest returns, but

you need land and you need capital,
especially in Northern Europe.’
Land prices are increasing, especially
in areas like Northern Germany, the
Netherlands and the UK. ‘Land values are
getting close to, or even improving, on
residential values,’ says Andy Harding,
head of industrial and logistics at JLL UK.
The shortage of land is leading to
innovation, which does not have to be

Insight & Strategy – Logistics

Future-proofing logistics assets
‘crucial’ for fast-changing markets
Modern warehouses need to incorporate features such as
robotics and automation to anticipate advances in technology

T

he winners in the logistics sector will be
those able to anticipate trends and futureproof their assets.

chain automation and more just-in-time,
but ‘planning for the next 10 years is a real
challenge’, says Raimund Paetzmann, vice
president, corporate real estate, at Zalando. ‘I
think the biggest topic will be autonomous cars,
which will have a huge impact on infrastructure.
Less parking will be needed and streets and
cities will have to be re-imagined.’

‘Future-proofing buildings is crucial,’ says Andy
Harding, head of industrial & logistics at JLL
UK. ‘But with robotics and automation there
are changes and innovations happening all
the time, so it is difficult to design buildings to
accommodate the future.’

FLEXIBLE SECTOR

Key is having enough energy to power the new
automated systems. ‘Access to power will be a
real focus going forward,’ says Harding, adding
that a lot still needs to be done on this front.

Despite the challenges, logistics is well-placed
to change because it has always been able to
adapt and landlords have always had to be
flexible to cater to different types of business
with different profiles and different needs.

Ingo Steves, managing director of Gazeley
North Europe, says: ‘Warehouses might have
to be built with roofs that are ready for drones,
because Amazon want to use them more. But it
is difficult to know if European cities will allow
drones or not.’
In a fast-moving world it is not just what you
build, but also how fast you manage to build it,
adds Steves: ‘Amazon wanted a robotic centre
in Hamburg. We agreed in December, on 1
January the first column was up and by May
the centre was operational. The project was
completed in a five-month time-frame’.
In future there will definitely be more supply

There is nothing new under the sun, says
Buddy Roes, chief operating officer & northern
Europe managing director at Logicor: ‘Logistics
has been used to a changing environment
since it was invented, it has always been agile
and clever. We have been building automated
systems since the 1960s and 70s.’
In future there will be a change from current
distribution behaviour that sees ‘zillions of
goods stuck in a warehouse lying around until
someone orders them,’ adds Roes. ‘I am making
a big bet on Amazon knowing that I will order
something in six months’ time so they can start
doing the production and shipping and when I
figure out I want it it’s already there.’

‘It’s the right time in the cycle to harvest
returns, but you need land and you need
capital, espcially in northern Europe’
Ingo Steves, Gazeley
high-tech – it can also mean being
resourceful and finding creative solutions
to new problems.
‘In London now e-tailers are looking at all
sorts of weird and wonderful ways to be
able to get goods to the customer in as

‘Logistics has
been used to
a changing
environment
since it was
invented, it has
always been
agile and clever.’
Buddy Roes, Logicor

short a time as possible,’ says Harding.
‘They are looking at basement car parks,
10 floors underground, redundant office
buildings or retail units.’
The high street in the UK has suffered, he
adds, so shops are being repurposed as

delivery centres: ‘There are lots of places
that are not your standard warehouse and
they are right in the middle of the city.’
And it is not all about e-commerce, says
Harding: ‘It is not just the e-tailers fighting
for space: there is F&B, hospitality,
construction, self-storage and so on.’
‘I realised some years ago that
warehouses were the future,’ adds Roes.
‘That’s when I switched from retail to
logistics and I’ve never regretted it.’
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Strong fundamentals rekindle
investors’ interest in Spain
Economic growth above Eurozone average leads to
record increase in foreign direct investment
‘Recently we have
seen increasing
interest by
newcomers like
Mexico, China
and Brazil.’
María Jesús Fernández,
Invest in Spain

T

he renewal of investors’ interest in Spain
has been remarkable and shows no signs
of faltering, while economic growth has
been accelerating, María Jesús Fernández,
executive director, ICEX – Invest in Spain, told
Real Asset Insight.
Spain’s economic growth is well above the
Eurozone’s: GDP grew by 2.6% in 2018,
against a Eurozone average of 1.8%, while the
forecast for this year is +2.2% against +1.3%.
The country’s strong economy has created 2.5
million jobs since 2014 and there has been a
current account surplus for six years in a row.

INCREASED INVESTMENT
Last year foreign direct investment rose to
nearly €53bn, a record increase of 31.6% on
2017’s €40bn and the first time ever that
FDI flows had broken the €50bn barrier. Spain
is now the second largest recipient of greenfield
investment in Europe after the UK and the fifth
among developed economies in the world after
the US, the UK, the Netherlands and Australia.

Investments in real estate were more than
€10bn last year, and property, logistics and
tourism combined accounted for more than
€25bn, or half of total FDI.
‘Real estate certainly is one of the most
attractive sectors and last year accounted for
over €20bn of capex, 61% of which came from
foreign capital, mainly from North America, the
UK and France,’ says Fernández. ‘Companies
like Cerberus, Lone star and Blackstone have
been very active, but recently we have seen
increasing interest by newcomers like Mexico,
China and Brazil, as well as sovereign wealth
funds from the Middle East, China and Singapore.’
Confidence is high: all major credit rating
agencies have raised Spain’s ratings, and
companies that have invested feel they have
made the right choice. In a recent survey
conducted by Invest in Spain among more than
520 companies present in the country, 93% of
respondents said that they were planning to
maintain or increase their investment in Spain.

‘Opportunities in all sectors and markets’

S

pain offers good opportunities in all
real estate sectors and in secondary
as well as primary markets, according
to Reno Cardiff, international partner at
Cushman & Wakefield (pictured). ‘Spain
has become one of the main FDI
destinations worldwide,’ he told Real Asset
Insight. ‘A lot less is being built so growth
is sustainable now’.
The office sector is experiencing sustained
demand and there is a focus on quality
space, Cardiff said. In Madrid vacancy rates
are 4% in the centre and 7% in the CBD,
while Barcelona is outperforming thanks to
the tech boom in the city. Vacancy rates are
2% in the CBD and city centre and 3% in the
new business area.
‘We see rents going up in the prime markets

this year, but we also see rental growth in
secondary markets,’ he says. ‘Total returns
are 15%, which is really positive.’

positive factor for them
is that ‘the market is very
transparent’, Cardiff says.

The hospitality sector is another obvious
destination for investment, as tourism
continues to grow. ‘Tourist visits are 1.8
times Spain’s entire population,’ says
Cardiff. ‘The equivalent of Germany’s entire
population goes to Spain every year.’

The share of online sales is 1.8% in Spain,
half the European average, which means
there is a lot of catching up to do. Internet
shopping is increasing at 20% a year and
this is fuelling demand for logistics assets.
In and around Madrid, net take-up of space
has increased by 90% and vacancy rates
have halved in the last six years.

Retail, which is suffering elsewhere, is doing
well. ‘Spain is not over-developed in terms
of shopping centres and is well below the
European average,’ he says. ‘Some areas
don’t have strong high street locations so
shopping centres are the answer.’
Sales increased by 3% last year, which
is ‘what investors want to hear’. Another

Alternative sectors are also attracting
investors and represent around 20% of total
volume. The ‘absolute star’ at the moment
is student housing, says Cardiff, as ‘demand
is increasing and current provision is only
6%, so student housing will experience
huge growth in Spain’.
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Investors encouraged to
explore road less travelled
Spain’s secondary markets, including logistics and student
accommodation, offer abundant opportunities, say experts
‘Secondary
markets still need
to be explained
and we are
working on
spreading the
message.’
Javier Martin,
Nuveen Real Estate

S

econdary markets in Spain are attractive for
investors targeting different asset classes,
from logistics to retail to alternatives.
Experts believe that investors risk missing good
opportunities if they do not explore the road
less travelled.
‘Secondary markets still need to be explained
and we are working on spreading the message,’
says Javier Martín, senior portfolio manager,
Spain, at Nuveen Real Estate. ‘Among some
investors there is still a certain resistance to go
to secondary markets.’
The logistics sector is a good example because
there is a lot to do. ‘In places like Valencia,
Seville or Bilbao there is virtually nothing there,’
says Martín. ‘There is a lot of outdated stock
so extensive modernisation is needed. In some
places, like Toledo, there are some good quality
developments taking place. We were among
the first to buy warehouses in Valencia, but now
others are following in our footsteps.’
Student housing is another example – there are
many excellent university towns in Spain which
offer opportunities in this fast-growing sector.

‘We did not want to have a presence just
in Madrid or Barcelona, but in places like
Salamanca and Seville as well,’ says Audrey
Klein, former managing director, international
institutional clients, at Corestate Capital Group.
‘The two big cities will always be popular, but
demand in secondary cities is picking up and
places like Valencia are really booming.’
Retail is another sector where the Spanish
story does not fit into the typical European
mould. ‘It can be difficult to explain quite how
different retail is in Spain,’ says Hernán San
Pedro, head of investor relations and corporate
communications at Lar España. ‘Many places
have no quality retail offer, so there are a lot of
opportunities out there. Last year we bought an
asset near Valencia, which is fully let, and we
are in the process of buying another in Seville.’
There is a very low density of commercial
space in Spain compared to other countries:
1 m2 per 1,000 inhabitants, compared to 5 m2
in the UK and the US. There are a total of 500
shopping centres or retail parks in the country
and e-commerce penetration is growing, but
remains very low by European standards.

Spec return is positive sign for the Portuguese market

S

peculative development has
returned to Portugal for the first time
in 10 years, in a sign of the positive
outlook for the market.

says Coelho: ‘It is crucial to have an
internationally recognised vehicle and
listed companies will have liquidity. It is a
very important step for Portugal.’

‘Portugal used to be on the periphery of
Europe, but that is no longer the case,’
says Pedro Coelho, chairman of Square
Asset Management. While it can never
achieve the scale of the Spanish market, it
has the advantage of being ‘less volatile,
with a reliable government, political
stability and positive GDP growth’.

After 10 years of virtually no construction
except in residential, ‘now finally we see
speculative development in both resi and
offices’, Coelho says. ‘I expect that with
the new supply prices will stabilise.’

