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Preface

As a commercial real estate bank, we support our sales units and risk management
teams with their credit and lending decisions through regular analysis in real estate
market reports which are openly available to all market participants.

The present report continues our series of studies on the German real estate market,
published in the autumn of each year. This research study looks at market develop-
ments for retail, office and residential real estate during 2011, and provides an outlook
for 2012.

Our analysis has shown that the German commercial real estate market is benefit-
ing from a sustained positive trend — in contrast to many other European countries.
Demand for commercial floor space keeps rising. Retail properties in top locations
benefit from the increased purchasing power of German consumers, generating strong
interest for first-class retail space. Accordingly, rents are expected to rise by about two
per cent during this year and the next. Demand for office space has also resumed the
upwards trend since 2010. Reflecting the strong decline seen from 2007 to 2009,
however, this recovery has only partially reduced the level of vacancies. Office rents
in prime locations are likely to increase slightly during this year; the trend is expected
to accelerate in 2012. Momentum in the residential real estate market remains strong,
with the combination of a low level of completions in metropolitan areas with the
rising number of inhabitants likely to keep rents at an elevated level for quite some
time.

An overview of DG HYP’s real estate market reports is available on our website
www.dghyp.de/unternehmen/markt-research or can be requested from us.
Deutsche Genossenschafts-Hypothekenbank AG

September 2011
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SUMMARY

» The aftermath of the financial markets crisis that broke out four years ago has
left many countries* commercial property markets in very bad shape. The Ger-
man segment presents a completely different picture, however — here the de-
mand for commercial premises has developed positively in the wake of the
strong economic growth that set in during 2010.

» One causative factor we would single out is the perceptible improvement of the
employment situation in Germany that has driven the jobless rate down to six
per cent (ILO definition) — an exceptionally low figure by German standards.

» Although the strength of the upturn has faded slightly most recently, the out-
looks for this and next year remain positive on the whole despite the raging eu-
rozone debt crisis, which allows us to predict rising rents in the retail, office and
residential segments that are the subject of this report.

RETAIL PROPERTY

Total retail space in Per capita retail Top-location rent Year-on-year change in
million sqm space in sqm in euro per sqm rentin %

2010 2011e 2012e 2010 2011e 2012e 2010 2011e 2012e 2010 2011e 2012e
Berlin 58 5,9 6,0 1,7 1,7 1,8 215 220 224 0,0 2,3 1,8
Disseldorf 1,0 1,0 1,0 1,7 1,7 1,7 208 213 218 1,5 2,4 2,3
Frankfurt 1,4 1,5 1,5 21 21 2,2 245 248 250 0,0 1,2 0,8
Hamburg 2,8 2,9 3,0 1,6 1,6 1,7 225 230 235 0,0 2,2 2,2
Kéln 1,4 1,4 1,5 1,4 1,4 1,5 220 224 228 0,0 2,0 1,8
Miinchen 1,9 1,9 1,9 1,4 1,4 1,5 285 290 295 0,0 1,8 1,7
Stuttgart 1,0 1,0 1,0 1,6 1,6 1,6 220 224 228 0,0 1,8 1,8
Top-7 15,3 156 159 *) 1,6 1,7 1,7 229 233 237 0,1 2,1 1,8
Sources: Bulwien, Feri, DZ BANK Research forecast *) totals

» The shopping mood in Germany has brightened up. However, almost the only
beneficiaries are the top locations in inner-city shopping districts and attractive
malls (shopping centers). There is correspondingly keen interest in prime selling
space that is generally in short supply. The result is that prime retail rental in-
come did not fall in any top location even in the worst year of the crisis (2009).

» It also follows that rents are still on the rise in prime locations. We predict rental
growth of around two per cent this year and next.

» Ordinary locations will not be joining in the party. In fact, less attractive selling
space is suffering badly from the falling trend of retail floor space productivity in
the retail segment — flat retail sales in a context of increasing selling space. We
see no room for rents to rise in second-tier locations.
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OFFICE PROPERTY

Total office space Vacancy rate Top-location rent Year-on-year change in
in million sqm in % in euro per sqm rent in %
2010 2011e 2012e 2010 2011e 2012e 2010 2011e 2012e 2010 2011e 2012e
Berlin 174 175 175 8,6 8,5 8,4 205 21,2 21,8 2,0 34 2,8
Disseldorf 7,3 74 7,6 11,3 109 106 215 21,8 222 -2,3 1,4 1,8
Frankfurt 118 11,9 119 147 146 145 33,0 332 336 0,0 0,6 1,2
Hamburg 133 135 136 9,6 9,7 9,5 225 226 229 -3,4 0,4 1,3
Koln 7,0 71 71 8,9 8,7 8,5 20,0 20,1 20,4 2,4 0,7 1,3
Miinchen 128 129 131 9,8 9,8 9,6 27,7 281 28,8 -2,8 1,5 2,4
Stuttgart 7,0 7,0 7,0 59 5,9 5,7 16,3 165 16,9 -4,1 1,4 2,0
Top-7 766 77,3 779 *) 10,0 9,9 9,7 236 240 244 -1,3 1,5 1,9
Source: Bulwien, Feri, DZ BANK Research forecast *) totals

» The crisis has had a much more severe impact on office space than on retail
property. Having fallen by nearly six per cent in 2009, the average prime rent in
our top locations fell again by more than one per cent in 2010. The average va-
cancy rate also rose perceptibly in both years, to nearly ten per cent.

» The initial impact of the recent rise in the demand for office space was to reduce
vacancy in some cities; only a subsequent second stage brought a general if
hesitant rise in office rents that will probably accelerate slightly in 2012. We only
expect to see a marked increase in Berlin. Secondary-location rents will remain
flat in 2011 and only rise marginally in 2012.

RESIDENTIAL PROPERTY

Dwelling stock in units Population in units Top-location rent first Year-on-year change in
of thousand of thousand occupancy euro/sqm rent in %
2010 2011e 2012e 2010 2011e 2012e 2010 2011e 2012e 2010 2011e 2012e
Berlin 1.898 1.903 1.908 3.438 3.442 3445 13,3 138 14,2 1,5 3,8 2,9
Dusseldorf 327 328 329 585 586 586 128 13,0 132 1,6 1,8 1,4
Frankfurt 362 365 367 676 678 679 16,0 164 169 6,7 2,8 2,5
Hamburg 893 897 901 1.779 1.781 1.782 17,0 173 176 13,3 1,8 1,7
Koln 527 530 532 997 1.000 1.002 135 13,7 139 3,1 1,5 1,5
Miinchen 751 756 761 1.335 1.340 1.342 17,5 17,9 182 2,9 2,3 1,9
Stuttgart 298 299 300 602 604 605 130 133 134 0,0 1,9 1,4
Top-7 5.056 5.078 5.099 *) 9.412 9.430 9.442 *) 148 151 15,5 4,6 2,6 2,2
Sources: Bulwien, Feri, DZ BANK Research forecast *) totals

» The deficient volume of completions of new multi-family apartments (it has been
short of demand for many years) and the continuous gains in the population of
attractive cities have resulted in a permanent shortage of available living space.

» The top locations enjoy consistently strong demand for apartments in all market
segments, with the result that residential rents have continued to rise relatively
fast even during the crisis. We expect this trend to persist undiminished, ensur-
ing that apartment rents continue to increase.
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THE GERMAN ECONOMY

ECONOMIC FORECAST FOR GERMANY

in % year-over-year 2009 2010 2011e 2012e
Real GDP Growth -5.1 3.7 3.0 1.8
Private consumption -0.2 0.5 1.4 1.5
Public consumption 2.7 1.9 1.5 0.7
Investment -10.0 6.1 7.5 3.0
Exports -14.3 14.7 8.9 6.9
Imports 9.4 13.0 7.5 7.5
Inflation rate (HCPI) 0.2 1.2 24 21
Unemployment rate (ILO) 7.5 6.9 6.1 5.7
Public budget balance in % of GDP -3.0 -3.3 -1.9 -1.6

Source: DZ BANK Research

Strong exports allowed the German economy to expand by 3.7 per cent in 2010,
more than twice the growth rate of the eurozone as a whole. Despite serious interna-
tional risks and high commodity prices, we expect this year to also bring strong
gross domestic product growth of three per cent. Within this total, private consump-
tion will increase at a faster rate than in recent years and thereby provide additional
support for the upturn alongside exports.

