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REAL EXPERTS.
REAL VALUES.

Increasing office employment
vs. shortage of space

Opportunities for investors and developers
at larger service locations

The markets for office space have almost been forgotten in the wake of
the ongoing discussion surrounding residential rents and construction
land prices. Yet in recent years the prices here have also seen a continual
increase, and earlier vacancy rates have now been reduced by a consi-
derable degree. In the meantime a shortage of space can be observed in
many cities. For the future economic development of a region, however,
the available office space and the associated number of office workpla-
ces are an important factor. A shortage of space effectively limits the
potential economic growth. For individual companies a tight office mar-
ket generally means more time and effort being expended on sourcing,
less alignment with needs, and higher rental costs.

The current market development offers a number of opportunities for
developers and investors. Not every town and city is equally promising,
however. The decisive factors are location-related parameters for de-
mand and price development such as dynamism, stability and structu-

ral aspects. The following study examines the market development at 15
large office locations in Germany.
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1. Office space is becoming scarce and expensive

In the wake of the constant discussion surroun-
ding the shortage of residential housing and
the regulation of residential real estate markets,
the developments to be seen with commercial
real estate are less striking. The corresponding
areas are considered to be available, invest-
ments relatively simple. In this respect there is
now considerable competition, and in particu-
lar in the office property segment. The invest-
ment activity in the field of commercial real
estate is clearly dominated by the office seg-
ment on the German market. According to the
latest Property Report 2019 from BNPPRE the
share in all commercial investments last year
was 48.2%. In earlier years office properties
had already been the most frequently traded
asset class among commercial real estate with
shares of more than 40% (DZ Hyp, Immobilien-
markt Deutschland 2018/2019). In this respect,
the transaction volume for office real estate has
practically increased continually and in part to
a strong degree. In a ten-year comparison from
2008 (EUR 6.9 bn) to 2018 (EUR 29.7 bn) the
transaction volume has increased more than
four-fold (BNPPRE, Investmentmarkttberblick
Deutschland 2019)

Price index
office real estate

Vacancy rate
office real estate

2010 201 - 2012 2013 2014 2015

Economic trend indicators such as the monthly
Deutsche Hypo Real Estate Climate continue
to show a high level for the office segment.
Among the individual usage types, with an in-
dex value of 142.3 the level here in April 2019
is only slightly behind the housing segment
- which has been booming for many years al-
ready - and is in part significantly ahead of the
indices for other commercial real estate. The
recent IW Immobilien-Index Spring Real Estate
Survey sees the office market as the only parti-
al sector not yet affected by a downward trend.
The office market appears to still represent a
stable and interesting investment segment

Investments in office real estate are being re-
warded by a booming rental market. Office
premises are in short supply in virtually all the
larger markets in the meantime. The level of
new construction has until now not been in a
position to keep pace with demand for office
space, let alone bring any relief to the situation.
Excess demand has often led to perceptibly
higher rents with new lease agreements. This
development is not only true for the markets
primarily considered, the Top 7 markets, but is
also applicable nationwide. The mean vacancy

2016 2017 2018
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rate for office real estate for the 127 German
cities currently only amounts to 4.1% and the
price index has increased by more than 60
points from its base value in 2010.

It is not only demand for office space that has
increased significantly in recent years. As a
reaction to a relatively low level of construc-
tion activity and declining vacancy rates, office
rents nationwide have also continually risen. In
2018 average office rents in the mid segment
increased by approx. 4.0% year on year. In the
Top 7 the rise for mid office properties was as
high as 7.4%. This has led to high prime rents in
the major cities above all. In Munich, Frankfurt
am Main and Berlin prime rents of more than
30.00 EUR/m? are the norm in the meantime
(IVD, Gewerbe-Preisspiegel 2018/2019). While
the average rents - which are of greater rele-