A new law in January will introduce
REITs to Portugal, following in Spain’s
footsteps. This is a positive development,
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Prices have been rising and are high
in the main cities of Lisbon and Porto,
but ‘prices in secondary cities are still
lower than they were before the financial
crisis, so there are still opportunities to
be found’, he says. He singled out retail

in particular as a sector that has great
momentum.
Logistics has attracted investment and
alternative sectors such as student
housing have also been doing very well,
as demand grows due to the influx of
international students from Portuguesespeaking countries like Brazil.
‘We are involved in student housing
in Lisbon and Porto and the market is
promising,’ says Javier Martín, senior
portfolio manager at Nuveen Real Estate.
‘The only problem is that we have a €50m
threshold so it can be difficult to invest in
smaller markets.’
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Stable and investor-friendly
– ‘Spain is hot right now’
Country joins UK, France and Germany in top four
destinations as institutional interest grows

B

ig institutional investors are now
targeting Spain, which has become
one of the top four destinations in
Europe alongside the UK, France and
Germany. ‘Spain is hot right now, there
is no other way to describe it,’ says
Audrey Klein, managing director,
international institutional clients, at
Corestate Capital Group.
‘Big international companies are
increasing their allocations to Spain and
more funds are coming,’ says Carlos
Portocarrero, partner, head of real estate,
at Clifford Chance. ‘It is a very active and
diversified market. We are not the UK or
France yet, but we are getting there.’
What is encouraging is that investors
are coming with a long-term outlook and
targeting different sectors. ‘It is good to
see that core money and opportunistic
capital now co-exist, which shows the
range of opportunities that are available in
Spain,’ adds Portocarrero.
Spain has acquired a reputation as a
stable and investor-friendly country. ‘I
hear more and more investors who want

to increase their allocations to Spain
and are here to stay,’ Portocarrero says.
‘They know that it is a flexible but steady
country. Social housing can be subject to
regulatory requirements, but in general
rules and regulations are light and
favourable to investors.’
Political risk does not feature at all in the
list of concerns for investors, says Klein:
‘It is simply not an issue. Even Catalonia
didn’t come up in my discussions with
clients, they are very relaxed. What they
focus on is that things are improving at the
micro and macro level in Spain.’
The new government is unlikely to bring
any dramatic change. In any case, it is
the ‘second tier’ that guarantees stability
and continuity, says Portocarrero: ‘Spain’s
civil servants are extremely serious and
competent and they create a wall against
politicians’ worst instincts.’
A Berlin-style cap on rents is being
discussed, which is causing some
concern, but according to Portocarrero
‘it will not happen. I see a bright future
ahead for Spanish real estate.’

‘Big international companies are
increasing their allocations to Spain
and more funds are coming.’
Carlos Portocarrero, Clifford Chance

‘Tourism forecast
is very sunny’

G

rowing demand and low or
obsolete supply in Iberia are
combining to make the hospitality
sector a sure-bet investment. ‘Spain is
the most competitive country in terms
of travel and tourism, the industry is
strong, and demand is increasing,’
says Jaime Buxó, chief development
officer at Grupo Barceló. ‘The forecast
is very sunny.’
Spain is the second most visited country
in the world after France and last year
international visitor numbers reached
82.8 million, the highest on record.
Arrivals have increased by 28% in the
last four years, and are expected to
reach 110 million by 2030.
Visitor numbers to Portugal also
reached a record number last year, up
47% since 2014 to 15.4 million, and the
forecast is for 33 million tourists a year
to visit the country by 2030.
The hospitality sector is attracting a
lot of attention. Last year Blackstone
acquired Hispania for €2bn, which
has made the US group the largest
hotel owner in Spain with 13,000 keys
and has underlined the country’s
attractiveness for private equity.
Bruno Hallé, partner, co-head hospitality,
at Cushman & Wakefield, says: ‘There
are still opportunities in refurbishment
and repositioning. The big portfolios
may have gone, but it is still possible to
cherry-pick good assets.’
Spain leads Europe in the resorts and
sun and beach segment, accounting for
25% of all rooms. But, says Buxó, ‘there
has been zero growth of supply in this
segment and 65% of existing supply is
obsolete. Things are changing now and
the Balearic islands have taken the lead
in repositioning hotel stock.’
Grupo Barceló has invested €12m to
improve its hotels and resorts. ‘It really
paid off for us. We have increased
the number of rooms by 20% and
have achieved 40% ROI through our
refurbishment efforts,’ says Buxó.

Issue 3 October 2019 | Real Asset Insight 39

Insight & Strategy – Iberia

Mega-trends pay
dividends for Azora

B

eing one step ahead of the curve
pays dividends, says Cristina
García-Peri, director of business
development & strategy at private
equity firm Azora.
‘We pioneered alternative asset classes
in Spain,’ she explains. ‘We got involved
in residential for rent, creating the first
multi-family rental housing platform.
We were the first mover on vacation
hotels as an emerging asset class and
we created the largest student housing
platform outside the UK, which we sold
in 2017 with a 30% IRR. It is important
to identify mega-trends’.
The next step for Azora is the launch
of the first investment fund focused
on senior housing. ‘We now realise the
impact on the market of demographic
trends – Spain has the world’s highest
life expectancy,’ says García-Peri.
Alternative sectors are less crowded
than other real estate asset classes and
they also give the opportunity to add
value. ‘Real estate is really changing,’
García-Peri adds. ‘The focus is not on
bricks and mortar but more on the
operations, which have become key.
We like to add value as managers, we
focus on returns and generate alpha
above market growth, so we are not
afraid of complexity and we are happy
to reposition assets’.
García-Peri says direct lending is
becoming an opportunity for the first
time in Spain: ‘Spanish banks, which
have monopolised the market, are now
neglecting to finance attractive projects
because they are overcautious and
afraid of reputational risk.’
Real estate specialists like Azora can
therefore step in and generate superior
returns. ‘We have proven experience
in the real estate debt sector through
direct investments, debt-to-equity
transactions and complex restructuring
situations,’ says García-Peri. ‘At
this point in the cycle we see many
interesting projects.’
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Dynamic sector leads to
‘student housing frenzy’
Spain is the world’s most popular destination for
international students, meaning demand is huge

S

tudent housing is the hottest sector
in real estate in Spain as investors
scramble to meet increasing demand.
‘There is a big rush to invest in the sector
in Spain,’ says Brian Welsh, CEO of Nido
Student. ‘The market fundamentals are
very attractive and the PBSA versus
residential yield spread is high.’
Demand is increasing because Spain
is ‘the most popular destination for
international students in the world’, Walsh
adds, with 42% coming from Europe, 35%
from Latin America and 11% from Asia. The
range of courses taught in English keeps
increasing and the number of international
and postgraduate students has doubled.
‘Student housing is a really dynamic
sector in Spain and demand is huge,’
says Audrey Klein, managing director,
international institutional clients, at
Corestate Capital Group. ‘You could call it
a student housing frenzy.’
Demand for student accommodation
outstrips supply by three to one, she adds:
‘There is plenty of room to grow. I see a
lot of runway ahead.’
Corestate, which is the biggest player
in student housing in Germany, has now
‘moved aggressively on to Spain’, Klein
says. ‘It is not just international students,
but domestic students as well. They
traditionally used to live at home, but now
they want to live together because coliving is a very strong trend.’
Co-living and student housing are slightly
different concepts, she explains, ‘but

they are part of the same trend towards
urban living and they are both driven by
millennials’.
You have to know your market, she says:
‘We did a survey of students in Spain and
they expressed a preference for smaller
rooms but bigger co-living areas and a
swimming pool, while in Germany, for
example, it’s the other way round.’

UNDERSTANDING MARKETS
Each market is different and needs to be
studied and understood, agrees Welsh:
‘Our original idea years ago was to apply
the UK style model, then we realised we
had to learn from the locals and adapt.
In Spain, for example, catering is a must.’
The one thing that applies to all markets,
including the Spain, is the need to listen
to students, he says: ‘Brand building
is key in a world of lifestyle seekers.
Student housing is a highly intensive
operational asset class. You have to build
communities, promote positive well-being,
educate and encourage sustainable
living and use design and technology to
enhance residents’ lives.’
Nido has launched an app because
‘physical and communicative tech
integration is no longer just a nice to have,
but it’s an absolute must’.
Corestate opts for development over
repositioning, says Klein: ‘We prefer to do
everything from the ground up, because
it is very difficult to reconfigure existing
space like offices to today’s students’
demands.’

‘There is a big rush to invest in the sector
in Spain. The market fundamentals are
very attractive.’
Brian Welsh, Nido Student

Insight & Strategy – Poland

Poland – a real gem for investors
Dorota Wysokińska-Kuzdra, senior partner, Corporate Finance CEE, at Colliers International,
says there are investment opportunities in all real estate sectors across Poland.

T

he Polish real estate market is in very
good shape. All asset classes are
evolving and doing very well.

The main driving force for offices is the
development of the business process
outsourcing (BPO) and shared service
centre (SSC) sectors. In fact, what we have
seen is that these sectors are also driving
the development of the residential market,
both the traditional one, meaning flats for
sale, and also the new alternative asset
class – the private rental sector (PRS).
PRS is and will continue to be on a radar
of many investment funds. Both PRS
as well as PBSA (purpose-built student
accommodation) are anti-cyclical in nature.
Many investors are expecting a correction
in the cycle, so are trying to diversify their
portfolios by asset classes which are
more driven by demographics, rather than
simply by the real estate cycle.
The student housing concept is already
proven, not only from the operational side

of a few market players who are active
in Poland, but also from an investment
point of view. This year we advised in the
first investment transaction when Kajima
Student Housing, in a joint venture with

‘Many investors are
expecting a correction in
the cycle, so are trying to
diversify their portfolios
by asset classes which
are more driven by
demographics.’
Dorota Wysokińska-Kuzdra,
Colliers International
Griffin Real Estate Partners, bought the
Student Depot Group, the largest owner
of student housing in the market, from
Oaktree Capital Management.

Other investors are trying to enter the
Polish market as well. The only obstacle is
the limited amount of private dorms.
The same goes for PRS – investors’
interest is huge, but the product is so
far limited. This creates opportunities
for developers as well, who may want
to diversify their activities. In my opinion
a lot of players are waiting to see the
performance of the first PRS project of
Echo Investment and Pimco. Nevertheless,
we see few players preparing PRS
products for both development and
investment.
The retail sector is also reporting very
good figures in operational business. The
good thing is that investors’ sentiment is
slightly turning to this asset class as well.
However, office and logistics are still the
absolute stars in terms of volume and
market share. Whether 2019 will be a
record year or not – we will see. But it will
be yet another very good year in terms of
investment volume for sure. l
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LaSalle: Plus ça change?
In 20 years of E-REGI index, much has changed but some things have
remained remarkably consistent.

