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PREAMBLE

RESTART
The year 2020 will to go down in history as the year of the Covid-19 pandemic – a
year of unparaled upheaval i n our society, the economy and the real estate sector.
Go vernments and the people of nations all o ver the world are struggling to bring the
pandemic under control while, at the same time, trying to deal with the impact of a
r aft of currently tighter restrictive measures to curb the pandemic in everyday walks of
l i fe, both private and professional. Against the backdrop of the extensive fiscal and
po l itical measures and massive stimulus packages, an extremely accommodating
mo netary policy adopted by central banks for the longer term, as well as success in
developing effective vaccines, also Made in Germany, we are confident that global –
and Germany’s – economic recovery, will pick up greater momentum over the
co urse of 2021.

In the real estate markets the question at the start of 2021 for investors and occupiers is how the market has performed to date and above all what the future will bring,
particularly with regard to the sustainability of real estate investments and the safe
return of workers to the workplace. As in previous years, the demand for office real
estate will continue to run high in 2021 as well since the fundamentals, especially for
core properties, hold the promise of stable income and further capital appreciation.
Contemporary office space that, along with flexible and hybrid ways of working, caters more strongly to the needs and requirements of workers will attract even greater
attention. This includes facilitating the exchange and transfer of experience and
knowledge, fostering team spirit and supporting collaboration to the greatest extent
possible at a central physical location.
At the same time, the pandemic has accelerated the process of structural change in
retail that must rise to meet the additional challenges from digitalization while availing itself of the opportunities. Offline and online offerings are imperative for stationary retail if inner cities are to remain vibrant centers for shopping and for meeting.
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The logistics sector is benefiting from this structural change – in Germany additionally in the context of realigning global supply chains and the resultant trend toward
re- and near shoring, and enjoying growing interest on the part of investors. The
hotel sector is also set to benefit from the lifting of travel restrictions over the course
of the year, with domestic tourism initially as the main driver. Demand for investment
in multi-family housing, and increasingly also in alternative, non-cyclical asset classes
such as healthcare and social real estate, along with computer centers, is holding
steady at a high level – and will continue to head north in 2021. Computer centers
are not only benefiting from the digitalization wave permeating all sectors (watchword: Industry 4.0) and the associated (almost) unbridled growth in data volumes,
but also increasingly from the structural change accelerated by the Covid-19 pandemic, which affects how we work, consume, use services and spend our leisure
time. In future, these trends will be embedded even more firmly in sustainability
aspects. In this context, ESG is not simply on-trend, but also a logical response to
one of the most important sectors of the economy with regard to climate-neutral
new build projects, forward-looking, low-emission repurposing, or the upgrading of
existing stock, as well as the question of green rental agreements and investment
vehicles.
The times in which we live are certainly challenging but also exciting. As so often,
exigent shocks triggered by crises also offer countless opportunities, especially as the
market remains flooded with liquidity looking for risk-adjusted investment options.
The German real estate market will yet again live up to its reputation as a relatively
safe investment haven.
This overview is designed to give you a current insight into the developments anticipated in the individual real estate sectors. We are looking forward to engaging in
intensive dialog with you. We are at your disposal with our experienced expert team
at any time.
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SHORT-LIVED DIP FOLLOWED BY STRONG RECOVERY TOWARD THE SUMMER

ECONOMIC UPSWING ON THE HORIZON

XXXX

The year 2020 was dominated by the Corona pandemic and various lockdowns that
sent the German economy into a deep recession. Although, measured against the
real gross domestic product (GDP), the economic decline of -5% (adjusted for calendar effects, -5.3%) was not quite as high as during the global financial and economic crisis when economic output contracted by 5.7%, the pandemic has left its
indelible mark on almost all areas of the economy. While stagnation is still likely in
the closing quarter of 2020, we assume, given the recent tightening and extending
of measures to curb the pandemic, that net output will remain in a downtrend in the
first quarter of 2021 as well. First and foremost, the services industry, essentially the
hotel and catering sector, as well as parts of retail, are likely to be harder hit, as
opposed to industry and the construction sector that, along with e-commerce, should
come through the extended lockdown relatively well, supported by the dynamic
recovery in demand. Positive signs, specifically higher production figures and an
upturn in order figures, were recently released, above all by the industrial sector, and
especially by the automotive industry.

The vaccination rollout across the globe, the easing of geopolitical tensions, global
trade resuming momentum, as well as the trade agreement between the EU and the
United Kingdom should provide the basis for renewed and vigorous growth in Germany in the second quarter of 2021 that will persist over the course of the year and
enable the German economy to demonstrate its general resilience.
CBRE assumes that GDP 2021 is set to grow by 3.1%, and to recover by 5.7% in
2022. This development will be bolstered by the weighty economic package of €130
billion launched in the summer 2020 that will take effect in the current year. A recovery is likely to be relatively rapid, also thanks to the strong fiscal response totaling
€1.1 trillion (or 30% of GDP), even though the fiscal policy will be tightened in
2021.

Confidence can also be derived from the improvement in the ZEW economic indicator on the back of the recent brightening of export expectations, although companies sentiment was more subdued at the beginning of the year according to the ifo
business climate index.

FIGURE 1: FORECAST FOR REAL GDP GROWTH IN GERMANY
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FIGURE 2: REAL GDP GROWTH IN AN INTERNATIONAL COMPARISON
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Source: Destatis, January 2021 CBRE House View, CBRE Research, 2021.
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ECB MONETARY POLICY TO CHART A VERY EXPANSIVE COURSE FOR EVEN LONGER

LABOR MARKET REMARKABLY STABLE

SUSTAINED LOW INTEREST RATES ENSURE HIGH REAL ESTATE SPREADS

Although the outstanding development on the labor market in recent years has been
temporarily dampened by the pandemic, the market nevertheless remained remarkably stable despite the recent tightening of measures to combat the pandemic.
Following on from the two previous months, unemployment in December 2020
declined further to 5.9%. Expressed as an annual average, the unemployment rate
also stood at 5.9%, up 0.9%-points compared with the same figure a year ago.

The monetary policy pursued by the European Central Bank (ECB) is set to remain
expansive, thus ensuring very favourable financing conditions in the finance markets.
The deposit facility remains negative. Moreover, the ECB has widened the scope and
the pace of its pandemic emergency purchase program of private and public sector
securities (PEPP) and has committed itself to purchasing bonds worth €1,850 billion
(previously: €1,350 billion).

The instrument of short-time work deployed in many places has ensured that jobs
were safeguarded. With the economy expected to recover over the course of the
year, the labor market should also remain stable. Despite the more stringent lockdown at the start of the year, no significant drop in the level of employment is
anticipated. The number of vacant positions that recently increased again is also
grounds for confidence that companies are looking to employ more staff and that a
general recovery can be successfully staged. Following an annual average decline in
employment figures of 477,000 persons in 2020 (down 1.1%) compared with the
previous year, we expect the level of employment to rise again in 2021, above all in
the case of number of employees liable to pay social security contributions.