2004 2005 2006 2007 2008 2009

In the long term real estate markets follow
cyclical developments. Thus there are slumps
followed by recovery phases, as seen most
recently in 2002/2003 and 2008/2009 for
example. The typical features of such crises
are a market-driven downturn in demand,
an increase in vacancy rates, and a decline
in prices for rents and sales. Often this is fol-
lowed by weaker construction activity, albeit
with a slight delay, which sees the market re-

gain its balance. The resulting cycle spans a

2010 20m

vance for the broad market segment - are likely
to be approx. 30 to 50% lower, the price de-
velopments are substantial. Most recently the
growth rates of the rent index for office pro-
perties published by vdp Research were actu-
ally higher than those for the housing market
(Figure 2). Office properties are thus becoming
ever more expensive. Investors are already ac-
cepting prime yields of some 3.0%. According
to JLL (InvestmentmarktUberblick 4. Quartal
2018), among the Top 7 markets Berlin is cur-
rently the most expensive city in terms of yield
with less than 3.0% already, albeit the other lo-
cations follow closely behind by just a few base
points.

2012 2013 2014 2015 2016 2017

v houses) over previous year and

number of years. It is thus only recognisable
if longer periods of at least 15 or 20 years are
analysed. The intensity of the wave effect is
rarely of a textbook nature, and there may
be significant differences between individual
markets. The transaction volumes and prices
on the commercial real estate markets fre-
quently fluctuate to a greater degree than
those on the residential real estate markets.
One reason for this, in addition to contrac-
tual clauses (for example graduated rents, li-

Change rent index
office real estate

Change rent index
residential real
estate
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Office employees

Share of office
employees in
total number
of employees

Office employees
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mited term), is the fact that office leases are
economically dependent on the underlying
economic developments (investment goods
and uses dependent on such developments),
whereas apartments and housing always re-
present essential consumer goods.

Nevertheless, the current excellent sales op-
portunities for office space mean there are op-
portunities for project developers and lessors.
For property owners with a long term orien-
tation and also for opportunistic investors the
corresponding dynamism of the office market

is very much an interesting aspect. Risk con-
sciousness increases above all in an already
advanced phase of the real estate cycle, as
does the corresponding need for information
and analyses. Investors, tenants and munici-
pal administrations have to analyse and plan
office markets in accordance with the respec-
tive market phases. In this regard real estate,
labour and business markets are to be consi-
dered holistically and also with a view to their
mutual interdependence.

2. Increasing office employment level, but stagnating office construction

A decrease in vacancies, an increase in rents
and a shortage of space result from the fact
that nearly eleven million people in Germany
work in offices nowadays (Figure 3). This cor-
responds to growth of more than 20% since
2008. The estimated number is based on an
aggregation of individual figures and is to be
regarded as an approximation. As office em-
ployment is not explicitly shown separately
in the employment figures of Germany’s Fe-
deral Employment Agency, for the purposes
of this study the employees subject to social
insurance contributions and marginally em-
ployed persons in sections J to O and U of
the Classification of Economic Activities, Is-
sue 2008 have been pooled as office emp-
loyees. These sections encompass industries
in which it may be assumed that the majority

11,000,000
10,000,000
9,000,000

8,000,000

7,000,000

2008 2009 2010 2011 2012

of employees, albeit not all of them, perform
an office task. At the very least this approach
allows for rough estimates of needs and for
comparisons at local level

Accordingly, office employees account for
some 26% of all the employees subject to so-
cial insurance contributions and marginally
employed persons in Germany. The growth
trend has been unbroken for many years now.
The transition to a service economy is un-
mistakable. Despite modern working worlds,
which are associated, among other things,
with desksharing and home offices, these
growth figures for office employees ultimate-
ly mean there is significant additional demand
for office workplaces and thus also for office
space.

2013 2014 2015 2016

Share of office employees in
total number of employees
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The growth in office employment results to
a large extent from the generally positive de-
velopment of employment levels in past years
(Figure 4). The number of employees - as the
sum of employees subject to social insurance
contributions and marginally employed per-
sons - rose from nearly 35 million in 2008 by
approx. 5.8 million employees through to 2018
(approx. 17%). At the same time the nationwi-
de unemployment rate decreased from 7.8% to
5.2%. This has come about as a consequence
of an extremely pleasing economic develop-
ment in the course of the past nine years. The
last year-on-year negative growth rate for GDP
in real terms was recorded in 2009.