By Simon Marx, Director of Research & Strategy, LaSalle Investment Management

T

hroughout the 20-year history of LaSalle’s
European Regional Economic Growth
Index (E-REGI), many new drivers of real
estate demand have emerged, from flexible
working patterns to energy conservation
and sustainability. However, across the two
decades in which we have scored and ranked
each European city region through the index, a
number of themes have remained constant.
One has been the adaptability and resilience
of the European real estate market, even when
shocks such as the dotcom crash and the global
financial crisis have caused major economic
dislocations. Local economies characterised
by high diversification, wealth and size have
consistently performed well against the criteria
of medium-term economic growth prospects,
the quality of business environment and the
level of human capital and wealth.
In 2019, this was in evidence in how London
improved its score from 2018 and extended
its lead at the top of the rankings, despite
continued political uncertainty. It is true, our

LaSalle E-REGI 2018
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forecast’s base-case assumption is for the UK
to exit the EU with a deal in the coming months
and most likely remain in a customs union or
similar with the EU for an extended period. A
no-deal Brexit would undoubtedly negatively
impact the rankings of UK’s cities, with London
the most exposed. Yet while London’s continued
leadership may be threatened somewhat by the
outcome of Brexit during a period of adjustment,
it remains unparalleled in Europe in terms of the
scale, flexibility and diversity of its workforce
and skills base.
The continued strong performance of Nordic
cities, whose tech-centric economies were able
to quickly adapt to and internalise technological
trends following the dotcom crash and have
flourished ever since, is also testament to
this resilience. Stockholm (4th), Oslo (6th) and
Copenhagen-Malmo (8th) all remained in the
top 10 in 2019, thanks to their well-educated and
highly productive workforces.
A second recurring theme has been the
continued concentration of over half of all
institutional real estate capital into the UK,
France and Germany, even as southern, central
and eastern European markets have emerged

Strategy – LaSalle Investment Management
as risk and return diversifiers. Within that
trend, the outperformance of London and
Paris has been ever-present, with both cities
at or near the very top of the index since the
research was first undertaken in 2000.
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Pockets of southern, central and eastern
Europe did increase their appeal to real estate
investors this year. Madrid and Barcelona
were notable improvers, rising to 10th and
15th respectively, amid strong forecasted job
creation. Bucharest (up 40 places to 45th) and
Moscow (up 48 places to 49th) were among
the most upwardly-mobile cities.
Outside of Paris, cities such as Lyon (up five
places to 14th), Toulouse (up five to 27th) and
Bordeaux (up three to 48th) improved their
rankings due to more positive employment
prospects thanks to tax and job market
reforms.
However, the picture was more mixed in
Germany, where a number of cities were
impacted by an industrial sector negatively
affected by weak global trade and elevated
uncertainty. While Munich held on to 5th
position, Stuttgart fell out of the top 10 due
to its higher reliance on export-oriented
manufacturing. Conversely, Berlin continued
its structural progress and climbed to 13th
position, achieving its joint-highest rank ever.
A third pattern of note has been how, since
the global financial crisis, the disparity
between the top and bottom quintile of cities
has widened to its greatest ever level. The UK
has best exemplified this two-speed market
in the past 10 years, recording significant
difference in performance between London
and other cities. While Germany, for example,
has seven cities in the top 30, and France has
three, the UK’s only representative is London.
This year, however, the gap between London
and the rest has shown signs of narrowing.
Thanks to a stronger service employment
outlook, almost all UK cities in the index have
improved their ranking, with Manchester (up
15 places to 33rd), Edinburgh (up 10 places
to 34th) and Bristol (up nine places to 40th)
all now in the top 40, while Glasgow (up 18
places to 51st) and Liverpool (up 20 places
to 58th) have been the UK’s biggest upward
movers.

The outperformance of
London and Paris has been
ever-present, with both cities
at or near the very top of the
index since the research was
first undertaken in 2000

London and Paris are well set to maintain their
lead, which other markets should investors be
exposed to going forward?
At LaSalle we group cities and regions by five
broad categories. The “Consistent” markets
(which include London and many of the French,
German and Nordic cities in the index) attract
most international investment and are textbook

Risk-return matrix by E-REGI group
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Looking ahead

E-REGI performance has consistently shown
a robust relationship with occupier demand.
These trends, therefore, offer valuable insight
to commercial real estate investors. Whilst
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outperformers, with real estate returns
consistently 25% higher than the other four
categories. Next are the “Affluent” cities (including
Aspiring
Structural
the likes of Geneva, Zurich
and Luxembourg),
Movers
which offer high risk-adjusted
returns due to
low volatility and steady returns. Assets in these
two categories should form the basis of an
institutional investor’s core long-term holdings.
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Selective and well-timed investments in the next
categories – “Cyclical Movers” (such as Dublin
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and many of the southern European cities in
the index) and “Structural Movers” (such as
Manchester, Berlin and Rotterdam) – can be
accretive to returns, but these can be volatile
markets and only for investors with experience
and conviction. The last category – the
“Aspiring” – contains the rising stars of Europe,
such as Warsaw, Prague and Budapest, that
have plenty of potential but generally have less
transparency and liquidity than more developed
markets.
Ultimately, investors should construct a
diversified portfolio, and to pursue both “low
beta” and “positive alpha” strategies. Core
assets serve as the best way to achieve
traditional “beta” portfolio benefits, with
higher-return strategies providing “positive
alpha” when market conditions allow. There are
periods when each style will outperform, but
given imperfect information about the future
and challenges in shifting between styles,
it is important to maintain exposure to both.
The Consistent cities are suitable for pursuing
both low-beta and positive-alpha strategies.
The Affluent cities are well suited to achieving
low-beta, while positive-alpha strategies are
better placed in Cyclical and Structural Mover
markets.
The E-REGI will continue to evolve, but what
will remain ever-present is the key role that
European real estate should perform in investor
portfolios. l
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‘Secondary cities are the new
frontier of hospitality’
A solution to ‘overtourism’ is to encourage visitors
to spread out away from the main city hubs
‘Secondary cities
are a good play
in France and
Germany and it is
an easier place
for investors to
start in a new
country.’
Andreas Löcher,
Union Investment

E

urope’s secondary cities are the solution
to the growing problem of ‘overtourism’,
experts have told Real Asset Insight.

‘Key cities like Paris, Amsterdam or Barcelona
are really suffering from overtourism, so the
solution is to open up the secondary city market
and regenerate hotels in these places,’ explains
Asli Kutlucan, chief development officer at
Cycas Hospitality.
‘Overtourism is a real factor that has led
some cities to come up with strong and clear
initiatives to regulate and limit mass tourism,’
adds Andreas Löcher, head of investment
management hospitality at Union Investment
Real Estate.
‘For social and environmental reasons, the
answer is to spread visitors out as much as
possible, away from the main city centres.’

TOURISM SET TO INCREASE
Tourism from India and China is ‘the next big
thing’ and is set to increase exponentially –
arrivals to Europe are predicted to more than
double by 2039.
‘These tourists are happy to explore the whole
country, not just the capitals, so the idea is for
them to stay outside the main cities and they
can move around by bus,’ Kutlucan says. ‘In

the Netherlands, for example, they can stay in
The Hague or Utrecht and from there travel to
Amsterdam and other places’.
For investors, secondary cities offer the
advantage of higher yields and less competition
for assets. ‘I would put my money in secondary
cities in France, where you can enjoy 10%-plus
yields,’ says Romain Gowhari, executive vice
president, head of transactions France – Hotels
& Hospitality Group, at JLL. ‘We believe there is
room for an increase in RevPAR in key regional
cities, because the supply is limited and the
quality of the hotels is very poor.’
‘Secondary cities are a good play in Germany
and France and it is an easier place for investors
to start in a new country,’ agrees Löcher. ‘It is
very tough to start in Berlin’.
A good strategy is to buy a large number of
smaller hotels and cluster them together to form
a portfolio, says Alexandre Couturier, partner at
law firm Clifford Chance.
‘We are setting up a fund which concentrates
on secondary locations at a European level,’
adds Löcher. ‘We are very active in secondary
locations in Germany, but we would be happy
to look at B cities in France as well. We find
regional markets very interesting because there
is strong growth there.’

‘Lack of supply is the biggest problem in the hotel market’

T

here is a scarcity of hotels on
the market at the moment and
supply is extremely low, Romain
Gowhari, executive vice president, head
of transactions France – Hotels &
Hospitality Group, JLL, told Real Asset
Insight. ‘There is a lot of frustrated capital
out there and we at JLL are struggling to
convince owners to put assets on the
market.’
At a global level the hotels transactions
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market remains healthy: $66bn was
invested last year in the hospitality sector
and the forecast for this year is $67bn.
‘Unfortunately for Europe we think that
the level of transactions in EMEA will
decrease from €22.9bn last year to around
$21bn in 2019, not because investors are
less interested but because of the
shortage of supply,’ explains Gowhari.
North America and Europe are the only
two continents that attract more capital

than they export, while Asia-Pacific and
China export more capital than they
import. ‘We think this is going to change
soon,’ says Gowhari. ‘Asian investors will
invest more in their domestic markets and
probably less in Europe because they have
nothing to buy.’
A few years ago the expectation was that
Asian capital would increase its presence
in the European hotel transactions market
to 20%, but actually it has been decreasing

Insight & Strategy – Hotels

Europe’s millennials drive growth
of ‘lifestyle’ hotel concept
A generation unwilling to be tied down by property
or place is leading operators to rethink their assets
‘An extended
stay and a
lifestyle hotel
is the perfect
solution for the
new generations’
demands.’
Asli Kutlucan,
Cycas Hospitality

M

illennials’ increasing mobility and new
demands are creating opportunities
to develop new hotel concepts, Asli
Kutlucan, chief development officer at Cycas
Hospitality BV, told Real Asset Insight.
‘This is an exciting time for creating new
combinations in the market purely based on
millennials’ lifestyle,’ says Kutlucan. ‘Unlike
previous generations, they don’t want to be
born, raised and retire in the same city, they are
very independent and are happy live and work
in different cities around the world.’
This generation is not interested in being tied
down by property investments, she adds. They
prefer to find jobs in locations where they can
live for six months or a year and then relocate
to another place where they can absorb the
culture and traditions of a different country.
Their new demands are being met by new hotel
concepts. ‘We have seen a massive change in
the market because millennials on a short stay
are not interested in a large room but just in the
functionality of the space where they are going
to sleep,’ Kutlucan says. ‘Their culture is all
about sharing and connecting, especially if they
are new in a city or country.’
What they prefer is the new lifestyle hotels
which come with small but comfortable and

practical bedrooms and have massive shared
areas where they can connect, drink, eat and
relax, she says.
‘This trend is set to continue,’ adds Kutlucan.
‘The lifestyle hotel concept is growing massively
and from our perspective the combination of an
extended stay and a lifestyle hotel, especially
under the same roof, provides the perfect
solution for the new generations’ demands.’
The first ventures into these new concepts
have been very successful, Kutlucan says: ‘We
opened our Moxy and Residence Inn concepts
in Amsterdam last year. In our first year and a
half we achieved phenomenal success. Happy
customers mean good money.’
The feedback from millennials in the fashion
and IT sectors but also from the more traditional
corporate world has been very positive, she
says: ‘They love the whole concept, so we are
planning to do more’.
Extended stay is not just for millennials, though
– it is an exciting market in general, especially
in France. ‘Big names like Marriott, Hyatt and
InterContinental are interested in France and
they see extended stay as a growth market so
they are bringing these branded extended stay
hotels into the country and seeking to extend
their footprint in the country,’ says Kutlucan.