The program will be terminated soon as the ECB Council judges that the Corona
crisis is over, but in any event not before the end of March 2022 (previously not
before June 2021). The most recent expansion of targeted lending operations is
flanked by further longer-term refinancing for banks (TLTRO and Peltro). In addition,
the longer-term bond purchasing program with purchasing of around €20 billion per
month is to be continued. The financial markets should stabilize further with this
ultra-expansive monetary policy, which is also corroborated by the long-term interest
rates that are hugging a historically low level.

FIGURE 3: INFLATION RATE AND LONG-TERM INTEREST RATES
Consumer price index
10-y Bund
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In view of the slower recovery of the eurozone’s overall economic situation, the ECB
is likely to keep its monetary policy ultra-accommodating, at least for the next 18
months, if not for a great deal longer. We therefore assume that the short-term interest rates will not rise before 2023. Lower short-term interest rates, weaker inflation
and the ECB’s extensive purchasing of bonds means that long-term interest rates will
linger at a historically low level. Consequently, real estate yields and their spreads
should remain relatively attractive. In this context, we expect growing interest from
institutional investors in investing above all in tangible assets and specifically primarily in property. The German real estate market is set to reap the benefit on the back
of its political and economic stability and will retain its position as one of the world’s
most important and safest investment targets.
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R E A L E STA TE

M A R K E T O U TL O O K 2 0 2 1 | G E R M A N Y

C B R E R E SE A R C H | © 2 0 2 1 C B R E G M B H

REAL ESTATE
MARKET OUTLOOK 2021 | GERMANY

INVESTMENT

REBALANCE

8

UNBRIDLED HIGH DEMAND FOR GERMAN REAL ESTATE

INVESTORS INCREASINGLY TURNING TO RESILIENT AND DEFENSIVE
INVESTMENT OPTIONS

xxx

With an overall transaction volume of a good €79 billion in the Corona year 2020,
the result fell 5.5% short of the previous year’s figure but was nevertheless the second best since records began. There is still a great deal of capital and willingness to
invest. The huge pressure on many investors to invest and the ultra-low yields of
alternative investment options will keep investors keen on the asset class of real
estate, with a growing number of new market participants being registered as
wanting their capital to find a home in Germany.

Dwindling supply in the top cities is increasingly redirecting the attention of investors
to peripheral locations and B cities. Land for development is changing hands at a
faster rate – especially land suitable for building mixed-used schemes is topping
investor lists.

From an investor standpoint, office properties will remain the measure of all things,
also in an age of more home office and remote working. The trend is gravitating
even more strongly toward core and core plus properties in established locations in
the large office market centers, as well as in regional centers and B locations that
evidence sustainable value. Long-term leases with strong tenants, such as publicsector occupiers, are particularly desirable outside the metropolitan regions. Given
the current situation, these defensive investments are experiencing an additional
surge in demand that cannot be covered by supply.

Even when normality is restored in the wake of the pandemic situation, the share of
e-commerce can be expected to stay at a higher level than before as consumers
have been quick to adapt. This recalibration in the retail business and the realignment of the global supply chains will enhance the appeal of the logistics property
asset class for a broader investor group.

Investor profiles are changing in the hotel segment. While conservative institutional
investors continue to focus on core assets in prime locations, value-add and opportunistic buyers are more on the lookout for attractive opportunities for entering the
market. These purchasers assume that the market will recover in the medium term
and that travel will resume at normal levels. In the medium to long term, the majority
of players view the hotel investment market as fundamentally healthy. The market will
naturally not immediately return to pre-crisis levels after a vaccine becomes available
but there is nothing that stands in the way of sustainable market recovery.

FIGURE 4: INVESTMENT TRANSACTION VOLUMES IN GERMANY*
In € billion
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Source: CBRE Research, 2021; *: excluding proportion of company share takeovers, ** Investment in multi-family properties (upward of 50 units)
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EXCESS CAPITAL EXERTING PRESSURE ON REAL ESTATE YIELDS

Stationary retail in city centres and shopping centers will feel the consequences of the
pandemic even longer, ultimately also because of uncertainty about how the business situation of many tenants in these properties will develop. Demand, above all
for grocery-anchored retail properties, continues to run at a high level. Investors will
continue to focus on properties with a high food and drugstore content, with DIY
centers as a source of a reliable cash flow also becoming increasingly important.
Aside from this, more deals will be struck with high street properties, with purchasers
often aiming to repurpose them.
The established asset classes will hold their strong appeal, while alternative assets,
for instance in the healthcare and data center segments, will also be extremely
popular with investors.

2020. Both the metropolises and the B cities will benefit from the growing commitment of international investors since economic and business fundamentals will
develop more positively again. At the same time, the interest rate environment can
be expected to remain favorable in the medium term and real estate to generate
attractive risk-adjusted yields in comparison with best investment grade government
bonds.
The much cited nomer of “safe haven” Germany is therefore even more topical than
ever, which is why the coming months will see numerous new players entering the
German markets. Strong investment momentum driven by domestic and international
investors can be anticipated in 2021 as well. We estimate a transaction volume of at
least €70 billion in 2021.

SURPLUS CAPITAL WILL KEEP YIELDS UNDER PRESSURE.
Generally speaking, the lists of bidders on the German real estate investment market
are long, and sustained yield compression remains the consequence of excess
demand.
In tandem with the start to economic recovery that we anticipate in 2021, Germany
as an investment location has the potential to emerge robust from the Corona year

FIGURE 5: DEVELOPMENT OF PRIME YIELDS
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FIGURE 6: YIELD SPREADS – MIRROR OF STRUCTURAL CHANGE IN PRIME
YIELDS ON THE INVESTMENT MARKET
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DESPITE STRUCTURAL CHANGE: DEMAND FOR CONTEMPORARY OFFICE SPACE ON THE RISE

OFFICE TAKE-UP WEAKER DUE TO CORONA – SUSTAINED FOCUS ON
HIGH QUALITY OFFICE SPACE

XX

Following the record year of 2019, the prevailing uncertainty about the development
of the Corona pandemic filtered through to the Top 5 office letting markets in 2020.
With demand for office space slackening, take-up dropped 36% to 2.16 million sqm
in a year-on-year comparison. The markets nevertheless remain intact, rents are
stable, and the increase in vacancies only has been moderate. The year 2021 is
likely to see more requests for office space initiated and realized again, ultimately
also hand in hand with progress made in the vaccination campaign. Many planned
leases were merely put on ice. Take-up figures are therefore expected to be higher
again as soon as there is a fundamental improvement in the overall business
situation.
The pre-Corona period was dominated by extremely low vacancy rates and massive
excess demand for premium office premises. This situation was beneficial in that
vacancies did not increase dramatically during the pandemic either, and good space
was in short supply. The average vacancy rate in the Top 5 markets came in at a
mere 3.9% at year-end 2020. The office space pipeline for 2021 includes around
two million square meters at present. Thanks to the already high letting rate of
currently 57%, the vacancy rate may at most edge up next year.

