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S NATIONALITY OF CROSS-BORDER BUYERS/ Investment Turnover By Buyer Nationality, H1 2008
% SELLERS s
g Despite the changes in financial environment, the European 140.000 - € million
£ investment market continued to be very international, with cross- '
g border buyers accounting for 54% of the total activity in H1 2008. 120,000 -
g. On a market-by-market basis, only nine out of the 25 countries 100,000
g monitored registered international investment of less than 50%. 80,000 -
w Amongst these were Ireland and Denmark, traditionally local- 60,000

buyer dominated markets, as well as markets such as ltaly and 40.000 |

the UK, where there is typically a greater balance between local !

and cross-border buyers. 20,000 -

0 .

The key difference in H1 2008, however, was in the source of this
international money. Over the last couple of years non-European
buyers accounted for about 45% of all cross-border activity, but
this is now down to 31% in H1 2008. Considering the current
diversity in pricing that the European market has to offer, it is not B Cross-Border ~ m Local
surprising that many European buyers have continued to invest

outside their home markets.
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Cross-Border Deals By Buyer Nationality, H1 2008
The UK Gnd US investors featured as the Mo most Gctive CFOSS-  corsss sttt
border buyers by nationality, spending €6.5 and €6.1 billion Total Size: €31.5 billion
respectively. Although still accounting for a large proportion of
the market, compared to H1 2007 their activity fell substantially
in real terms.

German investors are the third largest cross-border buyers so
far this year, with €5.8 billion purchased in H1 2008. This is only

27% down on the €7.9 billion they spent in H1 2007. V
The Middle Eastern investors have continued to be quite active
too, spending over €2 billion in H1 2008. Around three quarters

of all Middle Eastern investments this year were in the UK, mainly
in offices and other sectors, such as hotels. The mixture of the
actual buyers was quite diverse, however Sovereign Wealth Funds
were most prominent with a 40% share of all the Middle Eastern B UK B USA Germany
money invested in H1 2008. Middle East = Ireland B Netherlands

N m Oth
Looking at the cross-border deals by seller nationality, the UK France W Denmark [ Sweden ers

vendors were most active, accounting for over a quarter of all
international sales, with €4 billion. The second largest category Cross-Border Deals By Seller Nationality, H1 2008
was American sellers, with o total €3.6 billion of disposals in
the first six months of the year. Disposals were particularly high Total Size: €15.4 billion

in France, UK and Germany, jointly accounting for 64% of all
American sales so far this year.

Notably, sales by German investors fell considerably: registering
at around €900 million in H1 2008, compared with €4.9 billion
of sales in the same period last year. This reflects the strong cash
inflows to the open-ended funds, who are significant net buyers »

of real estate at present. Therefore, their selling activity is likely to
be limited in the near term.

Interestingly, Austrians have continued to actively sell out of
the CEE market, with around €400 million worth of property
disposals this year.

m UK B USA France ™ Germany
Netherlands B Far East Greece B Austria
Belgium B Other
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Top Ten Investment Markets, H1 2008

Turnover Change on % of European
(€ million) H1 2007 Market*
London 6,967 -59% 13.2
Paris 4,671 -55% 8.9
Madrid 2,905 51% 53
Moscow 1,679 58% 3.2
Stockholm 1,593 -47% 3.0
Berlin 1,562 -44% 3.0
Munich 1,250 -54% 2.4
Brussels 1,246 10% 2.4
Milan 975 -4% 1.9
Hamburg 928 -69% 1.8

* Excluding indivisible multi-city portfolio transactions

Investment Turnover By Sector, H1 2008
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TOP TEN INVESTMENT MARKETS

The list of the top ten investment markets has changed only
slightly in H1 2008 compared to last year. Frankfurt and
Amsterdam have fallen out of the top ten, while Brussels and
Milan now feature with €1.2 and €1.0 billion of transactions
respectively.