This positive trend — GDP growth is significantly above the multi-year average — and
Germany’s labor market reforms have had an extremely positive effect on employ-
ment. The result is that the jobless rate has declined sharply on the ILO definition to
just above six per cent in June 2011 and remains on a falling trend.

Germany's positive performance is clearly illustrated by a comparison with the euro-
zone. While Germany was doing worse than the eurozone in terms of GDP growth
and unemployment until a few years ago, its figures are now clearly better than the
EMU average.

We expect 2011 GDP growth of three
per cent ...

... and further falls in joblessness

Germany performing much better
than the eurozone as a whole

GDP GROWTH (Y/Y IN%)

UNEMPLOYMENT RATE IN % (ILO)

4.0 12.0
3.0 11.0
2.0 10.0
1.0 90
0.0
8.0
-1.0
2.0 7.0
- 6.0
3.0 Germany 50 Germany
40 e Bw ' —a—EWU
-5.0 4.0
03 04 05 06 07 08 09 10 11e 12e 03 04 05 06 07 08 09 10 11e 12e

Source: DZ BANK Source: DZ BANK
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CONSUMERS AND INVESTORS ON A SHOPPING SPREE

German retail property is hotly sought-after by investors. As a result, in 2010 retail Strong demand for German retail
property accounted for 35 per cent of the total commercial property investment mar-  property
ket in Germany, with total investment north of EUR 19 billion. Shopping centers and

1a locations accounted for almost two-thirds of this spend. The first half of 2011 has

even seen this proportion increase — the retail property segment was the source of

more than half of the 11 billion commercial property transactions during this period.

One mall operator — the ECE Group owned by the Otto mail order dynasty — has

managed to attract more than EUR 700 million in capital into a specialised fund -

,ECE European Prime Shopping Centre Fund® — this year. This will give ECE gross

investment firepower of roughly EUR 2 billion. Union Investment is launching anoth-

er property fund specialising in shopping centers — ,Ull Shopping No. 1“ — with the

aim of acquiring EUR 750 million worth of retail properties.

Investors’ passion for shopping centers appears irrational at first glance in the light Despite sluggish retail sales ...
of Germany'’s retail sales trend. Although the retail sector is an important factor in
Germany’s economy — it employs nearly three million people and turns over EUR
400 billion a year in sales - the sector has been characterised by near-zero growth in
recent years. In price adjusted terms, total sales have even declined over the last
decade. After all, Germans are universally famous for being bargain hunters and
coupon clippers who care about nothing other than the price. The media is also full
of constant warnings about the imminent death of city centers due to consumers’
preference for cheap supermarkets and discount stores. Online retailing now gene-
rates annual sales of more than EUR 20 billion and is still growing rapidly, so statio-
nary retail sales have actually fallen. It is no wonder therefore that many household-
name store chains such as Karstadt, Hertie, SinnLeffers and Woolworth have got in-
to financial difficulties.

WHILE NOMINAL RETAIL SALES ARE CONSTANT ... ...SELECTED PRODUCTS ENJOYED STRONG GROWTH IN 2010
Retail sales in EURbn (lhs) == YOY in % (rhs) Watches & jew elry
450 4 Cosmetics & personal care
Footw ear
400 3 Clothing
350 2 DIY
300 1 Toys
250 0 Cameras & optical goods
Glass & ceramic ware
200 -1 . -
Leisure electronics
150 -2 Furniture & decor
100 -3 Food & alcohol
50 4 Miscellaneous
0 -5 0 3 6 9 12 15
2001 2003 2005 2007 2009 2011e Grow th in sales Jan-Nov 2010 in % YQY
Source: HDE Source: HDE
So is it all doom and gloom in retailing? A leisurely Saturday stroll through Frank- ... are Germany‘s shopping districts

furt’s inner-city shopping center portrays the situation very differently. Zeil, Schiller- well frequented
stralle, Steinweg and Goethestralle are every bit as packed out with free-spending
customers as the MyZeil mall that opened in 2009 with its spectacular facade.
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Frankfurt’s city center is far from a one-off, however; it is actually typical of the con-
sumer’s rediscovered pleasure in city shopping, and similar busy scenes can be ob-
served in many German towns and cities. This view is reinforced by the strong
growth in sales of the categories of merchandise typically offered in city-center
stores. Customers are very demanding in what they require from ,top shopping dis-
tricts”, though. They expect quality products, good service, plentiful eating options
and architecturally attractive environs that help to make shopping an experience.

It follows that prime selling space is equally in demand. The strongest interest is
from clothing store chains such as H+M or Zara, brand outlets such as Esprit or Adi-
das, focused-assortment department stores such as Hugendubel or Gértz, and spe-
cialist (single-line) markets such as Saturn or Sport Arena. One frequent result is
that centrally-located attractive shopping centers offering a wide range of stores and
a variety of eating places have taken over the full-range department stores’ previous
function as public magnets. Since footfall is concentrated onto inner-city top loca-
tions and attractive city-center and out-of-town malls, retail premises in secondary
locations offer these big retail groups very little potential even if the rent is cheaper.
The poorer sites are often home to owner-run specialist stores that build customer
loyalty through the quality of their service rather than their location.

The improved sentiment in German retail industry’s is also evident in the trend of the
GfK Consumer Climate index, which is strongly higher from its 2008 low.

GFK CONSUMER CLIMATE INDEX: POSITIVE TREND
7
6
5
4
3
2

1 Consumer Climate

0
Jan-08 Jul-08 Jan-09 Jul-09 Jan-10 Jul-10 Jan-11 Jul-11

Sources: GfK / Bloomberg

Customers‘ high expectations of the shopping environment also pose challenges to
operators, however. If they are to continue to attract customers, shopping centers
and their integrated leisure facilities (such as e.g. multiplex cinemas) need to be kept
at a high standard. The inevitable consequence is rising costs for continuous mod-
ernisation. Another factor is that customising properties to their specific locale makes
it almost impossible to adapt to changing trends, say in popular leisure activities. In
this connection, the rent payable for top retail stores — often in the hundreds of euro
per square meter — makes the question of sustainability relatively less significant
than it is in other segments of the commercial property market. Ancillary costs —
which normally average around five euro a month per square meter in the case of

Attractive shopping centers act as
inner-city magnets for the public

Consumer confidence high

»Maintenance“ and ,,green building“
increasingly important issues



Real Estate Market Germany 2011 | 2012

shopping centers — have less influence on total expenses than in the residential or
office segments. Energy efficiency does make sense, however; this is not only be-
cause of the mostly high cost of store lighting and climate control, but also for image
reasons — the motto is ,green building“.

NUMBER OF LARGE SHOPPING CENTERS HAS INCREASED SHARPLY NEW OPENINGS HAVE SLOWED SINCE 2010
450 21
400 18 Shopping center openings
350 = = = =Average 2000-2010
300 15 N . - - - - - - - -----
250 12
200 9
150
6

100

50 3

0 0

1975 1980 1985 1990 1995 2000 2005 2010 00 01 02 03 04 05 06 07 08 09 10 11e

Source: EHI Retail Institute Figures at January 1 each year Source: EHI Retail Institute

Another challenge is the increasing density of shopping center coverage. This
means that malls are no longer only competing with city-center shopping districts,
they are increasingly finding themselves competing with one another. This is espe-
cially true in conurbations — such as the top locations investigated in this study —
where relatively short distances and good transport connections often put two or
more shopping centers within easy reach of customers. There has been a marked
fall-off in the number of new projects started since the outbreak of the financial crisis,
with the result that the rise in the ,population of shopping centers in 2010 and 2011
has fallen short of the multi-year average.