Of the 1.8 million sqm to be realized in 2022, 35% has already been pre-let. It is
nevertheless foreseeable that some tenants in financial distress will have to relinquish
space or sublet in the near future.
In anticipation of greater demand for office space next year, modern office premises
in established locations in Germany’s office centers are likely to be able to command rents that are stable or in in a slight uptrend, both in terms of prime and
average rents. Due especially to the fact that the supply of modern, premium space
is tight, tenants are willing, as before, to pay the prices asked for superior quality in
good locations. At the same time, it is also conceivable that incentives will be
extended slightly in the current market environment.
In 2021, we anticipate significantly higher take-up in Germany’s five largest office
markets compared with the year-earlier level. A detailed forecast would not be
reliable at the present point in time due to the pandemic

FIGURE 7: FUTURE ROLE OF REMOTE WORKING FROM AN EMPLOYER STANDPOINT
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Source: CBRE Research Client Survey, June 2020.
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OFFICES OF THE FUTURE ARE MORE FLEXIBLE, AGILE, DIGITALIZED, AND ABOVE ALL SUSTAINABLE

FUTURE OF WORK – SHORT-TERM RESPONSE AND LONG-TERM
STRATEGIES

XXXX

Working solely from home has not proven to be practicable for most companies.
However, the collective experience of enforced remote working has massively
accelerated many trends that will shape the return to the office in 2021.
•

Employees will increasingly have a choice in future as to where they work from.
Companies will have to solve technical as well as organizational challenges and
invest in a contemporary, technology-supported office infrastructure.

•

Physical office premises have been shown to be more practical and efficient in
promoting spontaneous communication in contexts not determined in advance.
Employees will look for office space to do precisely this. Open plan design will
remain on trend.

•

In competition with remote working, well-being aspects may influence the decision favoring the office. Contemporary properties that are able to promote the
health and well-being of occupiers will increasingly be the preferred choice.

•

Prestige is still one of an office location’s most important tasks – creating corporate identity externally vis-à-vis the customers and internally as well. Having a
uniform design will be increasingly desirable. The location is also part of this
image. We assume that many companies will continue to want prime locations,
which will put steady pressure on this segment.

The year 2021 will see the task of managing office properties undergoing profess sionalization by leaps and bounds. Workplace consultants will collaborate with
portfolio managers on creating strategies for the optimal use of space, which does
not necessarily mean less space. Given the goal of minimizing the risk of costs and
facilitating a quick response to changing requirements, we anticipate that the
flexibilization of existing stock will progress apace in 2021. With take-up of flexible
office space from providers that only accounted for 10% of the previous year’s
volume in 2020, we expect agile workplace concepts to make a comeback in 2021.
Flex offices are specialized in the professional implementation of all the aforementioned aspects, which may constitute a decisive step in the direction of office
assets as operator-run properties.

FIGURE 8: IMPACT OF THE COVID-19 PANDEMIC
KEY TAKEAWAYS
INVESTORS
- Tenants remain willing to pay prime rents, while demands placed on quality
are becoming even more discerning.
- Core products with long-term rental agreements are highly sought after and
continue to put pressure on yields.
- Flex office operators that have proven their resilience in the crisis offer potential and the possibility of greater cash flow expectations, through management
contracts, for instance.

OCCUPIERS
• There is no inherent contradiction in home office versus office – combining the
strengths of both options in an expedient manner is the task in 2021.
• Establishing remote working is resulting in growing demands placed on the
quality of the physical office.
• Professionalization of office space necessitates greater management and promotes the use of office assets as operator-run properties.
• Following a decline in take-up, flex office operators will derive benefit from the
huge demand for flexible and on-demand office solutions.

Source: CBRE Research, 2021.
R E A L E STA TE

M A R K E T O U TL O O K 2 0 2 1 | G E R M A N Y

C B R E R E SE A R C H | © 2 0 2 1 C B R E G M B H

REAL ESTATE
MARKET OUTLOOK 2021 | GERMANY

RETAIL

RENEWAL

14

THE CHANGING FACE OF RETAIL – RELOADED: ONLINE AND FOOD ARE THE BIG WINNERS OF THE PANDEMIC

A SECTOR UNDERGOING ACCELERATED CHANGE

XXX

The global Covid-19 pandemic impacted the retail trade particularly hard in 2020,
thereby triggering an ongoing process of change in a sector of the economy that was
already having to deal with huge challenges prior to the outbreak of the Corona
crisis.

so important for retail will also probably change the forecast again for generally
positive performance in the retail sector for the full-year of 2020. Stationary retail is
likely to sustain losses of 2.7% in the year as a whole, as opposed to e-commerce
that boasts significant growth. The shift in the ratio of stationary retail (2019: 87.7%)
to e-commerce (2019: 12.3%) is therefore ongoing.

The mandatory closure of a wide range of sub-sectors (non-food, gastronomy,
customer-oriented services etc.) in response to the pandemic has left a lasting stamp
on the retail environment in particular. Fixed costs do not stop running during
lockdowns, and there may be additional need for investment in (alternative)
restructuring sales channels that lay the basis for business to continue, also under
pandemic conditions. Without a doubt, the names of trading enterprises released
since the early months of 2020 that have had to file for bankruptcy due to financial
difficulties despite government support in the form of interim aid or permitting fixed
costs to be written off will be followed by others over the course of 2021.
After a short-lived economic shock in the spring of 2020, accompanied by the slump
in consumption and sales across almost all segments, that was followed by an
equally swift recovery, Germany’s second lockdown in the run-up to Christmas that is

VISIBLE CONSEQUENCES ON THE RETAIL REAL ESTATE MARKET
The consequences of the pandemic for the retail real estate market are already clear.
•

Prime yields in top city center locations and in shopping centers declined signifycantly over the course of 2020 and are expected to stabilize in the coming year
at the low level already reached.

•

The prime yields for shopping centers in particular witnessed a sharp increase as
the year progressed. The yield of prime properties in A and B locations rose by
100 basis points respectively year on year. Further growth in 2021 is probable
given investors’ more rigorous risk assessment.

