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Volume of transactions according to asset type Q1-Q3 2020

17.8 %
Office

Retail

45.7 %

13.3 %

Other*
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Warehouse / Logistics

23.2 %

*Other: mixed use, hotels, development sites, parking etc.

Volume of transactions according to investors‘ origin Q1-Q3 20
2.6 %

Luxembourg
USA
France
Austria
UK

3.3 %
3.6 %
6.7 %
7.5 %
58.5 %

Switzerland
Netherlands
South Africa

13.8 %
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Germany

0.9 % 0.8 %
2.2 %

Other
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Single Deal

41.8 %
58.2 %
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Portfolio Deal

The German investment market for commercial properties picked up again in the
third quarter of 2020 following a much
more subdued performance in the second quarter as a result of the coronavirus
pandemic. Investor confidence in the
German market was reflected by a transaction volume of €11.5 billion in the period from July to September. Compared
to the previous quarter, transactions increased by 10 %, although the volume
was more than 20 % below the previous
year’s figure as well as the five-year average (Q1-Q3 2015 – Q1-Q3 2019: €14.7
billion).
The transaction volume for the first three
quarters amounted to a total of about
€40.1 billion, which is even slightly above
the year ago level. This very good result
is again influenced by the strong first
quarter of 2020, when €18.1 billion was
registered.
Portfolio deals played a decisive role in
ensuring a positive performance in the
first nine months, accounting for a volume that was 70 % higher year-on-year
at €16.8 billion. Notable deals include
company acquisitions, such as the purchase of TLG by Aroundtown and the
sale of the Godewind office property
portfolio (86 %-share) to France’s Covivio. Classic portfolio deals were also
registered, including the Medicus portfolio, which was acquired by Union Investment for around €400 million. Single-asset transactions amounted to around
€23.4 billion. Although this accounted for
58.2 % of the total volume, it was 17.5 %
below the previous year’s figure. Large
buildings divested in the third quarter included “The Q” in Nuremberg, sold for
€300 million to Corestate, and Perlach
Plaza, which was acquired by KGAL for
about €250 million.
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Volume of transactions according to type of investor Q1-Q3 2020
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Public Administration / Local Authorities

Number of transactions according to type of investor Q1-Q3 2020
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Closed-End Funds

Volume of transactions according to volume category Q1-Q3 2020
4.6 %
10.6 %

> €500 m

21.1%

€100 < €500 m

11.5 %

€50 < €100 m
€25 < €50 m
€10 < €25 m
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15.9 %
36.3 %

< €10 m

Prime yields Q3 2020
Prime
retail yields

Prime
logistics yields

Berlin

2.60 %

2.90 %

3.55 %

Dusseldorf

3.00 %

3.25 %

3.60 %

Frankfurt a. M.

2.80 %

3.15 %

3.55 %

Hamburg

2.80 %

3.10 %

3.55 %

Munich

2.65 %

2.90 %

3.50 %

Total

Ø = 2.80 %

Ø = 3.05 %

Ø = 3.55 %
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Prime
office yields

