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Investment Market

The positive trend on the German investment market for commercial real estate
continued into the first quarter of 2020.
Indeed, a new record result was even
achieved just before COVID -19 really
started to make itself felt.
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Volume of transactions according to asset type Q1 2020
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Other*
26.9 %

*Other: mixed use, hotels, development sites, parking etc.
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Volume of transactions according to deal structure Q1 2020
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In the first three months of the year, the
total commercial transaction volume
amounted to about €18.1 billion. This is
around two thirds higher than the previous year’s figure (Q1 2019: €10.9 billion)
and almost 70 % above the five-year average for first quarters.
This very positive development was primarily owing to the significant increase in
the portfolio transaction volume. After recording just €1.6 billion in Q1 2019, this
segment increased its volume to €8.3 billion in the corresponding period of 2020.
Transactions worth highlighting include
the TLG acquisition by Aroundtown and
the sale of real to SCP Group and
x+bricks. Single-asset transactions contributed about €9.8 billion to the latest
quarterly figure, representing a year-onyear increase of approximately 6.4 %.
Office property assets continued to
dominate the investment market and
accounted for a volume of €8.2 billion.
Retail property was in second place,
almost doubling the transaction volume
to €4.9 billion owing to the portfolio
transactions mentioned above. The thirdplaced segment, warehouse/logistics
property, also registered very strong
growth of 65.3 % to €2.1 billion. Other
property types generated almost €2.9
billion, of which hotels accounted for over
€1 billion.
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Volume of transactions according to type of investor Q1 2020
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Closed-End Funds

Volume of transactions according to volume category Q1 2020
3.5 %
9.3 %
> €500 m
30.9 %

€100 < €500 m

10.9 %

€50 < €100 m
€25 < €50 m

12.8 %
Source: NAI apollo

€10 < €25 m
< €10 m
32.6 %

Prime yields Q1 2020
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Domestic players again dominated investment activity, increasing their invested capital by almost a quarter yearon-year to over €8.8 billion. At the same
time, foreign players also invested a disproportionate amount in German commercial property in the first quarter of
2020, more than doubling their volume to
€9.3 billion. Investors from Luxembourg,
the USA and France were the most active
on the market.
In terms of the different types of investors, “listed property companies / REITs”
accounted for an investment volume of
almost €4.8 billion or a 26.3 % share
thanks to the Aroundtown deal. “Asset /
fund managers” and “open-ended funds
/ special funds” were therefore pushed
back into second and third positions, accounting for €4.1 billion and €3.9 billion
respectively. “Project developers” formed
the most active group on the sale side,
offloading property with a volume of more
than €3.1 billion.
With regard to transaction sizes, certain
categories above €50 million made considerable gains compared to last year.
This segment now accounts for more
than three quarters of the market volume,
primarily owing to the increase in portfolio
sales. Although not a single deal above
€500 million was registered in the first
quarter of 2019, this category accounted
for a 30.9 % share in the recent quarter.
category,
The
next-biggest
“€100m<€500m”, made a gain of around
68.0 % compared to the previous year,
and achieved a market share of 32.6 %
in the recent quarter.
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As a consequence of the ongoing zero interest rate policy of the
ECB, as well as the lack of alternative investment opportunities,
German commercial property still represented an attractive option
for investors in the first few months of the year. However, as the
COVID-19 pandemic took hold, the investment market came to a
virtual standstill by mid-March 2020. This was not so much owing
to a loss of interest in German assets, but more a consequence of
the lockdown in Germany. In some cases, there is a wait-and-see
attitude among investors regarding the further course of the pandemic and the related effects. Thus, prime yields in all top 5 locations and across all asset classes remained stable in the first quarter of 2020 compared to the end of 2019.
Compared to the same period of the previous year, however, the
average prime yield for office properties in the top 5 markets fell by
12 basis points in the first quarter of 2020. In Berlin, investors still
gain the lowest prime yield of 2.65 %. In Munich, the rate is 2.70 %,
while in Frankfurt and Hamburg the prime yield is 2.85 % in both
cases. In Düsseldorf, the rate of return is 3.10 %.
The decline in yields for logistics real estate is even more
pronounced compared to the previous year. Over the past 12
months, the average yield for the top 5 locations has fallen by 26
basis points. This means that prime yields now stand at 3.70 % in
Munich, 3.75 % in Berlin, Frankfurt and Hamburg, and 3.80 % in
Düsseldorf.
Prime yields for retail properties have stagnated over several quarters. In the first quarter of 2020, they remained unchanged in the
top 5 cities compared to the year-ago period. Berlin and Munich
still offer the lowest prime yields for retail property at 2.80 %. Yields
for this type of property stand at 3.00 % in both Frankfurt and
Hamburg and at 3.10 % in Düsseldorf.

It is difficult to assess at present how the
German investment market for commercial property will perform over the coming
months. As things stand, a short-term
slump seems likely at the very least. In the
longer term, asset classes that are most
badly affected by the crisis will suffer the
biggest declines. Their recovery will
largely depend on the restarting and stabilisation of the respective rental and finance markets.
At the same time, there is potential for the
supply of products to increase, brought
about by distress sales or the offloading
of problem properties. The supply of project developments, on the other hand, will
decrease due to the stagnation in construction activity. Currently, any information on price development can only be
speculative. In general, a growing aversion to risk, rising risk premiums on the
part of investors and banks, and falling
rent expectations are to be anticipated.
As a result, initial yields are predicted to
rise, although the extent of this will depend on the respective asset class and
will vary between the segments. However, it is already clear that the 2019
transaction volume will not be achievable
this year
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