Spread of shopping centers intensi-
fying competition

OVERVIEW OF NEWLY-BUILT AND UPGRADED SHOPPING CENTERS IN TOP LOCATIONS

sy oy Mpbeer letmewse o cw o Soee
A10 Center (Wildau near Berlin) Revitalisation Berlin 200 66,000 4,000 2011
Boulevard Berlin New build Berlin 180 81,000 1,200 2012
EKZ Bramfelder Chaussee New build Hamburg 60 19,500 430 2011
Gropius Passagen Revitalisation Berlin 180 80,000 2,100 2013/2014
Ko Gallerie Revitalisation Dusseldorf 90 20,000 1,000 2011
'(\gil"zgaii”r‘::azri“r:mu " Extension Frankfurt 170 91,000 4,500 2011
Pasing Arcaden New build Munich 150 39,000 670 1.CS 2011, 2. CS 2013
Postquartier New build Stuttgart 4-7 10,000 k.A. 2011
Quartier New build Munich 33 15,000 k.A. 2011
Quartier Mailander Platz New build Stuttgart 200 43,000 1,680 2014
Quartier S New build Stuttgart k.A. 30,000 600 2013
Skyline Plaza New build Frankfurt 180 38,000 2,400 2013
Stachus Passagen Revitalisation Miinchen 58 7,500 800 2011
Uberseequartier New build Hamburg 150 40,000 k.A. 2012 (2. CS)

Sources: German Council of Shopping Centers

CS = construction section
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RETAIL PROPERTY

German consumers are now significantly more willing to spend despite the financial Retail sales on the rise in top loca-
market and eurozone sovereign debt crises. Shopping centers and city-center shop- tions even in the face of crisis
ping districts are especially popular with consumers. It follows that the nationwide

decline of retail sales recorded in 2009 did not affect all the regions equally. The top

shopping locations that are the subject of this study even went in the opposite direc-

tion. Their sales volumes expanded by almost two per cent p.a. on average between

2008 and 2010. The only visible effect of the recent crisis on these markets is that

the top locations’ prime rents failed to rise in 2010 as they had in the previous years,

remaining stable instead. We expect, that the to date positive economic environ-

ment, rising wages and a sinking unemployment rate ensure that the Germans will

further visit shopping centers and shopping districts respectively despite the financial

risks emanating from the euro crisis.

We expect rents for top retail locations to increase by around two per cent a year in  Peak rents set to increase by around
both 2011 and 2012. Arguments for this view are the demand for first-class selling two per cent p.a. in 2011 and 2012
space on the one hand, and the tightness of supply on the other. This suggests that

secondary locations might benefit as potential tenants switch their attention to less

attractive store sites in desperation. Some are responding this way, but this is cer-

tainly not the normal reaction despite the growing rent differentials between top and

run-of-the-mill locations; we therefore see sub-prime rents essentially stagnating.

Customers are obviously demanding that physical stores offer a stylish ambience

that turns a leisurely stroll around the shops into an experience.

Where there are winners, there are often losers. This is clear from the evolution over Retail space expanding faster than
time of retail floor space and retail sales in individual locations. Apart from Cologne, sales

total retail space in our seven cities has expanded at well into double-digit rates

since 2000. The absolute size of these locations varies from around one million

square meters of retail space in Dusseldorf and Stuttgart, to approaching six million

square meters in Berlin.

GROWTH OF RETAIL SPACE OUTPACING ... ... RETAIL SALES GROWTH
Retail space 2010 in million sqm (lhs) Retail sales 2010 in EUR bn (lhs)
¢ Change 2000 to 2010 in % (rhs) 1 & Change 2000 to 2010 in % (rhs)
6.0 60 5 . 30
5.0 50 12 24
* L J
4.0 . * 40 9 * 18
3.0 30
* 6 * 12
2.0 . 20 S .
1.0 A 10 3 © . 6
0.0 0 0 0
Berlin Dissel- Frank- Ham-  Col- Munich Stutt- Berlin Dussel- Frank- Ham-  Col- Munich Stutt-
dorf  furt burg ogne gart dorf  furt burg ogne gart
Source: Feri Source: Feri
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Although inflation-adjusted total retail sales have also increased over the same pe- Unit area productivity in continuous
riod, only in Hamburg is the turnover growth rate anywhere near equal to the per decline

centage floor space growth. On average, retail sales have increased by a little less

than 20 per cent in the seven cities, while per capita selling space has increased by

nearly 30 per cent to around 1.7 square meters. The end result is that retail sales

per square meter — retail floor space productivity — have fallen perceptibly. This ulti-

mately means that the potential rent payable per square meter of store space has

reduced. When we remind ourselves that top-location rents have risen virtually con-

tinuously, it is clear that there is increasing pressure on the less attractive sites —

with the probable consequences of rent concessions or vacancies in secondary lo-

cations.
ANNUAL SALES IN EURO/SQM (UNIT AREA PRODUCTIVITY) PER CAPITA DISPOSABLE INCOMES (EURO/MONTH)
5,000 Berlin 1,900 ot
erlin
Diisseld. 1,800 i
——— Frankfurt 1,700 Dlsseld.
— = Hamburg 1600 ¢ e Frankfurt
——8—— Hambur
3,500 —%— Cologne 1,500 # . g
T~ =& Munich 1.400 - - AR —¥— Cologne
3,000 —o— Stuttgart ’ W —=&— Munich
1,300
2,500 - - - -Top-7 ——o— Stuttgart
1,200 I
2,000 1,100
2000 2002 2004 2006 2008 2010 2000 02 04 06 08 10 12e
Source: Feri Source: Feri

That many retailers are focused on prime sites is evident from the diverging trend of Rising rents in prime locations,
rents achievable in top and secondary locations over the last ten years. While the stagnation in second-tier locations
level of prime-location rents has risen steadily since 2000 — apart from a few excep-

tions — the ,sub-prime* situation can be summed up as stagnation. Significant rent

increases for retail floor space in second-tier sites have been recorded in Hamburg

and Munich, however.

TOP LOCATIONS: PRIME-SITE RENTS IN EURO/SQM TOP LOCATIONS: SECONDARY-SITE RENTS IN EURO/SQM
300 Berlin 40 Berlin
(i Disseldorf
275 Disseld. 35 U
et Frankfurt et Frankfurt
250 e Hamburg 30 —r— Hamburg
295 —— Cologne o5 —¥— Cologne
——8— Munich - . = a= =8 Munich
—o— Stuttgart .=
200 HHgar 20 - -, " —o— Stuttgart
= = = «Top-7
175 4 15 = = = «Top-7
150 10
2000 02 04 06 08 10 12e 2000 02 04 06 08 10 12e
Source: Bulwien Source: Bulwien

10



Real Estate Market Germany 2011 | 2012

Averaged across the top locations in the commercial centers we have investigated,
the gap between the first and second-tier sites has widened by 30 per cent in ten
years to currently around EUR 210 per square meter. The biggest recorded differen-
tial is in Munich, and is due to this city’s highest absolute rent level. Frankfurt also
stands out, however — it has the second-highest prime rent combined with relatively
low sub-prime rents.

Compared with other European countries, the prime rents charged in our top loca-
tions fall in the middle of the table. The spread between the ,cheaper locations such
as Stockholm and Brussels (just over EUR 100 per square meter) and the front-
runner Paris (where tenants have to pay almost seven times as much rent) is much
bigger in the retail sector than in the office and residential segments. There is also a
huge gap between Munich (which is already very expensive by German standards)
and Milan, London or Paris where prime rents are two to three times the Munich lev-
el. However, this could also be an indication that the prime German locations are not
overpriced and still have the potential for rents to go higher in future — provided their
unit area yield offers sufficient scope.

COMPARISON OF EUROPE'S TOP RETAIL LOCATIONS (EURO/SQM)

Stockholm, Biblioteksgatan
Brussels, Rue Neuve
Amsterdam, Kalverstraat
Vienna, Karntnerstralte
Berlin, Tauentzienstralle
Frankfurt, Zeil

Madrid, Preciados
Barcelona, Portal de 'Angel
Munich, Kaufingerstralie
Zurich, Bahnhofstralle
Rome, Via Condotti

Milan, Via Montenapoleone
London, New Bond Street
Paris, Champs Eysées

o

100 200 300 400 500 600 700 800 900

Source: King Sturge

Prime and side locations drifting fur-
ther apart

London and Paris have the dearest
shopping districts
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Berlin: retail property

YOY CHANGE IN TOP-LOCATION RETAIL RENT IN %
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Sources: Bulwien, DZ BANK Research forecast Source: Feri

Berlin is Germany's leading shopping city in absolute terms — its total retail space
adds up to almost six million square meters and total retail sales are worth EUR 13.6
billion, though the per capita turnover (not even EUR 4,000) is easily the lowest out
of our seven top locations. Although the capital’'s economic situation is gradually im-
proving, purchasing power is still restricted in Berlin where disposable incomes are
20 per cent below the average for our top locations. Also, Berlin’s unemployment
rate is easily double the national average.

One positive factor on the other hand is the strong (and steadily growing) inflow of
tourists; visits to the city are up 80 per cent since 2000 to more than nine million a
year. This means that tourists now generate around one-quarter of Berlin’s total re-
tail sales, and the top locations are the biggest beneficiaries. This has led to in-
creased demand for prime Berlin retail sites. Since the addition of new space cannot
keep up with this growing demand however, we predict a gently rising trend in this
market segment. Any rent growth in sub-prime locations is likely to be marginal at
best.