In absolute terms, the level of activity has slowed substantially
across all locations. The slowdown in London and Paris — which
have always occupied positions one and two in our top ten table
—is perhaps most notable. Compared with H1 2007, investment
activity in those two markets was down by 59% and 55%
respectively in H1 2008.

However, the key change in H1 2008 was not in which markets
have made the list, but more in the market share that these top
locations have accounted for. In times of uncertainty investors
tend to favour larger mature markets that offer higher liquidity
and, hence, reduced risk. One might therefore expect the larger
markets to increase their share of total investment. However,

the top ten markets accounted for 45% of all European deals,
excluding indivisible multi-city portfolios, which is actually slightly
less than the 48% reported for 2007 as a whole.

The composition of investment activity in the top ten group reveals
some interesting patterns. Unlike the result for Europe as a whole,
office sector activity strongly dominated the top ten markets,

with 70% share of the total invested in H1 2008. Over 90% of

all investments in Paris and Madrid were in offices, whilst it was
around three quarters of all deals in London, Moscow, Milan and
Brussels.

The sector split was more even in the other four markets —
Hamburg, Stockholm, Munich and Berlin. All of the German
locations witnessed greater investment activity in retail, industrial
and other sectors, while the traditionally dominant office sector
fell below the 50% mark in all three of these markets. Influenced
by a number of large deals, retail and mixed-use investments
were especially prominent in Berlin, accounting for 22% and 53%
of the total H1 2008 activity respectively.

In-line with historic trends, the sector split in Stockholm was also
quite even, with offices accounting for only 42% of all activity.

As in previous years, the top ten markets were generally more
international than the European market as a whole. Seven out
of the top ten markets saw a majority of cross-border buyers

in H1 2008 and in Berlin, Moscow and Madrid foreign buyers
accounted for more than 80% of the market. This was followed
by Paris, Munich and London — all with a cross-border share of
over 60%.

At the other end of the scale, only 8% of investments in Stockholm
were completed by cross-border buyers. This is quite a substantial
reversal from their 61% share of activity in 2007 as a whole.

Overall, cross-border activity for the top ten markets totaled 61%,
which is well above the H1 2008 European average of 54%.
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Half One 2008

COUNTRY BY COUNTRY ANALYSIS

After a very quiet Q1, the investment market in Austria
picked up in the second quarter. By far the most notable
transaction was the Vosendorf shopping centre, which set a
record yield for Austria, showing that there is still demand for
the right sort of product.

Investment activity in Belgium held up well compared to

the rest of Europe, with market turnover declining only 24%
compared to H1 07. Brussels offices comprised a significant
part of the total (40%) perhaps reflecting their reputation as a
counter-cyclical investment option.

In France investment market turnover fell back sharply, 48%
below the turnover in H1 2007. Paris continued to dominate
the French market, but at 65% of the total was a much
smaller proportion of the market than in 2007, when

it accounted for 75% of transaction value.

Germany was another of the countries that saw a sharp

fall in the level of investment transactions, with activity in

H1 2008 less than half that in H1 2007. It is worth noting,
however, that the German market had expanded very rapidly
over the last couple of years, boosted by big portfolios sold
off by corporates owner-occupiers and the open-ended

funds.

The turnover of the Irish investment market fell back to just
€393 million in H1 2008, just 54% of its level in H1 2007,
although remarkably this did include the first overseas
investment in Ireland since 2006.

ltaly saw a 21% fall in investment activity compared to H1
2007. Sales by the public sector and owner-occupiers still
account for a significant part of the ltalian market, whereas
property funds (mostly closed ended) dominate the buyers.

By far the largest transaction in the Netherlands in H1 2008
was the acquisition of office and retail assets by Bouwfonds
from Unibail-Rodamco. Partly as a result, retail made up 35%
of transactions in the Netherlands, ahead of offices at 30%.