‘Asian investors will invest more in their
domestic markets and probably less in
Europe because they have nothing to buy.’
Romain Gowhari, JLL
and in Q1 2019 it was only 8%, he says:
‘What we have noticed is that Asian
buyers are less interested in hotel
properties and are focusing more on
equity. They have been buying shares in
the largest hotel operators.’
The European market is increasingly

dominated by domestic players – in 2018
44% of capital was domestic and in Q1 this
year that has risen to 69% – but North
American funds have been showing a
lot of interest recently. Private equity,
which represented 20% of transactions
in 2016, accounted for 50% of all
transactions in Q1 2019.

Private equity’s growing interest has
a positive side, says Gowhari: ‘These
guys are short-term holders, which
means that they will sell in five years
from now, which is good because there
is a lack of liquidity on the European
market, especially in France where many
assets are owned by very long-term
buyers, either sovereign funds or
REITs or private individuals, which
doesn’t give much space to the
investment community.’
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‘Real estate will continue to
be the preferred allocation’
Low interest rates will keep property a part of portfolios,
but the industry must strive to find new products
‘Micro living
is yielding
more, 50-100
bps more than
residential, even
in established
markets.’
Lars Schnidrig,
Corestate Capital

L

ower for longer interest rates will keep
investors interested in real estate, but asset
managers must follow the megatrends and
find interesting new products, experts agree.
‘I am convinced interest rates will stay where
they are and that means you have to invest in
real estate,’ says Carsten Loll, partner, real estate,
at Linklaters. ‘As southern European states
cannot afford higher interest rates and Brexit
creates uncertainty, the only way the ECB can
act is to keep interest rates low.’
Allocations to real estate ‘are growing and will
carry on growing, as more investors want more
exposure to the sector’, says Thomas Veith,
partner, real estate, at PricewaterhouseCoopers.
It is most likely that interest rates will stay
unchanged, says Lars Schnidrig, CEO of
Corestate Capital Group, ‘but even if they do
go up a little real estate will continue to be the
preferred allocation because it is real, as the
name says, and it has to be part of the portfolio’.
Asset managers’ role in such a fast-evolving
and fragmented market is to spot the most
interesting trends and provide innovative new
products to institutionalise, adds Schnidrig: ‘If
you find the right product and you structure it
for a specific target group then you will find a
place in clients’ investment portfolio.’

An obvious example of this is micro living, says
Schnidrig: ‘It is the megatrend, the best you
can do as there is low competition and low
institutionalisation, not just in Germany but
across Europe’. Young professionals want to
move abroad and they are no longer prepared
to live in sub-standard accommodation, he
adds. Demand is high and most markets in
Europe are undersupplied.

MICRO-LIVING DEMAND
‘We are rolling micro living out across Europe
and we see a lot of demand from the Continent
and from Asia as well because it’s yielding
more, 50-100 bps more than residential, even
in established markets,’ he says. ‘In Ireland and
Poland you can get fantastic yields of 7-8% and
Spain is also a promising market.’
No one in this new field can claim to have been
around for 20 years, but investors do ask what
your track record is, Schnidrig says: ‘They don’t
want to invest triple digit millions in operators
who will not be around in five years, because
they have a 10-year business plan.’
Residential in all its niches and permutations
will be in demand, according to Veith. Looking
forward ‘any asset that has a bed in it will be
a significant opportunity’, he says. ‘If you have
a good, strong operator you can strategically
develop a market.’

Medium-sized cities are the backbone of German industry

I

nvestors ignore Germany’s secondary
cities at their peril. ‘International investors
don’t’ always realise quite
how fragmented economic power is in
Germany,’ Lars Schnidrig, CEO of Corestate
Capital Group, tells Real Asset Insight.
‘Medium-sized cities are the backbone of
German industry, just look at the share of
GDP they produce.
‘There are 180 cities with over 50,000
inhabitants with fantastic growth prospects
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and good assets,’ continues Schnidrig.
‘Their strength is the reason why Berlin will
surely grow but it will never acquire the
dominant status that Paris has in France or
London has in the UK.’
Even retail will continue to be interesting
in these smaller cities, he says, because as
big cities become expensive, people move
to smaller towns where they find more
affordable housing, but also a sense of
community.

‘We focus on commercial real estate
in Germany’s smaller cities, 30,000
inhabitants and over, assets that are more
stable than properties in the big cities,’ says
Tobias Schultheiß, managing partner at
Blackbird Real Estate.
‘We are seeing growing interest for two
reasons: it is a new type of property which
is not yet institutionalised and the risk
is comparable to multi-let buildings, as I
prefer assets with at least 10 tenants, which

Insight & Strategy – Germany

National politics ‘can have a big impact
on what is happening in real estate’
Authorities in Germany are proposing to impose regulations,
including rent freezes, to tackle housing shortages
‘There are
developments in
the residential
sector that I find
frightening.’
Norman Nathan
Gelbart, PriceWaterhouseCoopers

T

he German federal government and Berlin
authorities in particular are seeking to
impose heavy-handed regulations
and sending the wrong signal to investors,
claim experts.
‘The big picture is that Germany is and will
remain a hotspot for international investors, but
there are developments in the residential sector
that I find frightening,’ says Norman Nathan
Gelbart, partner at PricewaterhouseCoopers.
‘The federal government and Berlin’s state
government are creating an unfriendly
atmosphere for investors, spreading rumours
about confiscation and rentals freezes and
creating a crisis that doesn’t exist.’
The problem the authorities are trying to
solve is the lack of affordable housing, but
the approach they have chosen is misguided,
he says, and freezing rents while leaving
construction and labour costs to rise will create
an imbalance.
‘National politics can have a big impact on what
is happening in the real estate market,’ Gelbart
adds. ‘Talking about rental freezes sends a
message that the government wants to solve
the problem for one group at the expense of
another group and also it creates uncertainty
for international investors, as they don’t know
where this is going to end.’

In addition, Gelbart points out, the measure
does not solve the problem because there are
no guarantees that the people who really need
affordable housing will get it, as the landlords
are not required to rent the rent-controlled
apartments to those most in need.

‘COMPLETELY MAD’
‘I share the view that what is happening in the
residential sector in Berlin is completely mad
and very unfriendly to investors,’ agrees Lars
Schnidrig, CEO of Corestate Capital Group.
‘Politicians can promise rental caps but at the
end of the day they have to provide land plots
in the top seven or top 15 cities where people
cannot afford to live anymore.’
It is right to address the needs of the many who
feel left behind, adds Carsten Loll, partner, real
estate, at Linklaters, but what is happening in
Germany is ‘pure political propaganda’.
‘The City and the state have land, so if they
really want to solve the problem they should
get together with developers and build social
housing. Taking it away from people who have
paid for it is not going to work.’
We will have to wait to see if and when the
new regulations will become reality, Loll says,
but at least they will not have an impact on the
commercial real estate sector.

ensures that even if one tenant leaves you
don’t have a problem.’

nationwide to keep over the long term,’
says Schultheiß.

Investors showing interest, he says, are
smaller German family offices and also
London-based private equity firms. The small
ticket size is deterring Asian and Middle
Eastern investors from getting involved.

Residential is a different story and low
rents are a deterrent to development, he
adds. ‘In some secondary cities they have
an average free market rent of €5/m2
and below €8/m2 for new-builds. These
rents don’t even cover construction costs,
let alone the price of the land. It doesn’t
pay to build, so there are almost no new
residential buildings for rent.’

‘My properties start at €2 mln and go up
to €6-7 mln per asset, but the idea is to
grow it into a portfolio which is spread

‘We focus on
Germany’s
smaller cities, 30,000
inhabitants and over, assets
that are more stable than
in the big cities.’
Tobias Schultheiß,
Blackbird Real Estate
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Insight & Strategy – Germany

German market moves from
bricks and mortar orientation
Operational models in the flexible office, senior living and
student accommodation sectors are becoming mainstream
‘Operators
become a brand
and these brands
will be much
more successful
than traditional
players.’
Carsten Loll, Linklaters

T

here are big changes underway in
Germany’s real estate market, according
to Carsten Loll, partner, real estate, at
Linklaters, Germany.

The market is so competitive because most
international investors are chasing the same
product – core offices in the top seven cities
and logistics.

‘The German market is changing dramatically,’
he says. ‘We are moving from a bricks-andmortar orientation and yield orientation to a
more operational model, which you can see
not only in the office space, where WeWork is
certainly the first port of call, but also in other
sectors like senior living and student housing.
Operators become a brand and these brands
will be much more successful than traditional
players.’

‘I lost so many finals and semi-finals this year
in bidding processes that it is a pain,’ says Loll.
‘What makes me sceptical about the market is
that the pricing is too high and there is a lack of
product.’

The growth of WeWork has been ‘an
extraordinary story’, he adds. The company
is the biggest tenant of office space in
Manhattan and in London and is now operating
in Germany. ‘They have more than 10 centres
open and undergoing a phase of hyper-growth
so there are at least another 10 centres to
come and in terms of space that means a lot,
especially if you look at slightly overheated
markets like Munich where there’s hardly any
office space left.’

STRONG FOREIGN INVESTMENT
Steep pricing and a competitive environment
do not seem to deter foreign investors, who
are coming ‘from all over the place’, he adds.
‘They come from Asia, especially Singapore and
South Korea and now possibly Japan, but the
old investors from the US and the UK are still
very active.’
Germany is still seen as the safe haven in
Europe and this reputation has been boosted by
the problems the UK is experiencing with Brexit.
Turnover in commercial real estate was over
€60bn last year and this year’s figure is likely to
be equally impressive. ‘We will stay the leading
investment destination in Europe,’ Loll says.

‘Sustainability is now an absolute must’

C

ompanies are finding out that
all investors now ask what their
sustainability strategy is and they
expect a detailed answer.

‘Sustainability used to be a discussion
but now it’s an absolute must,’ says Lars
Schnidrig, CEO of Corestate Capital Group.
‘30% of all CO2 emissions are produced by
real estate, so what clients want to see is
social and environmental governance. They
want a clear ESG strategy with targets that
are measurable and transparent.’
This trend started in the Nordics, he says:
‘I think in Germany we are far behind, in all
fairness, but we must move quickly because
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sustainability is the next big thing. The
important institutional investors will never
buy from small asset managers because
they lack ESG and they lack transparency
and reporting standards.’

Corestate has spent the last year
developing its own sustainability strategy,
which is now published on its website, that
commits the group to reducing CO2 and
waste by 20% by 2025.

PLAYING CATCH UP

‘That is a commitment across our whole
portfolio, which means we need systems,
IT and processes to measure what is
produced and assess progress,’ Schnidrig
explains.

The real estate industry has ignored
megatrends and failed to realise that
property is no longer just about bricks
and mortar, says Carsten Loll, partner, real
estate, at Linklaters: ‘Things have changed
dramatically. The traditional real estate
industry must catch up or it will end up like
the German car industry, which was in very
good shape until Tesla and electric cars
showed up.’