RETAIL PROPERTY IN BERLIN

Berlin has Germany‘s biggest retail
space market

Tourists an important source of re-
tail demand in Berlin

2009 2010 2011e 2012e
Demand
Per capita disposable income Euro/month 1,174 1,183 1,201 1,216
Per capita disposable income YQY change in % 0.6 0.8 1.5 1.3
Unemployment rate (ILO) in % 14.1 14.0 13.9 134
Retail sales YOY change in % 2.6 22 1.9 1.7
Supply
Retail space in million sgqm 5.7 5.8 5.9 6.0
Retail space YOY change in % 23 23 21 2.1
Retail rents
Top / side location Euro/sgm 215 / 14.0 215 / 14.0 220 / 14.0 224 141
Top / side location YOY change in % 0.0 / 0.0 0.0 / 0.0 23 / 0.0 1.8 0.7

Sources: Feri, Bulwien, DZ BANK Research forecast

12
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Diisseldorf: retail property

YOY CHANGE IN TOP-LOCATION RETAIL RENT IN % PER CAPITA RETAIL FLOORSPACE IN SQM
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8 Disseldorf Disseldorf
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6 1,6
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1,4
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Sources: Bulwien, DZ BANK Research forecast Source: Feri

The situation is unchanged in Germany‘s fashion capital. Purchasing power is strong Prime sites still in tight supply in
in Dusseldorf and the surrounding towns and cities, and the metropolis on the Rhine  Germany’s fashion capital
is a desirable location. Big clothing chains for instance just have to have a presence

on the famous ,K&“, the district centered on Koénigsallee with its wealth of luxury

shops, despite the sky-high rents. Since new supply is virtually non-existent and te-

nant fluctuation is minimal, the hunger for retail space cannot be satisfied and there

is crowding out. Other top locations are seeing a similar pattern, Schadowstral3e for

instance. The available space will increase slightly, though only in 2013 when a new

19,000 square meters mall (K6-Bogen) opens its doors. The creation of new retail

space at the western end of the ,K&6* will also bring some relief; this now accommo-

dates primarily banks and hospitality businesses. However, the restructuring of the

Seven shopping center will initially reduce usable space.

We expect this strong demand to keep rents rising in Disseldorf‘s top locations; we Rents expected to rise by more than
see around two per cent in both 2011 and 2012. The most important factor will be two per cent in both 2011 and 2012
the exceptionally good outlook for Diisseldorf’s retail sector. With interest concen-

trated on the top locations, the benefit to secondary sites will be relatively small.

RETAIL PROPERTY IN DUSSELDORF

2009 2010 2011e 2012e
Demand
Per capita disposable income Euro/month 1,651 1,666 1,702 1,733
Per capita disposable income YQY change in % -1.3 0.9 2.2 1.8
Unemployment rate (ILO) in % 8.0 7.9 7.7 7.3
Retail sales YOY change in % 1.1 3.4 3.7 29
Supply
Retail space in million sgqm 1.0 1.0 1.0 1.0
Retail space YOY change in % 25 1.5 1.7 1.5
Retail rents
Top / side location Euro/sgm 205 / 13.5 208 / 13.5 213 / 13.6 218 / 13.7
Top / side location YOY change in % 25 / -3.6 1.5 / 0.0 24 / 0.8 23 / 0.7

Sources: Feri, Bulwien, DZ BANK Research forecast
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Frankfurt: retail property

YOY CHANGE IN TOP-LOCATION RETAIL RENT IN % PER CAPITA RETAIL FLOORSPACE IN SQM
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The demand for retail space in Frankfurt has increased over the course of 2010, with  Frankfurt benefiting from strong hin-
the result that store space in the top shopping streets such as Zeil, Goethestral’e or terland demand

Steinweg remains in short supply. The market has also absorbed the addition of

47,000 square meters of new retail floor space in the form of the MyZeil mall

(opened in 2009), without any visible impact on prime rents. No more major projects

are now in the pipeline, however, until Skyline Plaza opens in the Fair district and

,Goetheplaza“ opens in the city center in 2013; this means that the prime retail sites

will see virtually zero new space added until then. With 2.1 square meters of retail

space per capita, Frankfurt is the clear leader amongst our top locations. The ne-

cessary purchasing power is in plentiful supply, thanks to business travelers and

tourists as well the inhabitants of Frankfurt's surrounding towns and cities, who inci-

dentally enjoy excellent integrated transport links. This catchment includes most im-

portantly the prosperous rural districts of Main-Taunus and High Taunus plus four

large cities in Wiesbaden, Mainz, Darmstadt and Offenbach. Although the demand Peak rents set to approach EUR 250
for prime sites remains strong, we expect the recent expansion of Frankfurt's retail ~per square meter next year

floor space and its high rents to keep the rise of prime rents minimal through to

2012, i.e. approaching the EUR 250 level. We see no rent growth in secondary loca-

tions.

RETAIL PROPERTY IN FRANKFURT

2009 2010 2011e 2012e
Demand
Per capita disposable income Euro/month 1,370 1,365 1,393 1,420
Per capita disposable income YOY change in % -1.0 -0.4 2.0 2.0
Unemployment rate (ILO) in % 6.4 6.9 6.8 6.6
Retail sales YOY change in % 1.3 1.0 22 2.2
Supply
Retail space in million sgm 1.4 14 1.5 1.5
Retail space YOY change in % 6.3 24 22 1.4
Retail rents
Top / side location Euro/sgm 245 / 15.0 245 / 18.0 248 / 18.0 250 / 18.0
Top / side location YQOY change in % 6.5 / -16.7 0.0 / 20.0 1.2 / 0.0 0.8 / 0.0

Sources: Feri, Bulwien, DZ BANK Research forecast
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Hamburg: retail property

YOY CHANGE IN TOP-LOCATION RETAIL RENT IN % PER CAPITA RETAIL FLOORSPACE IN SQM
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Hamburg is ,in“ — this is clear not only from the surge of apartment rents in the city, High incomes and rising tourist

but also from the strong growth of tourist visits — as in Berlin. Hamburgers also have numbers generating increased retail
exceptional purchasing power at their disposal — they have the highest average dis- sales

posable income out of our top-locations. Given this favorable framework, it comes as

no surprise that total retail sales grew at more than double the average rate for the

top German shopping locations between 2000 and 2010; retail sales expanded by

29 per cent over the period, and the total of EUR 12.4 billion is close to Berlin’s

(which has nearly twice as many inhabitants). Since there is no sign of a slowdown

in this dynamic growth and since Hamburg’'s per capita retail floor space is still

slightly below the sample average, there is still plenty of demand for additional high-

quality retail premises. In Hamburg's case too, the strong demand for retail space re-

lates almost exclusively to prime sites. Hamburg‘s supply of space in the prime

segment has barely changed since ,Europa Passage“ opened back in 2006, i.e. Prime-site retail space has barely in-
supply is now ultra tight. In the light of this potential, we expect top-location retail creased since 2006

rents to rise by more than two per cent in both 2011 and 2012. Secondary locations

are not an acceptable alternative and will therefore not be able to join in the party.

