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Prices keep going up - bulwiengesa
Property Market Index gains +4.2 %

across segments in 2016

Low interest cycle, incoming migration,
economic growth and record-breaking
investments made the headlines in Ger-
many's real estate trade media in 2016. In
an amazing performance, the bul-
wiengesa Property Market Index has
shown positive growth for 12 successive
years now, and topped an annual growth
rate of +3.5!% for the past 6 years.

The extended boom cycle is driven by
the high demand for housing as well as
for new manufacturing and production fa-
cilities. Real estate noticeably expanded
its footprint as integral component of the
world financial market.

But the growth rate experienced during a
boom cycle obviously differs from one
real estate segment and one region to
the next. So the question presents itself:
which asset classes are driving the cur-
rent market trend, and which regions or
city types gain most from it?

¥ The Residential Property Market Index
clearly outperformed the Commercial
Property Market Index, exceeding it
by 3.7 percentage points.

¥ While the price growth of residential
real estate extends down to the level
of the Class D cities nationwide, it is
limited to conurbations in the case of
commercial real estate.

¥ The growth rates of the Property Mar-
ket Index make inflation a negligible
factor.

The housing market remains the most
active sector of the german market

Year on year, the growth rates were ei-
ther matched or exceeded for virtually all
variables. Rising by +5.5!% (previous
year: 4.8/%), and thus maintaining a re-
markable pace of around +5.0!% p.la.
since 2011, the Residential sub-index as-
cended to its highest level since 1990.

The biggest price drivers are terraced

houses (+7.5!%) and newly-built condo-
miniums (+7.3!%). Encouraged by low-in-
terest rates, investing in Obricks and mor-
tarO has become an established trend
across Germany, and so has the wish to
acquire bespoke, carbon-neutral resi-

dences that accommodate the buyer's

personal needs.

bulwiengesa Property Market Index for Germany*
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In response to the shortage in affordable
housing accommodation in the major cit-
ies, the German government raised the
target rate for residential completions to
350,000 units annually. But while the
number of 250,000 residential units ac-
tually completed in 2015 represents a big
step forward, it shows that the comple-
tion rate still falls short of expectations. A
look at the massive building permit back-
log and the high capacity utilisation in the
construction industry raises doubts as to
whether the set target benchmark will
ever be achieved.

Essential for the housing market devel-
opment in line with demand is to take a
differentiated approach to demand

Germany's population will decline by
around 1 million until 2030. This drop for
the country as a whole, however, is at
odds with population increases in Baden-
WYrttemberg, Bavaria, Berlin and Ham-
burg. Especially economically strong
Class A cities derive disproportionate
benefits from the trend, whereas eco-
nomically less developed regions have to
cope with massive population declines.

The situation therefore calls for an in-
depth analysis. According to bul-
wiengesa, the long-term housing de-
mand between now and 2010 necessi-
tates the completion of 255,000 residen-
tial units per year. Around 60!% thereof
represent demand-driven new buildings
and the backlog of prior years, whereas

the so-called replacement demand, i.le.
the new housing required to compensate
for condemned units, accounts for the re-
maining 40!%. The way forward in Ger-
man housing construction B the OifO and
OhowO B depends essentially on future
housing concepts.

Will the reported price growth adversely
affect affordability?

The affordability index of bulwiengesa
compares disposable income levels with
selling prices. Generally speaking, af-
fordability is slow to rise, even as income
levels increase, and while this hardly
makes things easier for end consumers,
it is good for investors. Market conditions
in economically thriving cities with pent-
up demand are tightening, and the ability
of rising income levels to offset the price
growth is limited. Relevant aspects that
will be fascinating to watch in this context
include the widening gap between in-
come levels, the simultaneous erosion of
the middle class, and an estimated 3 tril-
lion euros in wealth inherited until 2025.