He adds: ‘Such a big undertaking is not
my ambitious fantasy, it is what the clients
want. We are just at the beginning: the
ones who do not follow the trend will not be
successful in this market’.

Insight & Strategy – Sustainability

‘Partnerships are key to
sustainability and social value’
Felicity Beasley, head of client capital & investor relations at Cain International,
looks at what is needed to create long-term value from buildings

B

y 2050, the UN estimates that more
than two-thirds of us will live in cities,
compared to 55 per cent in 2018, with
the population expected to increase from
7.7 billion to 9.7 billion in the same period.
This represents an urban population of
5.3 billion, posing both a challenge and
an opportunity for those investing in real
estate in the future, as it will play a critical
role in how it shapes our environments
and how it tackles addressing a more
demanding and socially conscious society
in the process.
The real estate sector consumes around
40% of global energy each year, according
to the World Economic Forum. But
mindsets and legislation are shifting in a
positive direction to counteract this impact.
According to the McKinsey Global Energy
Perspective 2019, despite substantial
population expansion and economic
growth, energy demand is forecast to
plateau by 2035 as a result of a move
by businesses and governments to
innovate and implement sustainable
energy practices. Property is a capital
and resource-intensive asset with a long
lifespan, but the integration of technology
and sustainability best practices can
improve a building’s efficiency, resilience
and long-term value.

SUSTAINABILITY IN PRACTICE
We know it makes sense, but the question
is; how do we achieve this in practice?
How can we make a building sustainable
from inception to delivery to operation?
The challenge may seem daunting, but
the steps that we as real estate investors
can take to create sustainable assets
and communities are simple. We need to
understand the full supply chain involved
in delivering an asset to ensure a deeply
considered approach to sustainability, as

only dealing with what is in front of you
can only ever address part of the solution.
To ensure this, we take a partnershipcentric approach at Cain International,
where we work closely with our partners
from the inception of a project to ensure
that all relevant parties are fully aligned on
objectives and responsibilities.
We need to identify what sustainability
for an asset means in practice and across
its whole lifecycle. While it is important to
aspire towards BREEAM ratings and install
the right technology and infrastructure
to achieve this, we also need to think
about how the building will be used by its
occupants once completed.
It is not enough to create the appropriate
infrastructure, achieve a rating and
consider your job done when constructing
a new real estate space. We need to
consider how design principles can be
applied to ensure the building’s longterm appeal, with space configured to
encourage sustainably-minded tenants
and residents. We need to be thinking
forward and design space that can be
adjusted around occupants’ changing
needs over time and promotes sustainable
occupational practices.

commitments to community which we
believe is an integral part of a sustainable
approach. Our Shoreditch development,
The Stage, is built on the former site of
one of Shakespeare’s earliest playhouses.
To ensure the development adds more
than just bricks and mortar to the
neighbourhood, we have included a
performance area, park and purposebuilt visitor centre, creating a unique
development that respects local history
and enriches The Stage’s civic role in the
area in the long term.
This is what social value truly means: the
benefit that is felt by people – residents,
local businesses, wider communities and
whole cities – from any type of interaction
with a building through its lifecycle.
We should be under no illusion about the
scale of the challenge that lies ahead,
but focusing on the basics through
close collaboration and understanding a
building’s role in its community is a first
step we can all take. l

A central value of ours at Cain
International is to make long-term

‘We need to consider
how design principles
can be applied to
ensure the building’s
long-term appeal.’
Felicity Beasley,
Cain International
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Growth Agenda set to capitalise
on Belfast’s tech credentials
A young population and good transport links will bring many
opportunities for investors, particularly in the tech sector

T

and a 5G network, 230 flights a week from
London and strong connections with Dublin.

he office sector in Belfast is booming,
according to Sean Dolan, development
manager at Belfast City Council.

‘The city’s Growth Agenda, which aims to
revitalise the city, includes 1.5 million sq ft of
new grade A office space by 2021, 1 million of
which has already been delivered,’ he says.
‘Four out of five existing investors are choosing
to stay, invest more and expand.’
Planning permission has just been granted for
a new office block called The Sixth. Having a
business-friendly City Council helps. The plan
is to have a 20% increase in residents by 2035
and create 46,000 new jobs, especially in tech
and the knowledge economy.
‘Belfast is the top city in Europe for new
software development projects and the number
one globally for fintech investment,’ Dolan says.
‘There are opportunities also in data security
and analytics and cybersecurity. There is a
new science park and incubation hubs to allow
seedling projects to grow.’
One advantage the city has is its connectivity
and good transport links, with fast broadband

Another advantage Belfast has is its young
population, as 40% of its inhabitants are under
30. As part of the Growth Agenda, the University
of Belfast with its 15,000 students and staff is
relocating from the suburbs to the city centre,
which means there will be opportunities in
student housing. Some activity has already
taken place and 1,500 new purpose-built beds
have been delivered.

‘Belfast is the
top city in Europe
for new software
development
projects.’
Sean Dolan, Belfast
City Council

The hospitality sector is also growing fast, as
tourist arrivals increase. The plan is for 2,500
new hotel spaces to be ready by 2021, and
so far 1,300 have been delivered. ‘There are
opportunities in mixed-use developments at the
Belfast Waterside and also at the Titanic quarter,
where £400 mln has already been spent,’ says
Dolan. ‘One million tourists a year visit the
Titanic centre alone.’
The uncertainty over Brexit cannot be avoided,
but it could work to Belfast’s advantage whatever
happens, Dolan says: ‘After the UK leaves the
EU, Northern Ireland will be able to benefit to its
closeness to what will then be Europe.’

From the Beatles to supercomputers ‘Liverpool has it all’

B

usiness and culture, technology and
tourism: Liverpool has it all. ‘We have
a £31.5bn economy and 49,000 active
businesses, that are growing at a faster rate
than the rest of the UK,’ Rachael BamptonAiken, interim lead, inward investment
service, at Liverpool City Region, told Real
Asset Insight.

a tech cluster, while there are advanced
manufacturing hubs in the chemical,
pharma and manufacturing sectors.

use development and create a magnet for
the digital, tech and creative industries,
creating 7,000 jobs in the coming decade.

The city spends 4% of output on R&D
and healthcare and bio-manufacturing
are another focus. The Royal College of
Physicians has a new building in the city.

Liverpool City Council is also developing
the £1bn Paddington Village scheme in the
heart of the development zone and it plans
to connect the newly-regenerated areas to
the retail district in the city centre.

‘Over half of the UK’s trade enters via
Liverpool, which is also a tech hub and the
top city in the UK for immersive technology.’

The biggest property potential is to be
found in the Knowledge Quarter, BamptonAiken says, now known as Upper Central,
a 56-acre plot with 2.5 million sq ft of
development opportunities. The site runs
from Central Station to Liverpool Science
Park and the idea is to encourage mixed-

The Hartree Centre and IBM laboratory hosts
the UK’s largest supercomputing facility
and the plan is for it to be at the centre of
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Tourism is a vital element of the package,
Bampton-Aiken says: ‘Liverpool is the most
visited cultural destination in the UK outside
of London. Many are attracted by the
Beatles and by football, but we also have
Tate Liverpool and a lot else besides.’

Insight & Strategy – UK Opportunities

‘Build-to-rent is the missing
piece in the UK jigsaw puzzle’

‘Lot of capital still
interested in the UK’

T

he UK market now is a tale of
two investor types, says Jessica
Hardman, managing director, head
of UK Group, at DWS.

Investment in the country’s residential sector is a
no-brainer due to continued strong demand

I

nvesting in residential in London and
the UK is a no-brainer given the level
of demand and shortage of supply,
experts agree.

It is likely to be a win-win situation, she
adds: ‘There will be winners and losers
but mostly winners, I believe, because
there is such demand, plus there will be
lovely long-term income for investors.’

BTR MOMENTUM
Build-to-rent is too new in the UK to have
a track record, but the sector has real
momentum.
‘Investment in apartments has increased
16-fold since 2006, while retail has gone
down 10-12% in the same period,’ says
Tom Leahy, director of market analysis
EMEA at Real Capital Analytics.
‘Even investors who are hesitant about
the UK are still interested in residential
sectors like student housing or affordable
housing,’ adds David Inskip, head of UK
strategy & research at CBRE Global
Investors.
‘We have recently launched an affordable
housing fund, tapping into a Europe-wide
urbanisation trend. It also plays into the

AdobeStock/Lichtwolke

‘In most urban locations there is not
enough housing, so let us not gild the
lily,’ says Jessica Hardman, managing
director, head of UK Group, at DWS. ‘The
growth of build-to-rent and being able to
institutionalise it is a fantastic opportunity.
It is the piece that was missing from the
UK jigsaw puzzle.’
ESG agenda which is something investors
are paying more and more attention to.’
The UK, along with the Netherlands,
is leading the way in the ESG
(Environmental, Social and Governance)
space, says Hardman: ‘It is a big focus and
the lens through which we invest, along
with urbanisation.’
Her favourite ‘all-singing location’, she
says, is Stratford in east London, which
is seeing a big growth in residential,
improving infrastructure, a lot of inward
investment from the government and
good local social amenities.
Affordable or entry-level homes are much
in demand in cities across the country. ‘We
are doing residential in the UK, forwardfunding affordable, efficiently built one- or
two-bed entry-level apartments we then
sell to international core funds,’ says Rob
Sim, managing partner at Europa Capital.
‘They need proper efficient management,
but it is not as complex operationally as a
hotel or a care home.’