There has to be further differentiation of the

50,000,000

061{407=:Q08 ' ‘09

In connection with the known proportion of

office employees it is thus possible to draw
certain conclusions regarding the need for
workplaces and workstations. Thus a large
number of marginally employed persons are
also to be found in service sector jobs. Call cen-
tres are one example of this. The corresponding
workstations may in part be shared by one or

‘10

general growth trend with office employees
to allow for a concrete estimation of demand.
The manner, scope and quality of the form of
employment have to be observed. Of interest,
therefore, are certain structures within the la-
bour market. In this respect it becomes clear
that since 2003 the number of marginal em-
ployment has increased much more sharply
(40%) than the number of employees subject
to social insurance contributions (growth of
22%). Other employees (among others these
include freelancers and professional soldiers)
decreased by as much as 38%. In total the
number of people in employment in Germany
has increased by approx. 15% since 2003.

+40% »

—» 32,870,228

. —— 2%
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more employees below the reporting thres-
hold. The observed increase in employment
levels does not lead in its entirety to a need for
additional office space therefore. Even if cal-
culations of requirements and forecasts have
to be conducted in a correspondingly diffe-
rentiated manner, the employment trends in
recent years can nevertheless be used for an

Unemployment rate

Unemployment rate
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initial estimation of office demand.

The trend observed nationwide towards a re-
duction in vacancies (see Figure 1) results not
only from the dynamics of the employment
market. In view of the strong focus placed
on the residential housing market in recent
years, commercial real estate construction
has often been neglected. In the office sec-
tor this is not just a capacity problem. Office
space offerings often have to be specifical-
ly geared to needs. These encompass new
technological standards as well as individual
operational requirements. The availability of
large interconnected areas (even going as
far as single-tenant properties) plays a role,
just as do efficient locations situated close to
downtown areas or so that they are conve-
nient for traffic access. Thus shortages also
come about as a consequence of the special
demands made on the property quality and
on the location. In the recent past this has led
to supply and demand drifting apart, and par-
ticularly so at the top locations with strong
employment growth.

After many years of heavy construction ac-
tivity at the beginning of the millennium, the
new development of office space in the past
ten years has levelled out at an annual figure
of approx. 1,700 buildings with some 2.3 mil-
lion m? of floor space. Given an office space
stock of some 400 million m? (ZIA, Markt-
daten BuUroimmobilien 2019) and a certain

‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08

amount of age-driven stock decline, it seems
probable that there has been scarcely any net
new office space on the market of late. With
regard to needs: a growth of 1 million office
workplaces, for example, would require at
least 10 million m? of new work space. In ad-
dition to this would be a need for floor space
for conference rooms, equipment rooms and
archiving areas. Moreover, replacement needs
have to be taken into account. Accordingly, an
area factor of at least 10, more likely 15 however,
would have to be utilised to meet the needs
for each unit increase in the number of office
employees. The new construction activity in
recent years of approx. 2.3 million m? of floor
space contrasts with a growth in office em-
ployment of approx. 220,000 persons per
annum. For each new office employee this
corresponds to slightly more than 10 m? of
new office space. Based on this calculation
of needs, supply is only just meeting demand.
This is true above all in view of the general-
ly cautious estimate of the number of office
employees; thus the actual number of office
workplaces and demand could undoubtedly
be higher. Furthermore, congruence between
regional space offerings and the demand there
are questionable. The corresponding distribu-
tion problems require additional reserve areas.

ed floor space ove ground construction,

Completed floor area in 1,000 m?
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In general the market for office real estate
throughout Germany is experiencing an up-
ward trend. Prices are increasing, vacancies
are being reduced and valuation yields are

decreasing. Within this overall picture indi-
vidual locations may see very different de-
velopments, however.

3. Differences among individual office locations

Institutional investments generally focus on
specific locations. The office locations that
are actually relevant, speaking classically, are
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Special position of the Top 7 office locations

If employment levels are taken as a basis, it may
be seen that the proportion of office employees
in the Top 7 is - at more than 40% - signifi-
cantly higher than the mean for Germany as
a whole (Figure 6, left). The annual growth
in office employment was most recently also
more than one percentage point higher (Fi-
gure 6, right).