Investment turnover in Portugal matched that in H1 2007

at €480 million. There was purchaser interest from a wide
range of countries, with local buyers accounting for just 31%
of the total. Buyers from France, Germany and the Middle
East all made significant acquisitions.

Total investment activity in Spain was only slightly down
on that in H1 2007. However, that was as a result of
the completion of the final part of the Banco Santander
transaction. Other deals in H1 2008 totalled just over
€2 billion, compared to €4.7 billion in H1 last year.

The flow of investment transactions in Switzerland has
diminished due to the lack of available debt and the
mismatch between buyer and seller price expectations.
Activity by foreign investors is particularly low now that
leveraged buyers are out of the market.

In the UK, investment activity started to fall away in the
second half of 2007 and continued to decline in 2008. All
areas of the market have been affected, although the decline
in Central London has been greater than that elsewhere.

Overall the CEE markets have held up well in the face of
declining investment activity elsewhere in Europe. Total
transaction value was just 14% lower than in the same
period last year.

The growth in the markets furthest East has been the biggest
factor in maintaining turnover. Both Russia and Bulgaria
saw significant increases in investment activity. Russia in
particular now represents the largest single contribution to
CEE investment activity at 33%.

This growth offset declines elsewhere, with the ‘core’ CEE
countries experiencing falls in activity in line with those in
Western Europe. The markets in Czech Republic (-68%) and
Hungary (-75%) were particularly slow, with a smaller
decline in Poland (-28%). As a result yields in these core
CEE markets are now showing an upwards trend.

Proportion Of Local And Foreign Purchasers By Country, H1 2008
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Economic Growth (GDP) In The Nordics NORDIC MARKETS

............................................................................................................. The Nordic mcrkefs have presenfed some inferesﬂng contrasts
in 2008, both in terms of the trends in the markets and the

7.0% - underlying causes.
6.0% A For the most part, the economies of the Nordic region have m
5.0% A been outperforming the rest of Europe. However, Denmark is the ‘-:O‘
4.0% ] exception fo this with growth falling back sharply from the very 'g
high rates that were seen in 2005/06 to below the European o
3.0% - average. Although the rate of economic growth is slowing in the i
2.0% A other Nordic countries, the expected rate of growth in 2008/09 2
1.0% remains well above the European trend. Norway in particular :u':;
70 ‘ benefited from very strong domestic demand in 2007. This is 3
0% A = : . . now slowing sharply, but GDP growth is expected to remain above g
Denmark Finland  Norway  Sweden 3% in 2008. =

m 2007 = 2008 2009

Despite the out-performance of their economies, Norway and
Source: Consensus Economics Inc Sweden have both seen their investment market turnover fall

back in the same way as has happened in the rest of the Europe.

Sweden has seen a 41% fall in market turnover compared to H1

Investment Market Turnover 2007, with Norway seeing a similar 43% fall in activity.

£ million Finland and Denmark have been exceptions to this trend. In
16,000, Finland the turnover of the investment market was just 9% down
14 000 on that in H1 2007, whereas in Denmark there was almost no

change in activity. It is worth noting, however, that in the case of

12,000
10,000+
8,000

Denmark there was a very sharp increase in activity in H2 2007
and so it seems unlikely that 2008 will match last year’s total.

A significant difference between the turnover in the Nordics and

6,000 that in the rest of Europe is the distribution of activity between

4,000 sectors. In Europe as a whole 44% of market turnover in 2008

2,000 was in the office sector, in the Nordics that was just 34%. This is
0 . . . not a one-off result; in 2007 turnover in the Nordics comprised

Denmark  Finland ~ Norway  Sweden 38% offices, compared to a European average of 55%. This
2005 2006 = 2007 mHI1 2008 result is a reflection of the depth of the markets in the Nordics,
with much greater investor ownership in industrial, residential
and other sectors.