The commercial Property Market Index
concluded 2016 with +1.8 %, unable to
match the 2014/2015 score of +2.9 %

The slowed growth is caused mainly by
the retail sector. While retail revenues
continued to grow, going up to nearly
490 billion euros, the rent growth in Ger-
many's prime high streets has largely
stagnated (+0.1!%). The situation is similar
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in secondary urban locations. Then
again, the run on retail assets and com-
mercial buildings as income-producing
properties with stable cash flow contin-
ues unchecked. Here, market action is
constrained by quantitative availability.

The office market, by contrast, regis-
tered a rent growth of +2.9 %, and seam-
lessly continues its upward price trend
that began in 2011. Vacancies have been
rapidly eliminated, especially in Ger-
many's Class A cities as white-collar em-
ployment keeps expanding at a steady
pace (2015: 14.2 million). Yet construction
activities are slowed in some places by
low pre-let ratios. It is to some extent due
to the conflict between the borrowing re-
quirement of a high pre-let ratio and the
need of many tenant leads to remain
flexible enough to move out on short no-
tice. The shrinking supply of floor space
acts as price driver down to the level of
the Class C cities.

As in the year before, land prices (+3.8!%)
are the driving force for the commercial
real estate sub-index. Demand is particu-
larly keen for logistics sites along the ma-
jor arterial roads and in greater metro ar-
eas. The transformation of the classic
warehouse into a high-tech sector with
corresponding site requirements also in-
creases the willingness to pay higher
land prices. The noticeably increased
volume of new construction in some re-
gions has caused the supply in commer-
cially zoned properties to dry up.

Index for Commercial and Residential Properties 1990 - 2016
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Property Market Index by Market Type 1990 - 2016
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The ABCD cities show little differences
in the total index for 2016

The slightly increased growth (+!4.31%) in
the Class A cities when compared to the

Class B (+3.4!%) and Class C cities (+

4.0'%) has almost closed the gap sepa-
rating the OBig SevenO cities from the
secondary and tertiary cities. Cities of the
classes A, B and C achieved virtually
identical index scores within a bracket of
146.2 to 148.2 points in 2016.

Still, a closer look at the individual vari-
ables reveals differing growth compo-
nents. While housing market variables
are generally up-trending, prices for
newly built terraced homes rose noticea-
bly faster in Class A cities (+8.8!%) than in
Class D cities (+5.5!%). By contrast, the
spread is barely discernible on the mar-
ket for residential lettings in existing
houses. Class C and D cities are on re-
cord with the fastest growing re-letting

2005

2010 2015

markets, and the steepest condominium
price hikes (+7.9!%) were actually identi-
fied in Class D cities.

These figures highlight a fact that should
be perfectly obvious: Residential accom-
modation is a ubiquitous function that is
equally relevant in any type of city.

A drilldown of the commercial property
variables according to the ABCD classifi-
cation returns entirely different results.
The growth rate in the retail sector was +
1.0!% or less across the board, and rent
levels are largely stagnant everywhere.
As far as office use and commercial
zoned land go, which normally presup-
pose business agglomerations, growth

rates in Class A cities (+4.6!% and +5.1!%,

respectively) easily outpaced the rest of
the country. In the B, C and D class cities,
office rents increased between +1.1!% and
+1.41%, commercial zoned land between
+2.1!% and +2.3!%.

Inflation and Change Rates of bulwiengesa Property Market Index 1990 - 2016
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The brisk growth rates of the Property
Market Index outpace the inflation rate

Except for the period of the country's re-
unification, the growth in real estate
prices lagged behind the inflation rate for
the longest time, in some years substan-
tially so. Especially after the one-off eco-
nomic impacts of that time had eased,
the market suffered massive price drops.

But the picture has shifted since 2009. In
2016, in analogy to prior years, the infla-
tion rate of 0.5!% was matched by a hefty
property price hike of 4.21%, making it
the third successive year to see a spread
of more than +3.6!%.

This means: At the moment, real estate
constitutes an inflation safeguard, on av-
erage. It is not necessarily true for every
property, but depends on segment and

location. Moreover, the inflation-hedging

function would be further compromised if

the inflation rate returned to its 20-year

average of roughly +1.8!%, again depend-
ing on the asset at hand.