The rising office employment levels have led to
a decrease in vacancies for office real estate in
the Top 7 in particular (Figure 7). Over a longer

10

the German Top 7 cities. What is interesting is
the extent to which their development differs
from the trend for Germany as a whole.

Growth of office employees year-on-year

period the vacancy rate for the Top 7 was higher
than the mean for the whole of Germany (shown
here for 127 cities incl. the Top 7). Since 2010 the
reduction in vacancies in the Top 7 has been
much higher than in other markets, however.
Since 2015 the vacancy rate has been lower
than the average for Germany as a whole. As
the rate for all of Germany includes the Top
7 markets, the overall vacancy reduction may
well be due to these in demand locations to a
large extent. Consequently the dynamism of
the remaining locations is probably less pro-
nounced.

’_‘ Growth of office
employees Top 7

Growth of office
employees
Germany
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The Top 7 also occupy a special position in
terms of the valuation yields. The yield diffe-
rential for commercial real estate (here: retail
+ office) between the Top 7 on the one hand
and other German locations on the other
hand (here 120 cities, excl. Top 7) has conti-
nuously increased in recent years. This is also

an indication of differing development dyna-

‘95 96 ‘97 ‘98 99 ‘00 ‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 10

11

N 12 13 14 15 16 17 ‘18

mics. In the major German markets the attai-
nable yield with commercial real estate invest-
ments is, on average, currently 2.2 percentage
points lower than the average expected yield
in the rest of the country. Ten years ago this
difference was 1.6 percentage points and 20
years ago a mere 0.9 percentage points.

MRl 14 . 115 .. 164517
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Expanded consideration of 15 large
office locations

The limitation to the Top 7 locations substan-
tially confines the range of possible invest-
ments - especially in view of the restricted
availability of real estate. On the other hand,
very small locations are of little relevance for
institutional investments as there is a lack of
the necessary transaction frequency, product
differentiation and market liquidity. On the
basis of the established special features of the
Top 7, downstream yet sufficiently large office
locations may also be interesting. The follo-
wing analysis will therefore take into account
eight additional locations, which given their
market size, regional significance or sector
structure could be attractive target markets.
This group comprises Bonn, Bremen, Hanover,
Dortmund, Nuremberg, Essen, Leipzig and
Dresden.

Reduction in vacancies

The vacancy rate is to serve here as an indica-
tor of scarcity and a sign of forthcoming price
Munich,
Stuttgart and Cologne all have a vacancy rate

increases. Whereas Bonn, Berlin,

of less than 3% and thus hardly any available
reserves, in cities such as Leipzig, Dresden,

Dusseldorf and Frankfurt am Main the vacan-
cy rates are still somewhat higher. But here
too there is a clear trend towards a shortage
of office real estate. The vacancy rates there
have in part more than halved compared to
2010. Although the rates in Hanover, Bremen
and Dortmund declined by less than two per-
centage points and thus less significantly, this
was due to the already very low starting fi-
gures. At present the vacancy rates here are
less than 4.0%. It is only in Essen that the of-
fice vacancy rate has increased slightly (+0.6
percentage points since 2010). At 4.6% the
current vacancy rate for the office market in
Essen is likewise also at a low level, however.

The Top 7 cities Dusseldorf and Frankfurt am
Main also stand out with office vacancy rates
of more than 7%. The reasons for this are to
be seen in the alignment of certain offerings.
Thus small - and also very large - high-quali-
ty inner-city areas are definitely in demand. In
the central banking district in Frankfurt and in
the Gallus district there are scarcely any va-
cancies for example. The reduction in vacan-
cies in Leipzig is striking. The decrease since
2010 amounts to 9.5 percentage points - the
highest reduction of all the cities considered
here. The “neighbouring” city of Dresden is
displaying a similar, albeit somewhat slower

development.