FIGURE 9: IMPACT OF THE COVID-19 PANDEMIC
LA ND LORDS

NEW FRAMEWORK CONDITIONS
• Demand shock keeping new leasings in the
non-food segment to a minimum
• Tenants increasingly requesting the
renegotiation of rental agreements or the
granting of rent-free periods or temporary
reductions in / deferment of rent
• Changed definition of prime and secondary
locations
• Differing opinions of what makes a successful location
• Longer leasing periods in the case of subsequent lets due to protracted decisionmaking processes caused by uncertainty
about how business will develop in the future

SWITCH TO FLEXIBLE RENTAL AGREEMENTS
• Turnover-linked rentals
• Factoring in of online turnover
• Shorter lease terms
• Different special termination rights
• Switch to monthly payment
• Adoption of pandemic clauses

INV ESTORS
CURRENT IMPACT
• Rent payment rates in a range of 100%
(supermarkets/discounters) to 30–50%
(shopping centers)
• General uncertainty exacerbates cautious
market activity on the part of retail investors
• Curfews and quarantine rules currently
almost exclusively allowing desktop
valuations
• Even more drill-down and risk-adjusted due
diligence leading to longer and on occasion
abandoned selling processes
• Even stronger focus on food markets,
grocery-anchored properties, DIY stores and
online-resistant retail parks with a low proportion of fashion

FUTURE IMPACT
• Expectations tending toward deterioration in
the financing market due to the reduced
availability of debt capital and risk premiums
for numerous retail products (including
shopping centers and commercial property in
B locations)
• Greater rent default risks through poorer
credit standing of many tenants and rising
risk of insolvencies
• Greater covenant screening of tenants and
their concept sustainability

Source: CBRE Research, 2021.
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VALUE-ADDING UX, DIGITAL TARGET GROUP CONTACT AND PLACEMAKING

OPPORTUNITIES OF THE CURRENT TREND

XXX

In spite of all the challenging developments, understanding the current situation as
an opportunity is also important. Not all sectors, locations and retail concepts are
per se negatively affected by the pandemic.

•

Digitalization in the retail business is ongoing and making swifter headway. In the
meantime, various retail enterprises provide apps that work alongside the current
offers with manifold functions, such as discounts, payment options and scanning
functions. Virtual shopping with personal advice via video call has also received a
boost from the Corona pandemic.

•

The integration of stationary retail and e-tailing is also progressing. Pressurised by
the threat of forced closures, the Click & Collect option is being ramped up, the
cooperation between stationery retailers and online portals expanded, examples
being fashion retailer Zalando, and the presence of stationary retailers reinforced
in online marketplaces and on price comparison platforms previously only
targeting retailers.

•

Innovative new concepts or formerly pure e-tailers are flooding onto the market
and attempting to seize the opportunity of establishing themselves permanently
following a successful launch, as exemplified by fully automated markets in which
products ordered online are picked and available for collection 24/7.

•

Many sectors will probably need to catch up. The savings rate of currently more
than 16% is likely to boost stationary retail in the second half of 2021 against the
backdrop of a brightening economy. Live shopping will become an experience
again, one which stationary retail should already be preparing for. Gastronomy
can also hope for a rebound and a positive turn to business.

•

•

•

•

Grocery-anchored retail that was already experiencing strong investor demand
before the pandemic has been able to enhance its appeal further over the course
of the year. In the meantime, retail investors who previously had no exposure to
this sub-segment are also active here. System relevance and stable cash flows
have caused yields to soften while promoting the emergence of a new asset class
in the eyes of investors: “food retail” as distinct from the rest of “retail”.
Rents in decline in the prime locations of German cities offer opportunities for
price-sensitive concepts. For instance, locations in the city center with high
footfall are attracting the attention of food discounters and even of furniture
dealers.

Rising yields and correspondingly low purchase prices in some segments offer
interesting openings for opportunistic investors seeking to invest in one of world’s
largest real estate investment markets.
The repurposing or repositioning in particular of properties with large surface
areas in city center locations have attracted greater attention again from portfolio
holders and investors. Falling rents and the threat of vacancies are upping the
pressure to become proactive through engaging in usage alternatives and mixed
usage, even if this requires initial investment outlay. Particularly properties with
large surface areas such as department stores with good delivery facilities offer
the potential for urban logistics on floors no longer required for retail, and thus
for the blending of retail and logistics (“last mile”).

•

The dissemination of technologies already available, such as self scanning, either
at checkout or with scanners or apps for use on trolleys, or contactless payment
via NFC chip or smartphone is being accelerated and made available across the
board.

•

Structures that already exist, for example, a company’s own website or webshop,
delivery service or own delivery chains are being optimized.
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This list not only outlines a wide array of opportunities arising from the pandemic,
but also shows that many processes of change already on the cards in German retail
before the crisis have been accelerated by the pandemic. The crisis encourages
development and the emergence of new structures within a short time window that
would have been inevitable, but would have otherwise taken much longer. The
German retail market is therefore being catapulted a good way into the future by the
crisis.

Although these changes will also be visible and tangible in the retail market in the
coming years, at the same time there can be no doubt that the retail business will
master the current crisis. Retailers will offer their merchandise from bricks and mortar
in the future as well, and thus contribute their part to ensuring vibrant and versatile
locations in our cities and neighborhoods.
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E-COMMERCE AS THE DRIVER OF FUTURE DEMAND

E-COMMERCE AND RECOVERY IN THE INDUSTRIAL SECTOR AS A DRIVER
OF DEMAND FOR LOGISTICS PROPERTIES

STABLE TAKE-UP ON THE BACK OF STRONGER MOMENTUM IN THE
SECOND HALF OF 2020

The Corona pandemic impacted almost all areas of the economy in 2020. First and
foremost, Germany’s industry and automotive sector suffered from the consequences
of the pandemic in the first half of the year, also due to partly disrupted global
supply chains and temporary border closures with neighboring European countries,
all of which hugely hindered foreign trade. In 2020, goods and services exports and
imports declined for the first time since 2009: price-adjusted exports by 9.9% and
imports by 8.6%. While the demand for logistics from industry and the supplier
segment, as well as from contract logistics providers, dropped off accordingly in the
first half of the year, structural changes in the shopping habits of private households
induced by the pandemic gave e-commerce a tremendous boost with the corresponding effects on the logistics business and logistics properties. Aside from this, the
food industry and food retailers were and are little affected by the Corona crisis, for
instance. Instead, logistics chains have functioned seamlessly despite restrictions, and
the supply of goods for everyday needs was ensured at all times. The logistics industry has delivered impressive proof of its systemic relevance for the economy and
society.

With take-up running at 6.9 million sqm on the industry and logistics real estate
market, a very good result was achieved that approximated the high level posted in
previous years. Of this take-up, 47% was attributable to the first six months, with a
somewhat stronger result of 53% in the second half of the year. The proportions of
user sectors nevertheless, varied widely. The failure of orders to materialize in the
industry in spring are partly reflected in the take-up in the second half of the year.
Strategic decisions of occupiers on locations and expanding floor space were
shelved due to the prevailing uncertainty. Consequently, industry’s share in take-up
shed around 8%-points to 19% in comparison with the first six months. The recent
signs of a gradual recovery in industry will allow this share to grow again in 2021. By
contrast, tenants from the transport and logistics business held relatively stable slice
in take-up throughout the entire year of 2020 (H1: 33.1%, H2: 31.1%).