RETAIL PROPERTY IN HAMBURG

2009 2010 2011e 2012e
Demand
Per capita disposable income Euro/month 1,742 1,760 1,793 1,830
Per capita disposable income YOY change in % 0.2 1.0 1.8 2.1
Unemployment rate (ILO) in % 8.8 8.4 8.2 7.9
Retail sales YOY change in % 3.3 1.6 24 2.7
Supply
Retail space in million sqm 2.7 2.8 2.9 3.0
Retail space YOY change in % 1.2 4.6 1.9 23
Retail rents
Top / side location Euro/sqm 225 / 40.0 225 / 40.0 230 / 40.0 235 !/ 40.0
Top / side location YOY change in % 4.7 / 0.0 0.0 / 0.0 22 / 0.0 22 / 0.0

Sources: Feri, Bulwien, DZ BANK Research forecast
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Cologne: retail property

YOY CHANGE IN TOP-LOCATION RETAIL RENT IN % PER CAPITA RETAIL FLOORSPACE IN SQM
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The biggest city in the West is home to one of Germany‘s most frequented (highest Retail floor space has not increased
footfall) shopping districts in Schildergasse. The cathedral city’s purchasing power much in Cologne

potential is further boosted by strong tourist inflows. It follows that the location Co-

logne is high on the target list for chain stores and international labels - which makes

it all the more astonishing that the city’s stock of retail space has been constant for

many years. While Cologne’s total store space only increased by nine per cent in the

decade from 2000 to 2010, the recorded growth of our other six top shopping loca-

tions ranged from 22 to 42 per cent. With per capita retail space of just 1.4 square

meters, Cologne is at the bottom end of the range. With no major new retail facilities The big retail developments pipeline

at the planning stage, there is also no prospect of supply growth. With the demand s empty
for prime sites growing, potential tenants can often only secure store space by pay-
ing a lot more rent than the departing tenant. Despite this, prime rents have stayed
constant since 2007 because of the strong rises recorded earlier. We expect the
persistent strong demand for retail space — supported by the benign macroeconomic
environment — to cause prime rents to rise by just under two per cent in both 2011
and 2012. Rents will probably also rise — though not by as much — in relatively fa-
vored secondary locations.
RETAIL PROPERTY IN COLOGNE

2009 2010 2011e 2012e
Demand
Per capita disposable income Euro/month 1,505 1,518 1,542 1,565
Per capita disposable income YQY change in % 0.5 0.8 1.6 15
Unemployment rate (ILO) in % 8.5 8.3 8.1 7.7
Retail sales YOY change in % -4.5 2.7 2.4 22
Supply
Retail space in million sgqm 14 1.4 1.4 15
Retail space YOY change in % 4.8 1.6 2.4 1.7
Retail rents
Top / side location Euro/sgm 220 / 12.0 220 / 12.0 224 / 121 228 / 12.2
Top / side location YOY change in % 0.0 / 0.0 0.0 / 0.0 2.0 / 0.8 1.8 / 0.8

Sources: Feri, Bulwien, DZ BANK Research forecast
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Munich: retail property

YOY CHANGE IN TOP-LOCATION RETAIL RENT IN % PER CAPITA RETAIL FLOORSPACE IN SQM
12 1.8
Munich —t— TOp-7 Munich === Top-7
8 1.6
4 14
0 1.2
-4 1.0
2000 01 02 03 04 05 06 07 08 09 10 11e 12e 200001 02 03 04 05 06 07 08 09 10 11e 12e
Sources: Bulwien, DZ BANK Research forecast Source: Feri

The 2018 Winter Olympics would have brought in welcome additional business for
Munich’s retailers. However, the segment will continue to prosper thanks to the fa-
vorable environment it operates in. Retail demand is benefiting from low unemploy-
ment, a high average disposable income — only marginally below Hamburg's — and
strong purchasing power in Munich’s hinterland, additionally reinforced by floods of
business travelers and tourists. On top of all this, Munich’s population is growing fast
and this has kept the growth of per capita retail space well below-average over the
last ten years. The per capita figure — 1.4 square meters — is the lowest level of all
our top locations. There is a correspondingly big demand overhang that has caused
prime-site rents to increase continuously and head steadily up to the EUR 300 bar-
rier. It is normal practice for new tenants to pay a lot higher rent than their predeces-
sors to get into a shop at all. This pressure means that even new-build and revitali-
sation projects do not ease the situation since the extra space is immediately ab-
sorbed. This leads us to predict that top-location rents will continue to rise. However,
the focus on prime sites means that secondary locations will not derive much benefit
from the situation.

RETAIL PROPERTY IN MUNICH

Framework conditions supportive
for Munich‘s retail sector

Prime rents closing in on EUR 300
per square meter

New space immediately absorbed by
strong demand

2009 2010 2011e 2012e
Demand
Per capita disposable income Euro/month 1,721 1,730 1,767 1,797
Per capita disposable income YQY change in % 0.3 0.5 2.1 1.7
Unemployment rate (ILO) in % 6.0 5.8 5.7 5.2
Retail sales YOY change in % 2.7 1.1 23 2.0
Supply
Retail space in million sgm 1.8 1.9 1.9 1.9
Retail space YOY change in % 4.1 2.0 23 1.3
Retail rents
Top / side location Euro/sgm 285 / 35.0 285 / 35.0 290 / 35.2 295 / 354
Top / side location YQOY change in % 3.6 / 6.1 0.0 / 0.0 1.8 / 0.6 1.7 / 0.6

Sources: Feri, Bulwien, DZ BANK Research forecast
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Stuttgart: retail property

YOY CHANGE IN TOP-LOCATION RETAIL RENT IN % PER CAPITA RETAIL FLOORSPACE IN SQM
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Following strong expansion in 2006 and 2007, the supply of retail space has only in-  Peaks rents have remained stable
creased slightly since 2008. The fact that prime-location rents have not continued to  despite slump in Stuttgart’s econo-
rise in this context is probably due primarily to the disproportionately severe down- my

turn of Stuttgart's economic output in 2008 and 2009. Conditions in the local jobs

market only started to ease last year. Despite the strength of the present upturn,

Stuttgart's GDP will only return to its 2007 level this year. Even so, the Stuttgart re-

gion’s strong purchasing power is keeping prime rents stable in the city on the

Neckar; Stuttgart services its own people and draws in from five rural districts.

Attractive new space will only be added in 2013 when ,Quartier S, opens its doors. Retail rents expected to rise
This leads us to predict that prime rents will rise by just under two per cent in both

2011 and 2012. Secondary locations will probably only benefit to a small extent,

though.

RETAIL PROPERTY IN STUTTGART

2009 2010 2011e 2012e
Demand
Demand 1,656 1,684 1,711 1,736
Per capita disposable income Euro/month -0.7 1.7 1.6 1.4
Per capita disposable income YOY change in % 7.6 7.8 7.7 7.2
Unemployment rate (ILO) in % 1.1 21 1.9 1.8
Retail sales YOY change in %
Supply 1.0 1.0 1.0 1.0
Retail space in million sqm 0.9 1.2 1.0 11
Retail space YOY change in %
Retail rents 220 / 14.0 220 / 14.0 224 / 14.0 228 / 141
Top / side location Euro/sgm 0.0 / 0.0 0.0 / 0.0 1.8 / 0.0 1.8 / 0.7

Sources: Feri, Bulwien, DZ BANK Research forecast
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OFFICE PROPERTY

The end of June saw the successful IPO of Prime Office AG — a REIT that leases
out high-quality office space in a range of German cities. This was at the second at-
tempt, but at least the flotation ultimately ,got away.“ It is clear that investors see a
positive trend for the German office market on balance, while remaining far from eu-
phoric. We share this assessment of the outlook for the German office market. The
presently fast-growing German economy will need space to accommodate new staff,
and this is driving the demand for offices. This demand applies primarily to first-class
(prime) locations. Since the supply of such property is gradually tightening up how-
ever, ,B locations” will probably also slowly begin to benefit from the upturn. In some
locations though, high vacancies are clouding the outlook.

Conditions were less encouraging back in 2009 and 2010. The sharp downturn of
the economy caused top-location vacancy rates to increase by more than one per
centage point, and triggered a cumulative decline of prime rents by over seven per
cent. In the wake of the upturn in the second half of 2010 however, aggregate office-
market rent income rose perceptibly. This dynamism appears to be persisting in the
current year. The strengthening demand for office space is being accompanied by
only a small supply increase however, since virtually no new projects were begun
during the crisis and new completed buildings are correspondingly few and far be-
tween. On this basis, we expect rents to rise in both 2011 and 2012, both in top loca-
tions and — at a weaker rate — in second-tier locations, accompanied by a slow de-
cline of vacancy rates.

The office markets of our seven top locations currently offer between seven and se-
venteen million square meters of total office space. With the exceptions of Berlin and
Hamburg, available office space has therefore expanded at a much faster pace be-
tween 2000 and 2010 than the population of office workers. It is therefore no sur-
prise that vacancy rates have risen sharply overall in this period.

Growing economy means good
prospects for the office market

Crisis caused rents to fall and va-
cancies to rise in 2009...