‘The growth of build-to-rent and being
able to institutionalise it is the piece that
was missing from the UK jigsaw puzzle.’
Jessica Hardman, DWS

‘You have the investors who are able
to look long-term and actually see
an opportunity of a shrinking pool of
competitors because of the political
disruption and they want to come and
take advantage of that, while the other
pool waits in the wings and is nervous
about taking investment decisions.’
With the uncertainty over Brexit ‘the UK
is going through a destructive phase at
the moment and that is really showing in
the lower volumes’, she adds.
Volumes peaked in 2015, the year before
the EU referendum, notes Tom Leahy,
director of market analysis EMEA, at Real
Capital Analytics: ‘But last year there
were still £59bn worth of deals in the UK,
just second behind Germany. This year
the uncertainty over the Brexit deadline
and then the delay has led to a waitand-see attitude so the last two quarters
have been quite slow. The market is at a
standstill, but the demand is there.’
The UK market is like an engine ready to
rev up again. ‘What we are seeing in
DWS is a lot of a capital that still is
interested in the London and UK markets,’
says Hardman. ‘Some may need to be
reminded of the long-term fundamentals,
but they are open to that conversation.
Our transactions team in the UK is very
busy and that’s a good sign.’
German capital, in particular, likes the
fact that the UK has different cycles and
different dynamics and it can complement
a German-heavy portfolio. ‘They see
Brexit as a short-term disruption and want
to take advantage of the fact that there
are less buyers around which means less
competition,’ says Hardman.
The UK has seen waves of Asian capital
since the referendum, first Hong Kong
and Chinese capital, then South Korean
funds. Now it seems even the notoriously
cautious Japanese are showing interest.
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CAPITALISING ON
REAL ESTATE FUNDAMENTALS

24 Years
Investing in Europe

21 Countries
Transacted in 21 countries

11 Funds
Successfully raised

130 Investments
Over 130 investments completed

€11.3bn+
Transacted since 1995

50 Professionals
Over 50 professionals across
disciplines and regions

Europa Capital focusses on delivering compelling risk adjusted returns
for a global audience of investors driven by real estate fundamentals
spanning value-add, core/core plus and debt investment strategies.
For more information contact Robert Martin, Head of Investments, on
rmartin@europacapital.com

Insight & Strategy – Residential

Residential is ‘all about
cities rather than countries’
The sector is driven by urbanisation trends and attractiveness
and liquidity are key to picking the right destinations
‘Until recently
only private
rentals were
available, but the
institutional side
of PRS has really
come up.’
Marcus Cieleback,
Patrizia

R

esidential is the sector to be in, says
Marcus Cieleback, chief economist at
Patrizia Immobilien. ‘Now one euro in four
invested in real estate is spent on some form of
residential,’ he says. ‘Ten years ago it was half
that amount.’
The sector gives investors a lot of choice, as it
has diversified greatly, encompassing ‘cradle
to grave’ solutions, from nurseries and student
housing to the private rented sector and micro
living all the way to care homes, assisted living
and senior housing.
The driving force behind demand is the
urbanisation trend, which, looking ahead, will
continue to drive people into the cities.
‘Until recently only private rentals were
available, but the institutional side of PRS has
really come up, while owner occupancy rates
have been dropping,’ Cieleback says. ‘There
are large numbers of new renters, like young
professionals, who will not buy.’

Some cannot buy because prices are high and
they cannot get a mortgage, while some want to
remain flexible and mobile.
‘The residential story is all about cities rather
than countries,’ adds Cieleback. ‘In order
to pick the winning cities, you have to get a
complete picture by looking at attractiveness,
but also at liquidity. Luxembourg, for example, is
economically attractive but it has zero liquidity,
while Berlin is the most liquid city in Europe.’
Rising demand has led to a response from
developers and construction has picked up in
some countries. But the gap between supply
and demand will not be filled any time soon.
‘Completions are rising in a lot of countries in
Europe, but nowhere near the levels just before
the financial crisis,’ says Cieleback. ‘To increase
supply significantly, housing construction would
need to be at 1% of existing stock, while the
average now is 0.7%. So there is absolutely no
need to fear oversupply.’

‘Regulation is the fly in the residential ointment’

C

hangeable, unpredictable and harsh
regulation is the fly in the ointment of
a booming residential sector in Europe,
experts have told Real Asset Insight.
‘The real estate industry shouldn’t
be antagonistic to regulation, but
should embrace it, provided it
is fair and stable,’ says Andrew
Allen, global head of investment
research real estate, at Aberdeen
Standard Investments (left). ‘It is the
nature and stability of that regulation that is
important, because investors need clarity.’
A negative example is the UK, explains
Allen, ‘with an appalling history of political
flip-flopping on rent regulations. Even
controlled rents can be fine, provided there
is certainty.’

Sweden and Denmark, by contrast, are a
positive example. ‘We invest a lot in the
Danish market, which is highly regulated
but stable and clear, so it works
well,’ says Hugo Black, partner,
acquisitions, at Europa Capital. ‘I
fear that in the UK regulation will
choke off supply and exacerbate
the problems it is trying to solve.’
Regulations can have unintended
consequences. ‘In the UK family offices
are selling entire portfolios because of
government measures that have come in
to regulate private landlords,’ says Elaine
Dobson, partner and co-head of the Real
Estate Sector Group at TaylorWessing
UK. ‘Developers also complain about
planning rules, long delays and changing
requirements.’

Housing shortages are a feature of almost
every large European city and high demand
has led to sharp increases in rents, which
in turn have prompted local authorities to
react by imposing rent controls. The most
recent example is Berlin.
‘Stability of rent is a reflection of stable
regulations,’ says Marcus Cieleback, chief
economist at Patrizia Immobilien. ‘Regulation
per se is not an issue for an institutional
investor, but it becomes a problem if it
changes too much. Look at how the
predictability of the Berlin market has
deteriorated recently because of new rules.’
‘Berlin, with its clumsy repositioning, is an
example of how regulation can scare away
capital, even though it could accelerate the
provision of housing,’ says Allen.
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Immigration fuels tech-friendly
Portugal’s housing demand
Foreigners move to country to work for multinational tech
firms and to take advantage of special tax regimes
‘Portugal is
becoming the
California of
Europe, the techfriendly vibrant
West Coast of
the Continent.’
Marcos Drummond,
VIC Properties

T

he Lisbon market is ‘very hot’, as a perfect
alignment of economic growth, positive
prospects, good prices and great location
attract international investors to Portugal,
according to Marcos Drummond, sales director
of VIC Properties.
Residential is a particularly buoyant sector
because of fast-rising demand from locals
as well as overseas investors. The market is
undersupplied, with 70,000 new homes a year
needed just to meet demand.
Many foreigners have chosen to live in Portugal
to take advantage of special tax regimes for EU
citizens and golden visas for non-Europeans
and to enjoy a good quality of life at affordable
prices.
Others have moved there to work in one of
the several multinationals such as Google,
Microsoft or Zalando that have opened offices
there to take advantage of local talent and
lower labour costs.
‘Portugal is becoming the California of Europe,
the tech-friendly vibrant West Coast of the
Continent,’ says Drummond.

After a double-dip recession in 2008 and 2011,
in the last few years the economy has picked up
significantly. Tourism is playing a strategic role
in the economic recovery, with visitor numbers
up to 10 million a year.
‘Wealth is being generated and people have
higher disposable incomes, which is fuelling the
demand for housing,’ adds Drummond.
VIC Properties is a developer focused on newbuild in Portugal, an undersupplied sector. Of
the 175,000 property transactions recorded last
year, only 11,000 were new builds.
Its latest project is Prata Riverside Village, a
residential complex on the last riverfront plot in
Lisbon, close to the historic centre and the CBD.
The project, designed by Italian architect Renzo
Piano, will include 600 apartments that vary in
size from studio flats to duplex penthouses.
‘There will be 10 hectares of riverside gardens
as well as shops, cafes and restaurants,’ says
Drummond. ‘It is important to create a sense of
community. We have learnt from the mistakes of
the past, so there will be no more cathedrals in
the desert but real neighbourhoods.’

A lot of investors ‘find safety in residential’

R

esidential continues to grow as an
institutional asset class and more and
more investors will be attracted by the
sector because of its growth potential and
its income-producing quality.
‘There is a lot of money going into
residential because investors are interested
in a growing sector with a huge supply
and demand imbalance,’ says Hugo Black,
partner, acquisitions, at Europa Capital. ‘I do
not see that trend slowing down at all.’
Demographics point to continued growth
and the urbanisation trend will lead to
rising demand for accommodation in cities.
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‘Countries are getting older but cities are
getting younger,’ adds Black.
In the UK alone, according to Savills’
projections, the build-to-rent market, which
is currently worth £9.6bn, will multiply in
value to an astonishing £550bn by 2050.
‘The market has been growing
exceptionally fast and it will continue its
upward trajectory,’ agrees Andrew Allen,
global head of investment research real
estate, at Aberdeen Standard Investments.
‘At a time of ultra low interest rates,
residential will attract more investors,
even if prices have gone up.’

Guaranteed income streams are another
incentive for investors to choose residential,
especially at a time of global uncertainty.

SENSIBLE INVESTMENTS
‘It is a difficult world to invest in,’ says
Black. ‘Whether it’s trade wars or Brexit,
it’s no time for heroics but rather a time for
sensible investments. A lot of investors find
safety in residential, especially if they want
to invest for the long term.’
Allen agrees: ‘Building or owning assets
with long-term income streams is clearly
the rational thing to do. The upside for
investors appears to be rising.’

‘South Korean investors are the
most active in France this year’
Domestic investors are facing competition from overseas as the
economy continues to power on and political risk recedes

‘Global players
are showing a
strong appetite
for the French
market and we
expect a very
busy autumn.’
Hugues Moreau,
Gide Lourette Nouel

A

long-established tradition has been
discarded as domestic investors, who have
dominated the French market for decades,
are now being nudged aside by a new wave of
foreign investors.
Capital is pouring into French real estate from
other European countries like the UK, Germany
and Switzerland and from the US, the Middle
East and Asia – but the most active players this
year have been South Korean institutions.
‘Global players are showing a strong appetite
for the French market and we expect a very
busy autumn, with more transactions coming
in the fall,’ says Hugues Moreau, partner, real
estate/mergers & acquisitions, at Gide Lourette
Nouel. ‘South Korean capital has been at the
front of the queue, accounting for four of the
five largest deals done this year.’
The pick-up in overseas investment has been
noticeable, as has the decline in the share
of domestic capital, but the most notable
development this year has been South Korean
institutions’ focus on France.

‘There has been a marked shift from the UK to
France, or rather from London to Paris,’ says
Tom Leahy, director of market analysis EMEA
at Real Capital Analytics. ‘Most South Korean
investment has been in France, €4bn worth of
acquisitions so far this year.’
Paris has become more attractive because
the economy is doing well and political risk is
receding, but also because South Koreans can
find the big ticket assets they are looking for, he
adds, with an average lot size of €200m.
The long list of buyers includes Samsung Life
Insurance, Hanwha Investment & Securities,
Vestas Investment Management, Mirae Asset,
Samsung Securities and Hana Financial Group.
‘The biggest change in the last 12 to 18 months
has been in sentiment,’ says Andrew Angeli,
head of European strategy & research at CBRE
Global Investors. ‘France is not only one of the
best performing economies in the G7, but it
has positive prospects. In an uncertain world,
investors find something very comforting about
a stable economic outlook.’

‘Rental growth is driving the office market’

T

he prospect of rental growth is leading
domestic and foreign institutions to
focus on the office market, but other
asset classes offer good opportunities in
France.
Offices still attract most of the investment
into French real estate, especially in Paris
where it accounts for some 70% of the
market, according to RCA data.
‘There are zero vacancies in grade A
offices in Paris, which is the recipe for rent
increases,’ says Andrew Angeli, head of
European strategy & research at CBRE
Global Investors. ‘The rental story is
nuanced and there are variations between
areas. But it is the certainty of letting the
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buildings at higher rents that is driving
confidence and forward purchases.’

regulation is crazy, so they find that CRE is
a lot easier.’

Because office rents are moving up ‘there
are a lot of big names chasing product,
which leads to more competition for small
and medium players’, says Guillaume Turcas,
managing partner of Faro Capital Partners.