From the second half of 2020 onward, we nevertheless registered occupiers of logistics properties and investors resuming the processes paused after the first lockdown
phase, along with a realignment of location and investment strategies. The increase
in order intake by the manufacturing industries in November 2020 is confidence
inspiring: in comparison with February 2020, the month before the start of restrictions from the Corona pandemic in Germany, order intake had grown by 4.0%,
adjusted for seasonal and calendar effects. Especially new orders from abroad
increased, mainly from the eurozone. Despite the second lockdown, there are
currently signs of a gradual recovery in global trade that will benefit Germany as
an export nation, and thus also the logistics sector. Strong impetus also came from
China and the US as countries whose aggregate development in 2021 will exceed
that of the eurozone.
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In comparison with the first half-year, occupiers from the retail sector registered huge
growth (up 5.8%-points to 39.8%), with e-commerce in particular emerging in this
segment as the winner in the current situation. Whereas the share of e-commerce
averaged around 13% of overall take-up in the past five years, this share rose to
almost 16% during the Covid-19 pandemic in the first six months of 2020, posting a
record high for a half-year period of more than 23% in the last six months of the
year. Businesses closing down in parts of the retail sector, and also the resulting
sharp upturn in the numbers of courier, express and parcel (CEP) deliveries are
steadily fueling the situation. This trend is set to persist during the second lockdown
as well. According to the Bundesverband Paket und Expresslogistik e.V. (German
federal association of parcel and express logistics), consignment volumes and
revenues more than doubled over the period from 2000 through 2019, with this
trend clearly gaining momentum as from 2014. In a forecast through to 2024, the
association assumes annual growth in consignment volumes of between 3.6% and
4.2% and annual revenue growth of around 4%.
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URBAN LOGISTICS REPORTS HIGHER RENTAL GROWTH

E-COMMERCE AND RECOVERY IN THE INDUSTRIAL SECTOR AS DRIVERS OF
DEMAND FOR LOGISTICS PROPERTIES

These developments imply that demand from various sectors for logistics space is set
to grow – and not only due to e-commerce. The greatest constraint on take-up has
been lack of availability for many years now, particularly in the prime locations, but
meanwhile also in the environs of A locations and in many B locations. Site developments on green fields are becoming rarer, and developers will have to rely more on
brownfield developments. Competition for this land will also be reflected by a price
uptrend that developers will then factor into the asking rents. Given an average
vacancy rate of 1.3% in the top logistics regions, we anticipate that prime rents will
rise further by an average 2% in the next five years.
We estimate that 2021 will also be dominated by strategic portfolio acquisitions.
Developers will attempt to secure large areas that are not currently used for logistics
purposes. They will then repurpose the land by demolition and new builds in order to
create additional offerings for potential occupiers. If permitted under building law,
older retail warehouses, cash & carry stores, DIY stores and department stores no
longer marketable will be considered as candidates.

XXXXX
Against the background of the fundamentals touched on earlier and the growing
appeal of the logistics sector that has proven its crucial importance for society,
particularly at the peak of the Corona pandemic, new investors are increasingly
turning to this asset class. Rising demand and logistics properties in short supply
resulted in a veritable race to make up ground in the second half of 2020 when
almost €4 billion of the entire investment volume of €7.6 billion in 2020 was
generated. Logistics properties of all kinds and risk classes, from hubs right through
to light-industrial properties and on to urban logistics units, will experience broadbased demand in 2021 as well that cannot be satisfied despite the brisker pace of
construction activity. The currently low interest rate environment demands a
realignment of the portfolio strategy and of risk/return aspects. Investors will
therefore display greater interest in properties with upside potential and opportunistic products that will enable them to participate in the growing importance of
the logistics market. All the signs point to a large transaction count in the logistics
investment market in 2021 as well. Whether the seven billion euro threshold is
exceeded again remains to be seen in the context of limited product availability.

FIGURE 10: DEVELOPMENT CONSIGNMENT VOLUME AND REVENUE, INCL. FORECAST THROUGH TO 2024 IN THE CEP SECTOR
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Source: Bundesverband Paket und Expresslogistik e. V. 2020, CBRE Research, 2020.
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SHORT-TERM CHALLENGE – DOMESTIC TOURISM COULD HERALD RECOVERY

A YEAR LIKE NO OTHER

XXX

Up until the outbreak of the Corona pandemic, the German hotel sector’s development stood under the auspices of a long-standing upswing, among other aspects.
This situation manifested itself in a steady uptrend in profitability, thus eliciting the
interest of many investors in this asset class.

By contrast, international tourism and the MICE segment (meetings, incentives, conferences & events) will be slower to recover. Companies will be forced to save on
travel due to the economic recession. Business meetings will partly be replaced by
video sessions. There will nevertheless be a need to meet personally, for conferences
and networking, which will also gradually increase again.

However, when the Covid-19 pandemic led to Germany’s first lockdown in March
2020, the hotel business took a harder hit than any other sector. Travel restrictions,
quarantine measures and a prohibition on hosting tourists had a severe impact on
the operating result as well as on the investment volume. Many hotels had so few
guests in some months that they were forced to close temporarily. Some operators
that traditionally concluded long-term lease agreements are only able to survive
thanks to government-backed aid programs such as the furloughing of employees
and access to state-supported credit facilities at very low interest rates. Furthermore,
investors have begun to agree to lease suspensions and reductions.
In the period through to October 2020, hotel occupancy dropped to 36% compared
with 72% the year before. The average daily rate declined by 12% compared with
the same period in 2019, sending RevPAR down by 57%. Major cities such as
Munich and Berlin suffered the most, while destinations with a high proportion of
domestic and leisure travellers, such as Rostock, Freiburg and Dresden, performed
better. According to the latest results from Destatis, the number of overnight stays in
2020 was 302.3 million. This means a decrease of 39% compared to the previous
year.

CONFIDENCE IN GERMANY’S HOTEL INVESTMENT MARKET TO REMAIN
STRONG
Even if the hotel investment volume is in a steep downtrend, Germany will remain a
highly sought after market for hotel investments. Investor profiles are changing however, with many international value-add and opportunistic buyers on the lookout for
entry opportunities. At the same time, core assets in prime locations will continue to
attract conservative institutional investors.

FIGURE 11: OVERNIGHT STAYS IN GERMANY BY ORIGIN
Million
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DOMESTIC TRAVEL WILL BE THE FIRST TO RECOVER
There is a firm belief that the market will recover from this deep crisis. People have a
strong desire for travel, for sightseeing, as well as for meeting business partners in
person. Europe will need a few years to recover, however. The German hotel market
is likely to rebound somewhat faster than others. This is largely explained by the high
proportion of domestic travellers who will most probably be the first to take to the
roads again once the severe restrictions have been lifted. This applies particularly to
the leisure segment. As the strong summer of 2020 showed, Germany’s coastal and
alpine regions in particular will see demand pick up again. Guests will generally
travel by car, which will minimize their CO 2 footprint in comparison with long haul
flights.
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MARKET CONSOLIDATION AND MORE DIGITAL INNOVATION

In the past, the gap between prime yields for office and hotel real estate narrowed
in some cases by up to 50 basis points. The gap widened again in 2020, with the
prime yield for leased hotels climbing to 4.25%, up 50 basis points compared with
the year-earlier period. Yields in secondary locations are expected to rise further,
while remaining low in the core segment.