As before, office properties were the
most sought-after asset class by investors. In the first nine months, investments
in this segment amounted to €18.3 billion
or 45.7 % of the volume. However, the
figure was almost 14 % below last year’s
volume. Retail property was next with a
23.2 % share or €9.3 billion. Portfolio
sales in this asset class helped boost the
volume by almost a fifth. Growth was
even higher in the logistics property segment, at 37 %. This asset class was responsible for €5.3 billion or 13.3 % in the
first three quarters of 2020. The “other
uses” segment generated €7.2 billion, of
which hotels accounted for about €1.7
billion.
In terms of the nationalities of the buyers,
domestic investors remained the most
active players on the market, accounting
for a broadly similar volume of €23.5 billion compared to the previous year (Q1Q3 2019: €23.3 billion). The market share
currently stands at 58.5 %. Foreign investors increased their investment volume by
11 % to about €16.7 billion (Q1-Q3 2019:
€15.0 billion). Luxembourg, the USA and
France accounted for the highest volumes, mainly driven by portfolio sales.
During the third quarter, the group comprising “open-ended funds / special
funds” overtook “listed property companies / REITs” as the market leader with an
invested capital of about €10.5 billion.
The former market leaders recorded an
investment volume of about €8.2 billion.
Next were “asset / fund managers”, “private-equity funds / opportunity-funds”
and “insurances / pension funds”. On the
sell side, “project developers” represented the most active group with a sales
volume of €9.4 billion.
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The significant increase in portfolio sales, especially in the first
quarter, also had an impact on the ranking of deals by size. The
volume in the “€500m-plus” segment almost doubled compared
to the previous year, with a market share of 21.1 %. The highest
volume in absolute terms was found in the “€100m < €500m” segment. Here, the volume was slightly higher than last year at €14.6
billion, with a market share of 36.3 %.
The German economy experienced a noticeable recovery in the
third quarter of 2020 after being hit by a historic decline in GDP of
9.7 % in Q2 following the nationwide lockdown that was triggered
by the COVID-19 pandemic. Indeed, some signs of recovery have
been evident since May. For example, industry significantly increased both order intake and sales. Furthermore, the ifo business
climate index has been rising steadily again after hitting a low point
in April, reaching 93.4 points in September. It seems that Germany
has already turned a corner. However, now that infection rates are
rising once more, with related consequences for our general working lives, the threat of a longer-term recession is growing again, as
well as the fear that the fragile recovery could follow a W-shaped
rather than a V-shaped course. This could give rise to more uncertainty and a more pessimistic outlook among investors and lenders, which would then translate into lower transaction volumes and
falling prices for properties affected by the pandemic, such as hotels and commercial buildings. On the other hand, demand will rise
further for buildings that are relatively immune to the effects of the
health crisis, including offices in CBDs and logistics buildings with
e-commerce or food retail tenants.
The more positive economic sentiment in the third quarter has also
been evident in the investment sector. For example, prime yields
have fallen further in certain asset classes. This was especially true
for warehouse / logistics properties, which have been less affected
by the consequences of the coronavirus crisis. Here, the average
prime yield across the top five cities fell by 0.20 percentage points
within the last three months. Office yields also fell in certain locations, resulting in an average decline in the prime yield of 0.06 percentage points in the top five locations. Retail was the only asset
class to record an increase in the prime yield in Q3 after already
registering growth in the second quarter. The average yield for the
top five grew by seven basis points.

Looking at the different locations, the
prime yields in the logistics asset class
ranged from 3.50 % in Munich to 3.55 %
in Berlin, Frankfurt and Hamburg and
3.60 % in Dusseldorf.
A further fall in the office yield reflected
the high level of investor interest, especially for core properties. The prime yield
in this segment dropped five basis points
in all top markets apart from Dusseldorf,
where it fell by as much as 10 basis
points. Berlin remains the most expensive market with 2.60 %, followed by Munich with 2.65 % and Frankfurt and Hamburg with 2.80 % apiece. In Dusseldorf
the prime yield is 3.00 %.
Investors continued to eschew investments in commercial buildings in the third
quarter. In Dusseldorf and Frankfurt, for
example, prime yields rose by an additional 0.10 percentage points and now
stand at 3.20 % and 3.10 % respectively.
In the other top five locations, yields have
increased by 0.05 percentage points in a
quarterly comparison and are now
2.90 % in Berlin and Munich and 3.10 %
in Hamburg.
Upcoming large deals, some of which in
the form of portfolios, signal a further normalisation of investment activity. At the
same time, however, it is again the case
that a number of transactions are taking
longer to complete or are cancelled entirely, especially for higher-risk properties.
In this context, we expect to see a transaction volume in the region of €55 billion
on the German investment market for
commercial real estate in 2020 as a
whole. Ultimately, however, it remains to
be seen how the market will develop as
the pandemic intensifies in the coming
months.
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