... but the situation eased again in
2010

Expansion of office space outpacing
growth of office employees

TOP LOCATIONS: OFFICE SPACE IN MILLION SQM (2010) SURGE IN OFFICE SPACE SUPPLY BETWEEN 2000 AND 2010
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The vacancy-rate level has remained relatively elevated since its sharp rise at the
start of the 2000 decade. The current average for our top locations is just under ten
per cent. The range extends from just under six per cent in Stuttgart to nearly 15 per
cent in Frankfurt. The other locations all fall into a range between nine and eleven
per cent. Not even the current benign economic conditions are going to radically
change the amount of empty offices in the near future, however — the relatively tight
supply of the sort of prime office space tenants want to lease is mirrored by a consi-
derable volume of practically unlettable space that does not comply with contempo-
rary standards — these offices typically have low ceilings or no air conditioning, for
example. Prime rents range from more than EUR 16 in Stuttgart to EUR 33 in Frank-
furt. The average prime rent of our top locations is just under EUR 24. Despite the
anticipated rise of rents in 2011 and 2012, office rents will still be below the much
higher level that prevailed around ten years ago.

Structural vacancy rate of non-
market-compliant office space firm-

ing

VACANCY RATE (IN %) STAYING HIGH PRIME RENTS IN EURO/SQM SEEN RISING AGAIN FROM 2011
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The German top locations do not stand out especially when compared with other
countries in Europe. London and Paris are in a completely different league in terms
of office rents. Equally unsurprisingly, Dublin has the highest vacancy rate.

London and Paris most expensive

PRIME RENTS IN EURO PER SQUARE METER VACANCY RATES IN PER CENT
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Berlin: office property

YOY CHANGE IN TOP-LOCATION OFFICE RENT IN % VACANCY RATE IN %
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Because Berlin is the national capital and a high proportion of the workforce are ad-
ministrators and civil servants, the decline in its economic output in 2009 was much
smaller than that recorded in our other top locations, namely less than one per cent
of GDP. Despite this, rents have still not recovered to their pre-crisis level. Thanks to
the present upturn, the market is now benefiting from rising corporate demand for of-
fice space. Another positive factor is that Berlin‘s population of office workers has
grown faster than the average for all the other top locations in the last five years (2.5
per cent). The overall demand for high-quality office space in Berlin is greater than
the supply, which has barely increased in 2011 due to the relatively small volume of
newly-completed facilities (140,000 sgm, most of it pre-let). The situation is less rosy
below the prime segment. Even when the address is as prestigious as Potsdamer
Platz — and excluding the Sony Center— around 35 per cent of the available office
space is still vacant. The departure of Daimler in 2012 will keep the situation fraught
in this district. We expect prime rents to firm both this year and next, and to almost
reach EUR 22 in 2012. Side location rents will probably continue to stagnate during
2011, but 2012 could see a small rise. Vacancy rates will only fall slowly, however.

OFFICE PROPERTY IN BERLIN

Sources: Feri, DZ BANK Research forecast

Berlin office market has come
through the crisis in good shape

Top-location rents seen firming due
to low additional supply

2009 2010 2011e 2012e
Demand
GDP YOY change in % -0.7 2.5 21 2.0
Per capita GDP in thousend Euro 23.1 23.7 24.2 24.6
Per capita GDP YOY change in % -0.9 23 2.0 1.9
Total office workers YOY change in % 3.0 1.5 1.4 2.0
Supply
Office space in million sgqm 17.4 17.4 17.5 17.5
Office space YOY change in % 0.3 0.1 0.3 0.4
Vacancy rate in % 8.7 8.6 8.5 8.4
Office rents
Top / side location Euro/sgm 201 / 6.5 20.5 / 6.5 21.2 / 6.5 21.8 / 6.6
Top / side location in % YOY -8.6 / -3.0 2.0 / 0.0 34 / 0.0 2.8 / 1.5

Sources: Feri, Bulwien, DZ BANK Research forecast
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Diisseldorf: office property

YOY CHANGE IN TOP-LOCATION OFFICE RENT IN % VACANCY RATE IN %
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Disseldorf‘s office market is continuing to recover as demand picks up. However,
the volume of deals done is unlikely to match last year’s high turnover — largely be-
cause Vodafone agreed to lease nearly 90,000 square meters of space in 2010. Vo-
dafone will relocate several existing office facilities onto its single new campus in the
Seestern office district in 2012. This one deal also explains why 2012‘s completions
total (200,000 square meters) is predicted to be nearly four times greater than the
2011 outcome.

Vodafone campus will enhance
»oeestern“

Roughly eleven per cent of Diusseldorf‘s office space is standing empty. However,
the effective supply of office space is at a more reasonable level; approximately
eight per cent of the vacant office space is said to be no longer of a marketable
standard, i.e. these are structural, hardcore vacancies. The city’s total office work-
force will probably top the present all-time high by just under two per cent this year.
We expect prime rents to rise by around two per cent in both 2011 and 2012, rough-
ly double the growth rate we predict for second-tier locations. The vacancy rate,
which jumped in 2010, will fall a little.

Much of the vacant office space is
not up to modern market standard

OFFICE PROPERTY IN DUSSELDORF

2009 2010 2011e 2012e
Demand
GDP YOY change in % -4.4 3.9 24 2.0
Per capita GDP in thousend Euro 63.0 65.4 66.9 68.2
Per capita GDP YOY change in % -4.7 3.7 23 1.9
Total office workers YOQY change in % 0.6 -0.8 2.7 23
Supply
Office space in million sgqm 7.2 7.3 7.4 7.6
Office space YOY change in % 24 1.5 1.9 1.5
Vacancy rate in % 10.4 11.3 10.9 10.6
Office rents
Top / side location Euro/sgm 22.0 / 9.4 215 / 9.3 21.8 / 9.3 222 / 9.4
Top / side location in % YOY -6.8 / -1.1 -2.3 / -1.1 1.4 / 0.0 1.8 / 1.1

Sources: Feri, Bulwien, DZ BANK Research forecast
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Frankfurt: office property

YOY CHANGE IN TOP-LOCATION OFFICE RENT IN % VACANCY RATE IN %
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Frankfurt's office workforce has only shrunk marginally in response to the financial
markets crisis. However, the addition of space has pushed the vacancies rate
strongly higher with the result that the (already) high level has now escalated to ap-
proaching 15 per cent, with the marginal locations and C-category facilities particu-
larly severely affected. That said, last year probably brought the peak of the expan-
sion. The Merton quarter has seen its vacancies shoot up to around one-third of the
available space, with two large-scale tenants (KPMG and PwC) both moving out to
newly-built premises — The Squaire at the airport and Tower 185 in the city. We ex-
pect demand to strengthen in 2011 and 2012 as employers take on more office staff
again while the new completions volume remains relatively low, probably allowing
the vacancy rate to dip slightly and prime rents to go a little higher. There is little po-
tential for rents to rise in second-tier locations. On the other hand, with lots of offices
standing empty while apartments are in short supply, converting offices into residen-
tial space is now an agenda option again in Frankfurt. A change-of-use project has
already been completed during 2010 in the Niederrad ,office city“, another location
where roughly one-third of the office space is vacant. The impact on the office mar-
ket is likely to be limited, however.

Vacancy rate has risen to almost 15
per cent

Big tenants quitting Merton quarter

Empty office blocks coupled with a
housing shortage — will change of
use solve both problems?

OFFICE PROPERTY IN FRANKFURT

2009 2010 2011e 2012e
Demand
GDP YOY change in % -4.0 3.0 2.6 2.1
Per capita GDP in thousend Euro 69.4 70.6 72.2 73.6
Per capita GDP YOY change in % -4.6 1.7 23 1.9
Total office workers YOQY change in % 1.2 -0.1 1.2 22
Supply
Office space in million sgqm 11.5 11.8 11.9 11.9
Office space YOY change in % 1.4 21 1.0 0.4
Vacancy rate in % 13.6 14.7 14.6 14.5
Office rents
Top / side location Euro/sgm 33.0 10.0 33.0 / 9.5 33.2 / 9.5 33.6 / 9.6
Top / side location in % YOY -5.7 -4.8 0.0 / -5.0 0.6 / 0.0 1.2 / 1.1

Sources: Feri, Bulwien, DZ BANK Research forecast
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Hamburg: office property

YOY CHANGE IN TOP-LOCATION OFFICE RENT IN % VACANCY RATE IN %
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Despite the sharp slump in the volumes of freight passing through Germany’s big-
gest seaport, Hamburg has survived the downturn of the economy in comparatively
good shape and has suffered a below-average contraction. Despite this, the rise in
Hamburg'‘s vacancy rate has been much more pronounced than in the other top lo-
cations. This is due first and foremost to the huge HafenCity project, where a com-
bined total of around 460,000 square meters has been added to the market in 2009
and 2010, massively expanding the supply of office space even before the recession
had ended. A further 350,000 square meters is scheduled to come onto the market
during 2011 and 2012, though much of this is already let and will therefore not ex-
pand the available market supply significantly. The present supply of good-quality of-
fice space is enough to satisfy the demand, which has been strengthening percepti-
bly since the second quarter of 2010. This leads us to predict an (on balance) stable
rents situation and virtually constant vacancy rate for 2011. If office demand remains
robust however, prime rents are likely to start moving up again in 2012 and head up
towards EUR 23 per square meter, though vacancies will only fall gradually. The sit-
uation will barely improve for less attractive space, however.