There are opportunities to be found, but
there are reasons why residential is still
undeveloped as an institutional asset class.
‘It remains a niche market, which becomes
a limiting factor because it makes it more
difficult for banks to finance projects,’ says
Serge Bacconnier, deputy head, Paris office,
at Berlin Hyp.

An alternative strategy is cherry-picking
opportunities in the retail sector, he adds:
‘Some shopping centres are suffering, but
the retail park sector and the high street are
looking good.’
The alternative sector ‘is still pretty weak’,
says Turcas. ‘Many would be interested in
doing residential, but it’s risky and

The problem is that ‘without size you
cannot face the risks of the current regime,
which is not favourable to landlords and is
unlikely to change in the near future’, adds
Hugues Moreau, partner, real estate/M&A,
at Gide Loyrette Nouel.

Insight & Strategy – France
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‘France bucks growth trend’
Sentiment has picked up on the back of strong economy

I

nvestment volumes are down in Europe
this year but France is proving to be the
exception, Tom Leahy, director of market
analysis EMEA, at Real Capital Analytics,
told Real Asset Insight.
‘The first half of 2019 has been the
slowest in five years in Europe, but France
is bucking the trend and showing positive
growth,’ he says. ‘The French investment
market has had a strong start to the year
after 2018 saw a record number of deals.’
The main reason behind France’s positive
performance is that sentiment has
improved because the economy is doing
better. Eurostat data shows that sentiment
has declined in the Eurozone, particularly
in Germany, which is an export-oriented
economy vulnerable to trade wars and
geo-political uncertainty.
France, however, ‘has an economy driven
by domestic demand and sentiment has
really picked up’, Leahy says.
The Macron government’s reform drive
and efforts to create a business-friendly
environment, cutting corporate taxes and
simplifying regulations, also seem to be
paying off.
The ‘yellow vests’ protests made many
headlines, but had little impact on investor
sentiment, Leahy says: ‘The gilets jaunes
are in no way comparable to Brexit as a
negative force.’

Political reform and economic growth are
a winning combination that is making
France stand out from the rest in Europe
and is attracting an increasing number of
foreign investors, including many
newcomers.
The depth and liquidity of the real estate
market has also contributed to investors’
renewed interest.

VIRTUOUS CIRCLE
‘Liquidity levels in Paris are almost double
those of the regions and that’s largely
because of the attractiveness of the city to
foreign investors,’ Leahy explains. ‘It is a
virtuous circle, as liquidity attracts capital
which in turn helps maintain high levels of
liquidity. Another positive factor is that
there has been no volatility, as over the
years liquidity has never fallen back.’
The flip side is that all these positive
factors are reflected in pricing, he says:
‘Paris is expensive not only compared to
the rest of France, but also compared to
central London or the main German cities.’
Faced with rising prices and more
competition, investors are becoming more
creative. RCA data shows a marked pick-up
in forward acquisitions. What is surprising,
says Leahy, is that ‘forward purchases cost
more than acquisition prices for new or
refurbished buildings, which is a clear sign
that investors are very positive and bullish
about future rental growth’.

The Olympics 2024
effect on Paris

T

he largest transport project in
Europe, which will transform the
public transport network in Paris,
is creating new areas, regenerating
neighbourhoods and boosting the
real estate market, while the Summer
Olympics in 2024 is the icing on the
cake, experts told Real Asset Insight.
‘Grand Paris is really unique, it is the
kind of thing that happens once every
250 years,’ says Paul Raingold, founder
& president of GCI. ‘It will have a major
effect on the market and it’s already
changing property values in some areas.’
The project is due to complete by 2030,
but many developments are being
speeded up to finish in time for the
Olympics. The suburb of Saint-Denis, for
example, will be a hub for the Olympics
and will also have the largest Grand
Paris metro station with four new lines.
‘Grand Paris creates great momentum
in the market,’ says Serge Bacconnier,
deputy head, Paris office, at Berlin Hyp
(below). ‘We tend to focus on the CBD
because of cash flow and security, but
the project improves connectivity so we
can have a larger and deeper market
to work in, which is a very
positive development.’
Grand Paris is also a
great calling card for
foreign institutional
capital. ‘Our long-term
investors with a 15-to-20year view really like the demonstrated
ability to commit to a complex
infrastructure project and deliver,’ says
Andrew Angeli, head of European
strategy & research at CBRE Global
Investors.
As for the Olympics, the French
organisers have studied the positive
outcomes of Barcelona 1992 and of
London 2012, which regenerated the
east of the city.
‘Paris is looking at the competitive
examples and will try to emulate them
and to do even better,’ Angeli says.
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Join the discussion at expo real
The International Investors’ Lounge
returns for another successful
year, alongside prominent industry
partners, with a full programme
of Investment Briefings and
Networking Events for attendees at
EXPO Real. Benefit from the latest
market strategies, new research,
investment intelligence and expert
opinion on all the key sectors
and markets. Network with colleagues in the international
investment markets from across the world, exchange ideas
and enjoy the famous RICS Whisky Tasting event!
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7 OCTOBER
◃ 10:00 EUROPEAN RETAIL INVESTMENT
Eric Decouvelaere Head of Retail EMEA, CBRE Global Investors
Andrew Westbrook Partner, RSM UK

◃ 11:00 RICS: ASSET MANAGEMENT MEETS DISPUTE
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Andrea Jost FRICS Business Mediator - Business Coach,
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Marc Lauterfeld General Counsel Real Estate, Union Investment
Markus Lentzler Managing Director - Architecture &
Construction, ECE Projektmanagement
Dr jur Hagen Reischel FRICS Counsel and Business
Mediator, Member of the German RICS Professional Group
Dispute Resolution
Ingo Schierhorn FRICS Head of Real Estate Operations,
alstria office REIT-AG, Member of the German RICS Board
Moderation: Prof Dr Winfried Schwatlo FRICS Professor
für Immobilienwirtschaft, insbes. Wirtschaftsethik und Konfliktmanagement, CoRE Campus of Real Estate in Geislingen

◃ 12:00 EUROPEAN OFFICE INVESTMENT
John Mulqueen Head of Offices EMEA, CBRE Global Investors
Andrew Westbrook Partner, RSM UK

◃ 13:00 EUROPEAN RESIDENTIAL FROM
‘CRADLE TO GRAVE

STAND PARTNERS

Clare Thomas Partner, RSM UK

◃ 14:00 INNOVATION, PROPTECH & DATA
Guillaume Fiastre SVP ARGUS Product Strategy Altus Group
Kyrill Radev CEO, EverEstate

◃ 15:00 PORTO – A NEW INVESTMENT OPPORTUNITY
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Maria Santa Martha Partner, CCA Law
Ricardo Valente City Counciller for Economy, Porto City Hall
Ana Jordao Associate Director, Predibisa
Hugo Lima General Manager, Lucios Real Estate
Conference host

◃ 16:00: INVESTING IN SENIOR LIVING
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richard.betts@realassetmedia.com
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Managing Partner Thorsten Herbert
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Eri Mitsostergiou Director of European Research, Savills
Marcus Roberts Head of Student Investment &
Development, Savills
Arnaud Fety FRICS Head of Institutional Investors
Department, AEGIDE Domitys
Dan Pottorff MD Debt & Special Situations, LaSalle
Investment Management

◃ 17:00 CEE INVESTMENT NETWORKING EVENT
Hosted by

International Investors Lounge, Hall A3, Stand 312
8 OCTOBER
◃ 9:30 GLOBAL CAPITAL FLOWS & WINNING CITIES
Stefan Walter Partner, RSM Austria
Daniel Harris Principal – Head of European Investments,
Cain International
Andrew Angeli Head of European Strategy and Research,
CBRE Global Investors

◃ 10:30 STUDENT HOUSING, MICRO- & CO-LIVING
Samuel Vetrak CEO BONARD
Clare Thomas Partner, CMS
Rainer Nonnengässer CEO, International Campus
Thibault Valla Director Debt & Special Situations,
LaSalle Investment Management

◃ 15:30 RICS FUTURES FORUM ‘INNOVATION AND
REGULATION IN THE AGE OF PROPTECH’
Thomas Herr EMEA Head of Digital Innovation, CBRE
Andrew Knight International Data Standards Director, RICS
Tina Paillet FRICS Head of Projects & Technology, Generali
Real Estate, Chair of the RICS Europe Board
Sarah Schlesinger Managing Director, Blackprint PropTech
Booster
Prof Dr Michael Trübestein MRICS Professor and Head
of the MScRE-program, Institut für Finanzdienstleistungen
Zug IFZ
Kai Zimprich CIO Germany and Northern Europe,
Jones Lang LaSalle SE
Moderation: Sean Tompkins Global CEO, RICS

◃ 16:30 RICS WHISKEY TASTING & GET-TOGETHER

◃ 11:30 VALUATION OF CARBON PERFORMANCE
Clemens Brenninkmeijer Head of Sustainable Business
Operations, Redevco
Jan von Mallinckrodt Head of Sustainability, Union
Investment Real Estate
Mark Fidler Executive Director CBRE Valuation & Advisory
Services CBRE
Sven Schukat Head of Treasury, Berlin Hyp AG
Conference host

◃ 12:30 EUROPEAN LOGISTICS INVESTMENT
Ingo Steves MD, Gazeley North Europe
Álvaro Otero Partner, CMS
Robert Dobrzycki CEO, Panattoni Europe
Ali Imraan Director Debt & Special Situations,
LaSalle Investment Management
Philip Dunne Head of Logistics EMEA,
CBRE Global Investors

◃ 13:30 GERMANY INVESTMENT
Nikolai Dëus-von Homeyer Managing Partner, NAS Invest
Tobias Schultheiß Managing Partner, Blackbird
Rainer Schorr Founder & Owner, PRS Family Trust
Sven Henkes CEO Ziegert – Bank- und Immobilienconsulting
Andreas Wesner Head of Acquisitions, LaSalle Investment
Management

9 OCTOBER
◃ 10:30 THE BIG PICTURE - INDUSTRY TRENDS
In association with WOMEN TALK REAL ESTATE
Marcia Schless Owner, Pink Line Real Estate Consultancy
Judith Gabler Director of Operations, Europe, Regional
Manager, DACH, RICS

◃ 11:30 RICS ‘AGILITÄT = ERFOLG: HÄLT DIE AKTUELLE
ZAUBERFORMEL DER WIRTSCHAFT, WAS SIE
VERSPRICHT?’
Markus Amon FRICS Head of Real Estate, Principal,
Kienbaum Consultants International
Prof Dr Thomas Beyerle Managing Director, Catella Property
Valuation
Robert Heinemann Managing Director Human Resources &
Corporate Services, ECE Projektmanagement & Co. KG
Prof Dr Marion Peyinghaus Managing Director, Competence
Center Process Management Real Estate
Sandra Scholz Member of the Board of Managing Directors/
CHRO, Commerz Real
Moderation: Sabine Georgi Country Manager, RICS in
Germany

◃ 12:30 THE REAL ESTATE MARKETING &
COMMUNICATION LUNCH
Hosted by

◃ 14:30 WELLBEING, ESG AND SUSTAINABLE
INVESTMENT
Elsa Monteiro Head of Sustainability and Corporate
Communication, Sonae Sierra
Alexandra Boot General Director, Blue Building
Institute_EU
Felicity Beasley Head of Client Capital & Investor Relations,
Cain International

For the latest list of speakers at these events please visit
www.investment-briefings.com

‘Senior living
sector is bound
to expand’
Savills’ Lydia Brissy says investors are
recognising the potential of senior
living and spending record amounts

I

of the European total on average over the
past five years, compared to 62% for
student housing.