CONSOLIDATION IN ITS INFANCY
In some cases, rents are too high and the operators will have their work cut out for
them in the next two to three years to generate sufficient cash flows to pay their
landlords rent. This situation will put pressure on the hotel operator/landlord relationship. Operators will have to work together with owners on finding solutions for
deferring rent and for temporary reductions. If they are unsuccessful, operators with a
weak balance sheet and sparse liquidity will be faced with bankruptcy. Depending on
the location and type of building, possibilities for repurposing may exist. Furthermore, we anticipate that some of the many hotel projects will be put on ice or converted to other usage types (e.g., multi-family housing or retirement homes and care
homes).
For example, Whitbread, the owner of Premier Inn hotels, took over 13 hotels in
Germany from the financially distressed Centro Hotel Group in the fourth quarter of
2020. Accor announced in November 2020 that it was going to merge with British
developer Ennismore, The Hoxton’s owner, in order to establish a new global lifestyle
hotel company. Other hotel groups operate in the market, and we expect M&A
activities to accelerate in 2021 and thereafter.
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HOW HOTELS WILL CHANGE
Two clear trends will emerge from the current crisis: firstly, cost reduction through the
greater deployment of technology and digitalization, and secondly, the rise of hotels
offering a unique travel experience, often in combination with haute cuisine.
The pandemic has resulted in a growing acceptance and wish for digitalized
processes that will enable guests to travel with less direct contact. Consequently, less
personnel will be needed, and processes will go much more smoothly. The functionality of mobile devices will make it easier for guests to complete the processes formerly carried out by employees without the necessity for contact. These factors will
boost profitability. Technological support will nevertheless be crucial for these operational changes.

At the same time, hotels need to rethink travel and differentiate themselves in the
market by fulfilling new and evolving customer needs. Many hotels are working on
intelligent solutions and data analyses to personalize their services further. Hotels
with highly individual concepts that create a holistic guest experience while integrating aspects such as sustainability, digitalization and hygiene measures will be
the next successful generation of hotels.
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STRONG DEMAND FOR GERMAN RESIDENTIAL CONTINUES UNABATED

RENTS FOR RESIDENTIAL PROPERTIES DISPLAY DISPARATE DEVELOPMENT IN
THE REGIONS

FIGURE 12: ANNUALIZED RENT DEVELOPMENT IN GERMAN
MUNICIPALITIES, 2016–2020* AND SELECTED MUNICIPALITIES

The market trends to date in Germany’s multi-family housing market are changing
somewhat in the wake of the Covid-19 pandemic. Slight changes in settlement patterns, vacancies at a sustained low-level and insufficient new construction activity, as
well as low capital market rates have sharpened investor interest in German residential investment, not only in the metropolises. This positive fundamental data and the
low correlation with the Corona pandemic will be the drivers of the investment market
in 2021.
The asking rents in the large metropolises have been steadily on the rise in past
years, partly displaying double-digit annual growth rates. Conversely, rural regions
have thinned out and rents have either stagnated or even declined.
Now a new pattern is making an appearance on the rental housing market. Average
rents in the large cities are increasingly stagnating or are not rising as quickly as in
the previous decade. Along with stronger rental price regulation in the metropolises,
aspects of affordability, coupled with the conscious decision of not wanting to live in
the metropolises, is leading to changing behavioral patterns in the choice of where
to live.
Regions outside the integrated suburban areas of large metropolises are coming into
consideration. Preconditions include not only lower rents but also a scenic landscape,
along with excellent public transport connections to metropolitan regions. This all
adds up to greater rent momentum in the municipalities with regional suburban rail
connections compared with the metropolises. Combined with an excellent network
infrastructure, good local supplies and schools and kindergartens, these regions hold
growing appeal for families in particular. The rising acceptance of mobile working
currently observable will reinforce the trend towards re-suburbanization in the coming
years. In response to this development, developers have discovered the greater regions of metropolitan fringe areas and are ramping up multi-family housing activities.
Though in competition with home ownership, living in rented accommodation is
establishing itself in these regions due to affordability.

Source: empirica systeme, Deutsche Bahn, MB Research; CBRE Research, 2021.
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* until Q3 2020
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TREND TOWARD LIVING ON THE FRINGE AND IN THE AFFLUENT SUBURBS OF METROPOLISES

CAPITAL REALLOCATION GRAVITATING TOWARD RESIDENTIAL,
METROPOLITAN FRINGE AND SPECIAL FORMS OF LIVING

XXXX

The pandemic is driving transaction volume on the residential investment market.
More than €20 billion marks a new multi-year record high for the investment volume
2020. Activity on the German residential investment market can be expected to run
at an uninterruptedly high level in 2021. Key to this is a stable rental cash flow and a
low rental default rate with residential investment despite adverse developments in
tenants’ income situation. Multi-family housing investments are therefore gaining an
increasingly stabilizing and “fixed-income” aspect. In conjunction with negative interest rates for long-dated government bonds, the asset class is exhibiting an attractive
spread between average prime yield and the yield of fixed income securities. Investors with a long-term investment strategy, such as insurance companies, pension
funds and family offices, who have so far been heavily invested in government
bonds, are now increasingly focusing on the multi-family housing segment. They are
joined by investors previously active on the commercial real estate market for the
most part and unfamiliar with the segment who are on the look out for stabilizing
assets.

This investment pattern is also replicated by the yield trend: prime yield compression
in the Top 7 cities to currently 2.3% is set to continue to a minor extent in 2021.
Yields can be expected to drop more swiftly in the aforementioned metropolitan
fringes instead where prime yields of more than 3.0% can still be achieved.

Aside from this, international institutional investors are also keener on German and
international platforms. Portfolios not localized solely in Germany are the preferred
choice of major investors due to aspects of risk distribution and economies of scale.
German housing conglomerates can be expected to evolve into European platforms
in the process of ongoing internationalization.

FIGURE 13: PRIME YIELD SPREAD RESIDENTIAL TOP 7 VS 10-Y BUND
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The reallocation of capital also affects the target regions. The pattern described
above – the slowdown in the rental growth of existing stock in the metropolises and
the rental sector’s expansion in the greater metropolitan areas – will speed up investments on the fringes of the metropolises and in big second-tier cities, as well as in
the attractive environs of metropolitan regions. In the long term, a higher yield can
be achieved in these regions with limited additional risk than in the top cities. Investors continue to focus on property developments, particularly those with district
potential, also because rental caps do not apply to them.