Office Yield Trends Another difference between the Nordics and the rest of Europe
is the fact that its property investment market is relatively

self-contained. Foreign investors accounted for just 28% of

== Copenhagen Helsinki all acquisitions in the Nordics in H1 2008 (compared to a
Oslo mm Stockholm European average of 54%). Moreover, out of this a significant
9.0%- mm FU-15 Average proportion is intra-Nordic investment, with Norwegian, Danish

and Swedish investors buying in other Nordic countries.

8.0%

The credit crunch and the slowdown in European investment
7.0%- markets has triggered a turnaround in market pricing. The
Nordic markets have not been immune to this European
trend and yields in all sectors have been increasing, although
generally by slightly less than the European average. Offices
have been hit hardest, both in the Nordics and elsewhere.
The prime yield in Oslo, in particular, has increased by a full

6.0%-

5.0%-

4.0% - - - - - - - - percentage point over the last year.
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Half One 2008

OUTLOOK

Inevitably it is the credit crunch that is in the forefront of everyone’s thoughts when it comes to the
outlook for the property market, but for forward thinking investors that means it is time to start
thinking about the next round of factors that will impact the market.

There are two that are immediately evident, one that will be felt in the short term and one with
longer term implications.

In the short term, the next effect that must be factored into our view of the property market is the
rapidly evolving European economy. After surprisingly strong economic data for the first quarter of
the year, Q2 has seen a steady flow of bad news: output in both France and Germany fell; despite
the recent rise in the value of the dollar the strength of the euro is making it difficult for European
manufacturers to compete worldwide; and persistent inflation has so far made it impossible for

that this will change in the near future.

The effect of this has already been seen in Europe’s property markets. CB Richard Ellis research
showed that in Q2 the average office vacancy rate in Europe increased for the first time since 2004
and rental growth slowed sharply in all three major property sectors.

At the moment the impact is not being seen everywhere, but looking forward it is likely that the
effects of a slowing European market will be felt in most major property markets. With a couple of
exceptions, current forecasts are for a slowdown rather than a significant recession, but the
economic risks appear to be on the downside implying that risk averse investors should be
adopting defensive strategies. Their focus should, therefore, be on looking at markets where the
supply side is constrained rather than trying to predict where demand will be strongest. They should
also be concentrating on prime locations and properties, which tend to hold their value better than
secondary property.

The trend with the longer term implications is the allocation of institutional investors to real estate.
In the short term most institutional investors are remaining on the sidelines of the property market,
waiting until it shows signs of price stabilisation. However, while it might not feel like it at the
moment, a high proportion of institutional investors have identified that in the long term they need
to increase the proportion of their portfolios that is held in real estate. Real estate does add stability
and diversification to a multi-asset portfolio.

For example, back in April insurance group Allianz announced that over time it would raise its
real estate allocation from 3.5% to 6% and the Norwegian Petroleum Fund (actually named the
‘Government Pension Fund’) announced that it was making an initial allocation of €13 billion to
real estate to take its allocation to 5%.

CB Richard Ellis research suggests that there is approximately an additional €250 billion of capital
allocated to real estate from investors which might be put into the market as some stage over

the next year or two, as well as money from numerous ‘recovery’ funds. That is not to say that

this capital is looking to be spent immediately. Institutional investors will be looking to build up
their exposure over a long period of time and will not enter the market at all until they feel that
that prices are at or close to fair value. Nevertheless, the fact that they have faith in the long-term
attributes of real estate will to some extent underpin the market.

DISCLAIMER 2008 CB RICHARD ELLIS

Information herein has been obtained from sources believed reliable. While we do not doubt its accuracy, we have not verified it and make no
guarantee, warranty or representation about it. It is your responsibility to independently confirm its accuracy and completeness. Any projections,
opinions, assumptions or estimates used are for example only and do not represent the current or future performance of the market.

This information is designed exclusively for use by CB Richard Ellis clients, and cannot be reproduced without prior written permission of
CB Richard Ellis.
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