‘This year so far over €700 mln has been
invested in senior living in the UK and
Europe, which is a record high sum,’ Lydia
Brissy, director, European research, at
Savills, told Real Asset Insight. ‘It shows
that investors’ appetite is growing.’

Another obstacle is the differences in
culture and regulation, she adds:
‘Operating effectively in this sector requires
strong knowledge of regulations and a
good understanding of the family culture
and attitudes of the elderly population,
which can be very different from one
European country to another.’

nvestors have recognised that senior
living secures long-term income
opportunities and are putting record
amounts of capital in the sector.

Senior living is still in its infancy in mainland
Europe and most investment has come
from local players. However US investors,
who have already made inroads in student
housing and multi-family residential, are
now looking at the sector as well.
The sector offers huge growth potential.
‘The demographic drivers are clear, as
most countries in Europe have ageing
populations, which creates a need for a
variety of purpose-built housing, and
therefore opportunities for private
initiatives to supply housing that meets
these needs,’ says Brissy.
Other positive aspects of senior living for
investors is that it is an undersupplied
market, it helps with portfolio diversification
and, crucially, it is less cyclical than most
other sectors, offering a secure, long-term
income stream.
On the negative side, the sector remains
opaque, Brissy says. This lack of
transparency has limited cross-border
investments into senior housing to just 30%
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STRONG FUNDAMENTALS
However, the sector is backed by strong
fundamentals and ‘is bound to expand in
the next decade and beyond’, she says,
although ‘increasing investor appetite has
begun to put downward pressure on prime
yields. However, it remains competitive
compared to standard residential assets or
commercial real estate.’
European countries are ageing at a
different pace and to a different degree
and some countries have more potential
for growth than others, Brissy observes.
Savills’ research team has developed the
Senior Housing Opportunity Index, which
has examined different European countries’

‘The demographic
drivers are clear, as most
countries in Europe have
ageing populations.’
Lydia Brissy, Savills

demographic trends, the maturity of their
housing markets and the private wealth of
their elderly populations to pinpoint the
most promising markets for investors.
Germany is top for potential because it has
the largest elderly population (7.8 million
70-79-year-olds) and the best savers.
France is second place due to its relatively
wealthy elderly population and a high
saving rate. ‘It is a fast-growing market and
the tight housing regulations do not apply
to age-restricted residences,’ Brissy says.
‘The senior housing model is growing fast.’
The UK is in third place because the
market is more mature, more liquid and
faster-moving than any other in Europe and
also the least regulated.
Italy is in fourth because with the highest
share of elderly people as a percentage of
the population and a high savings rate.
Poland is in fifth place. ‘The elderly
population will more than double in the
next 10 years, which makes it a great
prospective country for the senior housing
market,’ adds Brissy.
Just beyond the top five there are Spain,
Austria and the Nordic countries.
‘Understanding people’s needs and
expectations is key to making a good
investment,’ Brissy says. ‘Surveys show that
most people (69%) would rather stay in
their own home, but senior housing would
be their second choice and they would be
willing to adapt.’

Insight & Strategy – Senior Living & Healthcare

Investors start to bet on UK’s
growing senior living market

The difficulties of
platform building

T

he market is growing fast in many
European countries, but it is still
difficult to create a pan-European
platform or portfolio.

Capital chases sector as different models emerge
and sustainable investing rises up the agenda

‘I cannot remember a time when there was
so much new capital chasing healthcare in
all its different forms in the UK,’ says Bruce
Walker, CEO of Layland Walker. ‘It is a very
interesting time to be in the sector.’
Many see it as a good way into sustainable
investing and ESG compliance. ‘We see a
lot of institutional investors focusing on
senior living and healthcare, from European
pension funds to US REITs to Asian
capital,’ says Candice Blackwood, partner,
real estate group, at CMS. ‘All are keen to
tick that sustainability box and see
sustainable investing as an opportunity,
not a threat.’
Other attractions of the UK market are
lack of product and relatively permissive
regulation, although growing demand has
pushed prices up at the higher end.
Following the recent slowdown in the
housing market, ‘developers building large
housing estates in London and elsewhere
are looking to change part of them into
retirement living’, adds Blackwood.
The vast majority (99%) of UK retirement
housing is either sold as leasehold or let
at social rents through non-profit housing

Few investors go cross-border, because
rules and regulations differ markedly
from one country to another and also
because it is difficult to find a local
operating partner and having the right
team on the ground that understands the
nuances of that market.

‘Developers building
large housing estates
in London and elsewhere
are looking to change
part of them into
retirement living.’
Candice Blackwood, CMS

Healthcare and senior housing offer
investors long-term secure income
flows, but they are managementintensive and subject to operator risk.
‘It is not about bricks and mortar, it is
about people taking care of people
so you have to get that right,’ Stefaan
Gielens, CEO of Aedifica, told Real
Asset Insight.

associations, according to Savills. Yet
home ownership has declined significantly
since the financial crisis and senior
housing rental models are now emerging.
‘Now that millennials prefer to rent it is no
longer such a weird concept,’ says
Blackwood. ‘I think it will become much
easier for the senior living market to
accept the rental model which historically
they have felt less comfortable with.’

CROSS-BORDER CHALLENGES
‘Legislation is different in all EU countries
but the challenges are the same,’ he
says. ‘There are three main drivers:
the first is demographics, which is a
no-brainer; the second is the growing
maturity of markets as consolidation
among operators speeds up, especially
in France, Belgium, Germany and
the Netherlands; and the third is the
authorities’ strategy and regulations.’

As they become acceptable, more
investors and operators are looking at
build-to-rent schemes.
‘There is huge appetite for the rental
model,’ says Samantha Rowland, director
– healthcare, at Savills. ‘We will see a lot
more of the PRS funds that are already
here shift their focus to healthcare
because of demographics and lack of
product. It is a natural step up.’

The market is becoming more liquid and
more competitive and attracting more
institutional money.
‘France is the first market in Europe to
become mature in the care homes and
senior housing sector and the very first
operators were French,’ says Gielens.
The country has 620 senior housing
residences with 47,000 beds.
Adobe Stock/Photographee.eu

P

rivate retirement living is still at an
embryonic stage in the UK, but
investors are betting on it delivering.

In the Netherlands ‘there is a lot of
outdated stock and capital is needed
to upgrade those facilities so they can
meet people’s expectations’, says Ron
van Bloois, partner at HEVO. ‘Developers
must cater for a variety of demands,
and affordability of rent will become
an increasingly important issue as it
guarantees cash flow for the investor.’
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Insight & Strategy – Nordics

Rental growth across most
sectors in all Nordic capitals
Stockholm is best placed for growth as region continues
to post healthy numbers on the back of strong demand
‘Offices,
logistics and
residential are
all seeing rental
growth due to
high demand.’
Fredrik Dackheden,
Croisette Real Estate
Partner

Y

ields are levelling out in the Nordics but
the four capital cities are experiencing
rental growth in the main real estate
sectors, Fredrik Dackheden, head of
transactions at Croisette Real Estate Partner,
Sweden, told Real Asset Insight.
‘It could be a scary scenario with yields not
dropping, but we see increased rents in all
capitals and in most sectors,’ he says. ‘Offices,
logistics and residential are all seeing rental
growth due to high demand. Logistics in
particular is expected to outperform.’
There is still significant rental growth to come
in the prime office market in Stockholm, Helsinki
and Oslo, but it will be muted in Copenhagen as
there has been too much development and now
supply exceeds demand, Dackheden adds.
Stockholm is best-placed, he said: ‘Office rents
have been increasing for the last two years but
they will continue to rise because demand is still
higher than supply.’

Total transaction volumes in the Nordics market
in 2019 should settle at around €40 bln, a 10%
decline on last year’s figure of €44 bln, but
‘still a very healthy number’. Sweden will again
be first with a third of the total, followed by
Denmark, Finland and Norway at or just above
the 20% mark.

SPECTRUM OF INVESTORS
‘You can see the entire spectrum of investors
in the Nordics region,’ says Dackheden.
Domestic investors only represent 30-35%
of total transaction volume in Finland, which
is attracting a lot of international capital. But
domestic investors in Sweden and Norway
dominate the market with a 70% and 90% share
respectively.
That could change soon, however, because
the fall in the value of both the Swedish and
Norwegian currency means that for foreign
investors ‘property is comparatively cheap
compared to euro-denominated assets’,
explains Dackheden.

Cycle ‘has more to give’ with monetary policy support

I

n the Nordics positive sentiment and low
interest rates are keeping the real estate
sector buoyant, even if there are clouds
on the horizon.
‘The market will continue to be strong
now that the fear of higher interest rates
has receded,’ says Olle Håkanson Nobel,
partner, transactions, at Croisette Real
Estate Partner. ‘The property sector is very
solid at the moment.’
After years of talk about the end of the
cycle and a potential downturn, it looks like
the cycle has been prolonged.
The prospect of ‘lower for longer’ interest
rates is an important factor supporting real
estate, adds Nicole Bangstad, research
analyst at Savills Investment Management,
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Sweden: ‘With monetary policy support the
cycle has more to give. This has a strong
impact on the Nordics and that is why
sentiment is still positive, despite
the gradual economic slowdown.’
But there are no cheap deals
to be had. ‘The market is very
strong across the board but it is
very expensive and we see further
pressure on yields,’ says Nils Styf, CEO,
Hemsö Fastighets, Sweden.
‘All European markets are expensive now
so if you are a core investor it’s all about
rental growth,’ adds Adam Irányi, head of
Investment Europe II, Union Investment
Real Estate, Germany (pictured above).
‘Yields are low and only rental growth can
support them.’

Investors must analyse the market carefully
to find the rental hot spots. ‘We are big
fans of Stockholm and Helsinki, because
they have a very strong internal
momentum and they are the
main markets we focus on in the
Nordics,’ says Irányi.
The interest stretches to value-add
projects, where there are opportunities
to buy buildings that need repositioning and
finalise the project within a short time-frame.
‘This year we have set up an in-house
dedicated value-add team, which is unusual
for a large conservative core investor from
Germany,’ adds Irányi. ‘We plan to invest
solely in value-add projects across Europe,
and so far most of the projects we have
analysed have been in the Nordics.’
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