Against the backdrop of yields softening in the rental sector, special forms of living
will be popular with some investors again in 2021. Micro-apartments will see strong
demand again. A number of large international providers of micro-apartments are
currently attempting to roll out their concepts in Germany. The challenge here consists in adapting the platforms to the complex German laws on land use and leases.
So-called digital nomads will show greater occupier interest again, presumably even
in a more intensified and rapid form than before once the restrictions imposed by the
pandemic have been lifted.

Source: Bundesbank, CBRE Research, Q2 2021.
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ATTRACTIVE NICHE ON ITS WAY TO ESTABLISHED ASSET CLASS STATUS

GROWING IMPORTANCE OF HEALTHCARE PROPERTY
The market for healthcare and social real estate is a robust growth market in Germany. This is evident firstly from the demand and supply fundamentals, and secondly
from the stable financial position of operators that has been at least partly secured
also by the German government reimbursement of additional expenses incurred by
the pandemic. Other factors include high occupancy rates, also in times of Corona,
and virtually non-existent rental default. The interest of domestic and foreign investors is commensurately high – this group is increasingly expanding their previous
niche role in this asset class that is moving towards becoming an established real
estate asset class for professional investors.

The years ahead can be expected to see another increase in healthcare spending,
with a rise of 4.3% to more than €407 billion forecast for 2019 alone. In view of the
exceptional situation caused by the pandemic, the growth rates for 2020 and 2021
are likely to significantly exceed the average growth rates in the recent past. Social
care insurance accounted for a share of 10.1% in healthcare spend in 2018. Compared with 2017, it recorded the strongest increase in expenditure, up €2.3 billion
(6.2%) to €39.5 billion. Given the demographic trend, with the resulting uptrend in
the number of persons requiring nursing care, we also expect expenditure to rise
further.

In-patient care homes remain on the investor radar, while assisted out-patient care
facilities, such as assisted living, medical centers and medical care centers, are
becoming more significant. The growing interest is also based on the relative
independence of the healthcare asset class from the general economic trend.
According to Destatis, expenditure on Germany’s healthcare system amounted to
€390.6 billion in 2018, reflecting year-on-year growth of 4% in comparison with
2017, with the previous year reporting a rise of 4.7%. The share of this expenditure
in the gross domestic product therefore amounts to 11.7 %.

According to the current data from care statistics, around 4.13 million people in
Germany were in need of care as against only 3.41 million in 2017. For comparison: the “RWI Pflegeheim Rating Report 2020” forecast 4.4 million people requiring
care in 2030, and 5.0 million by 2040. The current trend is impressive evidence of
the structural change in our ageing society. A large proportion of dependent people
(80%) receive care allowances and are looked after at home by their relatives or by
outpatient care services. More than 818,300 people will need full in-patient care in
care homes.

FIGURE 14: INVESTMENT VOLUME HEALTHCARE PROPERTY*

FIGURE 15: NUMBER OF PEOPLE REQUIRING CARE IN GERMANY*

In €
4

Prime yield care homes (%)
Prime yield hotel (%)

3

2
1
0

2011

2012

2013

2014

2015

2016

2017

2018

2019

2020

Source: Bundesbank, CBRE Research, 2021;* As from 2018, incl. medical centers, (rehab) clinics & assisted living
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DEFENSIVE NATURE OF THE ASSET CLASS GARNERING GROWING INVESTOR INTEREST

SURPLUS CAPITAL WILL KEEP YIELDS UNDER PRESSURE.

XXXX

In view of the changes in family structures, with family members living far away from
each other and the trend in the population toward single households, the proportion
of family caregivers is likely to decline in the future. Professional inpatient care in
care homes and in retirement homes will therefore become more important, along
with outpatient care in assisted living concepts.

We anticipate growing investor demand for healthcare properties in 2021. Scarce
supply will therefore be sole factor curbing investment volume. The yields of assets
eligible for investment are likely to soften accordingly, with downward pressure from
excess demand. At present, the prime yield for care homes is 4% – a little more than
a decade ago, yield started at just under 8%. After recent years during which witnessed the market dominated by foreign investors, domestic cashed-up investors are
increasingly turning to this asset class. Our current survey on German institutional
investors revealed that every fourth investor would be keen on investing in this
segment in 2021. They view healthcare properties as a good alternative to other
established real estate investments confronted by greater challenges in the crisis, and
are attracted by the defensive and non-cyclical nature of the healthcare asset class
with its extremely reliable cash flows in the short and in the long term. In addition,
the operator market’s growing professionalization and the yield spread compared
with other investment alternatives is enhancing the appeal of healthcare properties
for domestic institutional investors.

We anticipate that operators will continue to undergo a consolidation process and
that larger, financially more sustainable and, from an investor standpoint, more
transparent operator structures will emerge, with foreign players keeping a close eye
on the German market for their expansion strategies. The commitment of European
market leaders in particular will generate growing interest in the German market for
healthcare and especially for healthcare properties, thus ensuring stronger momentum in the M&A sector.
The trust of investors in this alternative asset class will also grow hand-in-hand with
increasing professionalization and greater transparency. The investment volume on
the German healthcare real estate market surged 61% to €3.38 billion in a year-onyear comparison in 2020. The final quarter proved to be particularly dynamic, delivering a transaction volume of €1.4 billion. This record result signifies that the healthcare real estate market significantly outperformed the peak years to date of 2016
and 2018 in 2020, achieving a share of 4.3% in the overall transaction volume. A
good 20% of the investment volume in 2020 was attributable to site developments
compared with 2019, when the market share came in at 15%. New build activities
are nevertheless not keeping up with society’s needs, especially in the care home
segment as the capital values of care homes full significantly short of standard
housing.

Against the backdrop of Germany’s demographic development and the strong
demand for professional care places and forms of age-appropriate assisted living,
private real estate capital is urgently needed to meet the challenges in society and to
deal with the threat of a nursing crisis that is also reflected by the lack of personnel.

XXX
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DATA AS THE COMMODITY OF THE 21 ST CENTURY

FOCUS ON DATA CENTERS

XXXX

The rapid advance of digitalization has continuously propeled the need and the
demand for storage and computing capacity in recent years, which has heightened
the interest in the data centers asset class. The Corona pandemic and its consequences have hugely accelerated these processes.

This trend is likely to persist in the coming months, especially as the rapid expansion
of data capacity over many years is set to accelerate. Another increase in capacity by
almost 11% to 564 megawatts (MW) has been predicted in 2021 for Frankfurt am
Main as Germany's most important location for data centers. A large part of this
capacity of 490 MW has already been contractually reserved, and only around
74 MW of computing capacity is still available in the market. The vacancy rate is
running at 13%, which makes it one of the lowest in the last ten years.