Rank of @ Chance Rates since 1975
— All Segments

Rank City “p.la.
1 Munich 3.7%
2 Regensburg 3.4%
3 Rosenheim 3.3%
4 Wiesbaden 3.1%
5 Trier 3.0%
6 Frankfurt am Main 3.0%
7 Heidelberg 3.0%
8 Mainz 2.9 %
9 Augsburg 29%
10 Ulm 29%

‘w ‘w ‘wl
41 Bochum 21 %

42 Bonn 2.1 %
43 Bremen 2.0 %
44 Duisburg 1.9 %
45 Krefeld 1.9%
46 Bielefeld 1.9%
47 SaarbrYcken 1.8%
48 Siegen 1.8 %
49 Hildesheim 1.7 %

Note: only cities in West-Germany
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Rents and Prices for Residential and Commercial Property in Germany

WEST-GERMANY incl. Berlin (West)

Value Change (nominal) Value
1975 1990 1975-1990 1990 2016
(Euros/sgm) total p. a.
O-0* Apartments 1,313 2,053 56.3 % 3.0% 2,026 3,635
Terraced houses (Euros) 128,310 212,295 65.5 % 3.4% 206,087 345,656
Rents (new) 412 6.81 65.3 % 3.4% 6.79 10.50
Rents (existing) 2.54 5.17 103.5% 49 % 4.49 8.48
Sites for family homes 106 235 121.5 % 5.4 % 152 267
Prime retail rents 33.80 68.74 103.4 % 4.8 % 55.67 78.34
Suburban retail rents 10.74 18.39 71.2 % 3.7% 16.47 14.11
Prime office rents 6.21 10.99 77.0 % 3.9% 12.33 11.95
Industrial land 69 123 79.3 % 4.0 % 106 145
bulwiengesa Property Market Index 80.3 % 4.0 %
Residential 79.1 % 4.0 %
glavmeracelipied Commercial 81.9 % 4.1 %

Expectations for the future

The sustained positive performance of German real estate
provides a sound basis for estimating the effects to see in
2017. On the bright side, wages are going up, and the job
growth continues. Especially real estate in core cities bene-
fits from pent-up demand across market segments and from
high capacity utilisation rates, which ensure stable cash
flows. The low-interest policy and its clear-cutting effect on
high-yield investment vehicles will deepen the interest-rate-
driven effect of decoupling investment markets and letting
markets, while prices will keep going up.

Any critical assessment of future expectations will need to

focus on subjects like exit and inflation. Whenever elevated

price levels combine with low real estate returns as well as

with low-level inflation and an ultra-low key lending rate,

they produce highly favourable yield spreads. Starting in

2017, however, the increase in commodity prices will push
the inflation rate back toward +1.5!%. In the medium term,
the ECB could respond by reviewing its key lending rate.

This in turn will prompt the market players to reassess their
asset allocation and liquidity approach. This may happen as
early as 2018, but depends on the global development.

Further Details

Detailed information, data series and evaluations are avail-
able separately from us. If you are interested, please get in
touch with us.

CONTACT

Franziska Wenzel (wenzel@bulwiengesa.de)
Jan Finke (finke@bulwiengesa.de)
www.riwis.de, riwis@bulwiengesa.de
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Index Change (2015-2016)
A significant growth ® growth

bulwiengesa AG
Nymphenburger Stra8e 5
80335 MYnchen, Germany

GERMANY
Change (nominal)

1990-2016 2014-2016

total p. a.
79.4 % 23 % 7.3 %
67.7 % 2.0% 7.5%
54.6 % 1.7% 4.6 %
88.9 % 25% 4.7 %
75.5 % 2.2 % 3.6 %
40.7 % 1.3% 0.1 %
-14.3 % -0.6 % 0.4 %

-3.1% -0.1% 2.9 %
37.4% 1.2 % 3.8%
47.4 % 15 % 4.2 %
73.2 % 2.1 % 5.5 %
152 % 0.5% 1.8 %

moderate growth stable trend

Tel. +49 89 23 23 76-0
Fax +49 89 23 23 76-76
www.bulwiengesa.de
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