OFFICE PROPERTY IN HAMBURG

Sources: Feri, DZ BANK Research forecast

HafenCity has greatly expanded the
supply of office space, ...

... making rent hikes harder

2009 2010 2011e 2012e
Demand
GDP YOY change in % -3.2 3.6 2.7 2.1
Per capita GDP in thousend Euro 42.6 441 45.2 46.1
Per capita GDP YOY change in % -3.7 3.5 26 2.0
Total office workers YOY change in % 22 0.8 1.0 1.7
Supply
Office space in million sgqm 13.1 13.3 13.5 13.6
Office space YOY change in % 1.1 1.6 1.2 0.7
Vacancy rate in % 7.8 9.6 9.7 9.5
Office rents
Top / side location Euro/sgm 23.3 8.0 225 / 8.0 22.6 / 8.0 229 / 8.0
Top / side location in % YOY -2.9 0.0 -34 / 0.0 0.4 / 0.0 1.3 / 0.5

Sources: Feri, Bulwien, DZ BANK Research forecast
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Cologne: office property

YOY CHANGE IN TOP-LOCATION OFFICE RENT IN %
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After a gap of almost 40 years, Cologne has been able to describe itself as a million-
people city again since the middle of 2010. Compared with this population number
however, the office market in Germany’s media industry capital is relatively small at
around seven million sgm. While Stuttgart and Dusseldorf have similar-size office
markets, they both have only around 600,000 inhabitants. The office markets of both
of these other cities have one big advantage, however — they are home to their Land
(regional state) government. The Cologne office market displayed robustness during
the crisis, with the vacancy rate staying constant at around nine per cent. Most of the
vacant office buildings date from the period between 1960 and 1980, and they are
often no longer compatible with modern demands. The city’s office workforce has
grown at an average annual compound rate of 1.5 per cent over the last five years.
The market's moderate demand — which is mainly focused on smaller office premis-
es; the ,big deals” that Lanxess and RheinEnergie have concluded during the first
half of 2011 (both leasing around 40,000 sqm of space) are exceptional in the Co-
logne office market — and the growing number of projects under development should
ensure a moderate decline in the vacancy rate and stable-to-slightly-firming rents.

OFFICE PROPERTY IN COLOGNE

Sources: Feri, DZ BANK Research forecast

Cologne is a ,,million-strong city“
again, but its office market is com-
paratively small

Vacancy rate fell in 2010, bucking
the national trend

2009 2010 2011e 2012e
Demand
GDP YOY change in % -2.5 4.4 2.6 2.1
Per capita GDP in thousend Euro 38.1 39.6 40.5 41.3
Per capita GDP YOY change in % -2.2 41 23 1.9
Total office workers YOY change in % 1.3 0.3 1.1 1.9
Supply
Office space in million sgqm 7.0 7.0 71 71
Office space YOY change in % 3.1 0.5 0.7 0.8
Vacancy rate in % 9.1 8.9 8.7 8.5
Office rents
Top / side location Euro/sgm 20.5 8.1 20.0 / 8.0 20.1 / 8.0 20.4 / 8.1
Top / side location in % YOY -2.4 -2.4 24 / -1.2 0.7 / 0.4 1.3 / 0.7

Sources: Feri, Bulwien, DZ BANK Research forecast

25



Real Estate Market Germany 2011 | 2012

Munich: office property

YOY CHANGE IN TOP-LOCATION OFFICE RENT IN % VACANCY RATE IN %
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At almost 13 million square meters, the Bavarian regional capital’s office market is Munich’s vacancy rate up to nearly
the third-biggest in Germany after Berlin and Hamburg. Developers have finished ten per cent

around 300,000 square meters of new office space a year since 2008, and this has

allowed the crisis to boost the vacancy rate by approximately one per centage point

to just under ten per cent. The growth of the office worker population has been

slightly slower than average, on the other hand. The result is that Munich’s vacancy

rate is now almost exactly in line with the average for all the top locations, as it has

been in most earlier years. The pickup of the market that began in the second half of

2010 has carried over into this year, though the rents level has stayed virtually con-

stant. The reduced level of office-development activity caused by the crisis will keep

the level of new space added in 2011 and subsequent years well below the comple-

tion rates recorded in earlier years, and this will predictably slow the fall of the va- Prime rents seen rising again in 2011
cancy rate and the general rise of rents. The likely result will be an increase of prime

rents in 2012 to the level of EUR 29 per square meter.

OFFICE PROPERTY IN MUNICH

2009 2010 2011e 2012e
Demand
GDP YOY change in % -4.5 44 3.1 2.3
Per capita GDP in thousend Euro 50.1 51.6 53.0 54.1
Per capita GDP YOY change in % -4.6 3.0 2.7 2.1
Total office workers YOY change in % 0.7 0.5 1.1 1.6
Supply
Office space in million sgqm 12.6 12.8 12.9 13.1
Office space YOQOY change in % 0.9 1.3 0.8 1.1
Vacancy rate in % 9.6 9.8 9.8 9.6
Office rents
Top / side location Euro/sgm 28.5 / 10.3 27.7 / 11.2 28.1 / 11.3 28.8 / 11.4
Top / side location in % YOY -8.1 / -6.4 -2.8 / 8.7 1.5 / 0.7 24 / 1.1

Sources: Feri, Bulwien, DZ BANK Research forecast
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Stuttgart: office property

YOY CHANGE IN TOP-LOCATION OFFICE RENT IN % VACANCY RATE IN %
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Stuttgart stands out amongst Germany's top locations as the one with the lowest of-
fice-segment vacancy rate. Although vacancies are higher than they were, only a lit-
tle less than six per cent of available office space remained unlet in 2010. At below
EUR 17, the city's prime rents are significantly lower than the other top office mar-
kets, which range between EUR 20 and EUR 33. The turn (renewal rate) of office
space is also below average for this size of market, the multi-year average being
well below 200,000 square meters. This general relative lack of market dynamism is
probably one of the reasons why this location has shown itself to be essentially im-
pervious to the consequences of the financial markets crisis. Stuttgart’s strong eco-
nomic growth in 2010 and continuing bright outlook lead us to predict growth in the
demand for office space. Prime rents fell sharply last year, but we expect them to
rise again from 2011 onwards, though this uptick will be subject to a time lag in
second-tier locations. The vacancy rate is likely to fall again as a result of weak con-
struction activity. The persisting uncertainty over ,Stuttgart 21“ could start to weigh
on the market if it causes firms to postpone decisions on greenlighting projects or
renting more office space.

Stuttgart still the top location with
the lowest vacancy rate

Uncertainty over Stuttgart 21 acting
as a drag on the market

OFFICE PROPERTY IN STUTTGART

2009 2010 2011e 2012e
Demand
GDP YOY change in % -6.3 5.1 3.4 2.2
Per capita GDP in thousend Euro 48.8 51.2 52.7 53.8
Per capita GDP YOY change in % -6.6 4.8 3.1 2.0
Total office workers YOQY change in % 1.3 -2.1 1.7 1.8
Supply
Office space in million sgqm 6.9 7.0 7.0 7.0
Office space YOY change in % 0.5 0.4 0.6 0.5
Vacancy rate in % 5.5 5.9 5.9 5.7
Office rents
Top / side location Euro/sgm 17.0 / 8.5 16.3 / 8.5 16.5 / 8.5 16.9 / 8.6
Top / side location in % YOY 0.0 / 0.0 -4.1 / 0.0 1.4 / 0.0 2.0 / 1.2

Sources: Feri, Bulwien, DZ BANK Research forecast
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RESIDENTIAL PROPERTY

There has been a sustained turnaround of the previous stagnating trend of newly-
built apartment rents that lasted for around a decade from the mid-1990s. Home
rents have been rising at around two per cent a year for easily five years now. This
trend is even more pronounced in the metropolises that are the subject of this study.
The growth of rents on newly-built apartments has accelerated markedly since 2008.
The cumulative increase in these rents through to 2010 averages eleven per cent,
though the variances between cities are large in scale. While Cologne and especially
Stuttgart (which was disproportionately impacted by the economic downturn) have
recorded minimal rent increases, Hamburg’s rent level has risen starkly. The metro-
polis on the Elbe has even taken over Frankfurt’'s position as Germany’s second-
most-expensive city for apartment rents after Munich.