THE CORONA PANDEMIC AS A CATALYST
Changed living environments with home office and home schooling, online shopping and streaming services are responsible for a steep uptrend in data consumption
patterns, both in business and in the private sphere. The discussion that flared up at
the start of the first lockdown in Germany in the early months of 2020 about having
sufficient computing capacity for the manifold digital usages, and a slew of new
record highs for data throughput, has also strengthened the awareness of the public
and of investors. This is compounded by some uncertainty on the part of investors
about the future development in other asset classes, thereby triggering the search for
potential investment alternatives. Similar to other asset classes, the Corona pandemic has therefore accelerated existing trends and processes and has functioned as a
catalyst for digital transformation in all areas of society. The need for computing
capacity has increased significantly, as has the interest in this asset class in the wake
of the pandemic.

Data centers form the infrastructure backbone of our increasingly digitalized world.
This still comparatively young institutional asset class in Germany differs greatly from
other real estate types in terms of their highly specific construction requirements, its
key performance indicators and its management. Conventional real estate investors
previously tended to shy away from exposure to these special-purpose properties
because they require special know-how. This is now changing.
Along with a rising need and awareness, factors such as a comparatively low level of
dependence on the economic situation and higher yields compared with established
asset classes play a role in the appeal data centers hold for investors as an investment alternative or portfolio add-on. This trend is reflected in investment volumes
and in a widening group of investors. Whereas, in the past, corporate and developers above all, along with data center operators, were active in the transaction market, a growing number of institutional investors and private equity companies are
now making an appearance.
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SPECIALIST KNOW-HOW REQUIRED
It is also evident that, owing to the limited number of data centers, product availability in the investment market is restricted. Consequently, not only the number of centers is meager, but also the locations, and land for building more data centres is a
rarity. The centers compete with conventional commercial and logistics operations
for land in proximity to the relevant Internet hubs in the metropolises that is already
in short supply. Furthermore, the locations that are available necessitate by definition
a sufficient and secure power supply. This aspect is a hindrance to planning site
developments but, conversely, also signifies a certain lasting value of existing stock
or suitable land as it can be assumed that the number of centers will not increase
unduly.

In considering a potential investment, the fact that data centers are exposed to constant pressure to change must be considered. In recent years, depending on how
user demand developed, various types of data centers have evolved. Hyperscale
data centers are the most frequent type of data centers. Technologies such as 5G
and autonomous/networked driving could enable edge data centers to establish
themselves as a new type of data center in the future. Moreover, environmental
aspects such as energy efficiency, renewable energies and also the use of released
heat energy will become increasingly important in the future. In Frankfurt, data
centers that use the waste heat of their direct water cooling systems to heat their
offices are already in operation. Concepts like these will occur more frequently in the
future against in an environment of ongoing decarbonization, particularly in the real
estate sector.
Thanks to rising demand, data centers as “special real estate” are steadily advancing
from a niche product into an asset class in their own right in the commercial property
market. They nevertheless require investors to have the specific know-how required
by a sustainable investment.
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ESG – MORE THAN JUST A FASHION TREND

ESG TRIGGERS SEA CHANGE IN THE REAL ESTATE SECTOR

EU “SUSTAINABLE FINANCE” ACTION PLAN

ESG – these three letters will pave the way for a sea change in the real estate sector
in the coming years . They stand for Environmental, Social, Governance and designate the areas of responsibility entailed by entrepreneurial activity relevant for sustainability. Environment translates into topics such as pollution and environmental risk,
greenhouse gas emissions, energy efficiency issues and resources consumption.
Social addresses aspects such as occupational health and safety, diversity and social
commitment. Governance stands for sustainable corporate management, remuneration, anti-corruption, sponsoring, tax optimization and equality.

The EU “Sustainable Finance” action plan takes investment management companies,
insurance companies, pension funds and banks under obligation to promote sustainable development. The plan comprises ten (legislative) measures designed to help
achieve a tripartite of goals: the realignment of capital flows, improved mapping of
financial risks, as well as greater transparency and long-term orientation.

This paradigm shift is driven by the growing impact of climate change, injustice and
violations of human rights disclosed in the media, and ultimately also by the Friday
for Future movement. The reshuffling of society’s values is clearly reflected in the
current political measures at EU and at federal government level.
The goal of achieving climate neutrality in the EU by 2050 appeared to be a distant
aspiration not so long ago – but the results of the European Climate Conference in
December 2020 has catapulted it into the here and now. Within the next nine years,
CO 2 is to be reduced by a minimum of 55% as an interim goal. Real estate is one of
the most important levers for achieving climate neutrality. A swift change in the mindset and action by the real estate sector is now on the agenda.
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For the real estate sector and its players this means that goal setting needs to be
established horizontally across the whole value chain and beyond.
The biggest hurdle is implementing regulatory requirements at all levels. Understanding sustainability will change through the regulatory process. Sustainability was
previously only enacted at property level, with principally green building certificates
playing a role for real estate. Nowadays, ESG is holistic and no longer focused on
individual properties but applicable at all levels of management, to manifold processes and to entire portfolios. The heterogeneous nature of the real estate sector
does not necessarily make this an easy task. Aims and objectives that encompass the
whole value chain must be set. This presupposes the acceptance of all market
players, from investors and banks through to fund managers and on to insurance
companies.

Along with this horizontal approach, complexity increases due to the vertical components, as goals and measures must be consistently implemented, also within a company. This necessitates the cascading of corporate goals right down to property level.
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DIGITALIZATION PROMOTING THE PATH TO CLIMATE NEUTRALITY AND SUSTAINABILITY

TRANSFORMATION AT PROPERTY LEVEL

SOLUTIONS FROM DIGITALIZATION

Gaining an overview of the status quo is sound advice, with no time to be lost, as is
gathering, evaluating and validating data, along with defining goals. ESG performance indicators must be anchored in workflows and in corporate strategies. At
property level, we are confronted with the next major challenge: the decarbonization
of existing stock. Studies show that, with 1990 as the starting point, CO 2 emissions
from running buildings must be lowered by more than 80% in order to move closer to
climate neutrality.

Assuming the first big hurdle of a validated data basis has been overcome, a strategy
suitable for reducing CO 2 can be drawn up for the property or the portfolio. In this
instance, technical upgrades in the property play a crucial role: smart metering
supports the procurement of data in the long term, and energy monitoring can
deliver insights into consumption that will enable energy peaks and inefficiencies to
be identified. Parameters for permanently reducing CO 2 can be tweaked to become
more efficient.

Providing a sound data basis and procuring and validating data underpin achieving
this goal, while at the same time presenting the greatest challenge. To all appearances a simple task: all consumptions and prices are listed on a supplier’s invoice.
But not quite so easy as it looks. Along with consumer data that also includes tenant
data, additional context information on the building is needed, for instance on the
technical fit-out, the occupancy rate and usage. The combination of this multifaceted information and data makes the process of evaluation complex and arduous.
Collaboration between the facility manager, property and assets manager right
through to the fund manager requires established and unprecedented interaction.

Digital data management ensures greater transparency in the issue of climate protection and sustainability, therefore coming full circle to embrace another mega trend in
the real estate industry. Digitalization will also be instrumental in achieving the sus tainability targets.
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