Flat home rents are history in Ger-
many

RISING METROPOLITAN POPULATIONS (2000 = 100) CUMULATIVE RISE OF NEW-HOME RENTS 2008-2010 IN PER CENT
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Probably the primary cause of these rising rents is the growing population of the big
cities as people migrate from structurally weak areas and become part of the ,back
to city living® trend. While Germany’s national population is falling, the populations of
the metropolises we are studying have recently been expanding by half a per cent a
year on average. Munich has grown the fastest by a distance in people terms. Hous-
ing market conditions have also been exacerbated by two further trends.

Firstly, the residential building completions rate in the German locations we have
analysed was already low, but is now even lower. It is self-evident that if the volume
of new housing construction is already insufficient for a constant population, over
time the same completions rate will necessarily lead to housing shortages when the
cities are growing. Secondly, the trend towards numerically smaller households is
causing the number of households (the statistic typically relied on by developers and
planners as the unit of demand for apartments) to rise faster than the overall popula-
tion. This leads also to an increasing usage of living space. That is especially true of
the big cities where ,singles rule”. Roughly half the population of major cities lives in
single-person households, compared with around 40 per cent national average.
These trends have caused the stock of apartments in our seven cities to increase on
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average by four per cent between 2000 and 2010, while the number of households
has increased by nine per cent.

BELOW-AVERAGE COMPLETION RATES STOCK OF APARTMENTS TRAILING HOUSEHOLD GROWTH
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The recent years’ rent rises have most importantly caused the rent demanded for Munich, Hamburg and Frankfurt by
new accommodation in the top big-city locations to soar to an impressive level. In  far the most expensive

the most sought-after parts of town in the big conurbations, families now have to

budget to pay easily EUR 2,000 a month for a new, well-equipped four-room apart-

ment (including ancillary costs). In the three cities we just mentioned, prime rents per

square meter are slowly heading up to the EUR 20 mark, with Munich expected to

be the first to ,crack” this barrier. The current going rate for newly-built apartments in

the top locations ranges from EUR 13 to more than EUR 17 per square meter. The

rent range for new-build flats in average locations extends from just over eight euros

to approximately 13 euros.

PRIME NEW-BUILD RENTS IN EURO/SQUARE METER AVERAGE “NEW-BUILD” RENTS IN EURO/SQUARE METER
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Our expectation is that top-location rents will continue to go higher in the years to  Big-city rents will continue to rise ...
come, even if the rates of increase will probably turn out to be lower than the steep

growth recorded from 2008 on. The arguments in favor of further rent rises in 2011

and 2012 include the rising numbers of city-dwellers and households, which will

keep the demand for living space permanently elevated. Rising disposable incomes

as the economy recovers and unemployment falls suggest that the present market

under-supply will translate into strong actual demand. Another supportive factor is

that new building will not significantly expand the residential space available.

There are also factors that make a case for weaker rental growth, however. The ... despite the negative factors
present rents level — in conjunction with higher ancillary costs due to higher energy

prices — is depressing demand as the proportion of households able or willing to af-

ford the high running cost of an apartment, is falling. Also, the combination of higher

rents and persistently low interest rates is making buying a home a more attractive

proposition. Another factor is that politicians are increasingly starting to respond to

the conurbations’ population and rents growth by making an issue of ,apartment

shortages® and ,affordable rents“ and are calling for market interventions to solve

these problems — for instance, by capping rent increases on new tenancies.

“RESIDENTIAL” FORECAST

Year Berlin Dusseldorf Frankfurt Hamburg Cologne Munich Stuttgart Top-7
Demand
Population in thoausand 2010 3,438 585 676 1,779 997 1,335 602 9,412
Private households 2010 0.5 0.3 1.7 0.3 0.5 1.8 0.5 0.7
YOY change in % 2011e 0.4 0.4 0.6 0.4 0.5 0.8 0.5 0.5
2012e 0.6 0.5 0.8 0.7 0.6 0.8 0.6 0.6
Unemployment rate 2010 14.0 7.9 6.9 8.4 8.3 5.8 7.8 9.9
(ILO) in % 2011e 13.9 7.7 6.8 8.2 8.1 5.7 7.7 9.8
2012e 13.4 7.3 6.6 7.9 7.7 5.2 7.2 9.3
Disposable income 2010 0.8 0.9 -0.4 1.0 0.8 0.5 1.7 0.8
YOY change in % 2011e 1.5 22 2.0 1.8 1.6 21 1.6 1.8
2012e 1.3 1.8 2.0 21 1.5 1.7 1.4 1.6
Supply
Dwelling stock in thousand 2010 1,898 327 362 893 527 751 298 5,056
Dwelling stock 2010 0.2 0.2 0.6 0.3 0.5 0.6 0.4 0.3
YOY change in % 2011e 0.3 0.3 0.8 0.5 0.6 0.7 0.3 0.4
2012e 0.3 0.3 0.8 0.4 0.5 0.6 0.3 0.4
New dwellings completed 2010 1.8 1.8 3.9 2.5 2.9 4.4 2.4 2.6
per 1000 inhabitants 2011e 1.9 2.0 4.5 2.6 34 4.6 2.1 2.8
2012e 1.8 2.0 4.6 24 3.1 4.0 2.0 2.6
Rent residential first occupancy
Top location 2010 133 12.8 16.0 17.0 13.5 17.5 13.0 14.8
in Euro/sgm 2011e 13.8 13.0 16.4 17.3 13.7 17.9 13.3 15.1
2012e 14.2 13.2 16.9 17.6 13.9 18.2 13.4 15.5
Top location 2010 1.5 1.6 6.7 13.3 3.1 29 0.0 4.6
YOY change in % 2011e 3.8 1.8 2.8 1.8 1.5 23 1.9 26
2012e 2.9 1.4 2.5 1.7 1.5 1.9 1.4 2.2
Average location 2010 8.3 9.3 10.7 11.5 10.0 12.8 9.7 10.0
in Euro/sgm 2011e 8.5 9.4 10.9 11.8 10.1 13.1 9.9 10.3
2012e 8.7 9.5 11.1 12.0 10.3 13.3 10.0 10.5
Average location 2010 3.8 2.8 1.9 4.5 1.0 24 1.0 3.1
YOY change in % 2011e 3.0 1.6 22 25 1.4 2.3 1.6 24
2012e 24 1.3 1.8 21 1.3 1.8 1.3 1.9

Sources: Feri, Bulwien, DZ BANK Research forecast

Taken altogether, the environment is favorable for rental apartments in all seven lo- Good prospects for all top locations
cations. Falling unemployment, respectable disposable incomes growth, and rising

urban populations and households are likely to cause rents to rise by at least 2.5 per

cent in 2011 and by a further around two per cent in 2012.
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We predict the strongest growth for Berlin. This attractive city has historically been
held back by its difficult labor market situation. Now that Berlin is the capital of Ger-
many again, more and more companies are also seeing it in a positive light as a po-
tential location, and so it offers better employment opportunities. This will allow the
housing market to catch up — the present rents are very low for a big city.

We expect the slowest growth in Hamburg's top locations, where rents have gone up
by easily one-third in the last three years and are now almost on a level with Munich.
Also, the somewhat slow progress in letting the newly marketed luxury HafenCity
apartments is likely to limit the scope for other near-term prime-location rent in-
creases. We therefore expect slightly below-average rent rises in 2011 and 2012.
Looking at the market as a whole, Hamburg’s rents rise will be about average.

We expect demand to remain high and supply to remain highly constrained in Mu-
nich and Frankfurt, so that rents will continue to rise at roughly the present pace, i.e.
slightly above the average. We expect slightly slower rent rises in Dusseldorf, Co-
logne and Stuttgart — between one and two per cent.

Comparing internationally, rents are broadly in line with other European metropolitan
areas. Only Paris and London rents are significantly higher. It is interesting to note
that rents have also remained virtually stable in the countries that have experienced
a recent property boom followed by a price crash. Only in Dublin have rents fallen
perceptibly.

Berlin catching up

Market for Hamburg‘s prime loca-
tions likely to take a breather

Supply in Munich and Frankfurt tight
as usual

German rents level in line with other
European metropolises
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