12
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Rent levels

In part the office rents at the individual loca-
tions differ greatly (Figure 10). Whereas at
the most expensive office location - Munich
- 21.00 EUR/m? has to be paid for office space
(arithmetic mean), the sum is nearly EUR
12.00 less at the extremely favourably-priced
Leipzig. Accordingly, for every office in Munich
one could open two offices in Nuremberg or
Dresden for instance. Also price-intensive are
Berlin and Frankfurt am Main. Favourable lo-
cations with rents of less than 11.00 EUR/m?
are - alongside the above-mentioned Leipzig,
Dresden and Nuremberg - Bremen, Bonn and
Dortmund.

to 2010 - selected locations

Also interesting is the bandwidth of rents. Top
properties (upper 5%) in the Bavarian capital
attain rents of more than 40.00 EUR/mZ. In Ber-
lin, Frankfurt am Main and Stuttgart the 95%
percentile is more than 30.00 EUR/mZ2 In con-
trast, top properties in Leipzig and Essen are
to be had for as little as approx. 15.00 EUR/m2
The statistical analysis calculates the arithme-
tic mean above the median in all 15 locations.
This discrepancy results in a right-skewed
distribution, i.e. prices for the “better” half of
office properties which differ to a much grea-
ter degree and are in part significantly more
expensive than the remaining subset.

13
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45.00

Arithmetic
mean

95% percentile

Rent (in EUR/m?)

CURRENT RENT (IN EUR/m?

CITY ARITHMETIC MEAN MEDIAN 95% PERCENTILE

Berlin 19.34 15.00 37.38
Bonn 10.68 917 19.01
Bremen 10.13 8.50 18.66
Dortmund 10.70 9.00 15.07
Dresden 101 8.00 14.24
Dusseldorf 14.22 12.00 23.68
Essen 110 9.00 14.00
Frankfurt a. M. 18.43 16.00 34.00
Hamburg 15.98 14.00 26.88
Hanover 11.28 9.87 1818
Cologne 14.40 12.00 29.55
Leipzig 9.49 8.00 15.00
Munich 2118 18.00 4118
Nuremberg 10.89 817 21.00
Stuttgart 15.89 12.00 36.67

on the basis of the arithmetic mean, median and S oercentile, selected locations

14
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Rent dynamics

In the past five years there have in part been
substantial rent increases. Rents have increa-
sed more rapidly than the general increase in
prices (inflation). The ten-year observation
also reflects these market dynamics. Whi-
le Berlin displays the highest growth rates
in both periods, the former German capital
Bonn brings up the rear. Since 2013 office
rents in Berlin have grown in nominal terms
by 71.2%, in Bonn by 10.8%. Likewise, strong
growth rates have been observed in this pe-
riod in Stuttgart (51.6%), Nuremberg, Leipzig,
Dresden and Munich (each more than 40%).
In the ten-year period the mean rent level in
Berlin has increased by 871%, with Bonn pos-
ting a growth rate of 20.5% here.

In this context an overview of the annual
growth rates (geometric mean) for the five-
and ten-year periods is also interesting (Figu-

Yield development

A glance at the vyields also reveals a clear
trend: the prime yields have been declining
continually since 2012 (Figure 12). The top
and flop locations with regard to the attaina-
ble prime yield among the cities studied here

15

re 1. Here too Berlin stands out with an an-
nual growth rate of more than 11% since 2013.
In the same observation period Bonn again
brings up the rear with an annual increase of
21%, which is still, however, higher than the
average inflation rate of 1.2% (here for the
period since 2008, since 2013 an average of
11%). The average rent growth in the shorter
period since 2013 has been significantly more
dynamic than the ten-year mean since 2008.
This difference results from the strong price
increases in the most recent past.

All'in all the increases in rents for office space
in all the cities listed here were in part more
than able to compensate for the annual rate
of inflation. Furthermore, the rent growth in
the shorter period under consideration has
been significantly more dynamic. The current
rent level for office space is caused to a large
extent by the pronounced price dynamism of
the past five years, therefore.

have changed in the course of time. Whereas
since 2010 Munich has frequently been the
city with the lowest vield, Berlin is currently
the office location with the lowest prime yield
(2.8%). Dortmund is currently, as in a number of
earlier years, at the top end of the yield ranking
among the 15 cities studied here with a yield

Ave. inflation p.a.
2008-2018
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of 5.5%. In 2010 7.0% could still be attained for
office space in the then “vield leaders” Dresden
and Nuremberg. At that time Berlin was still
attaining more than 5.0%. In the wake of the
yvield compression this has declined across
all 15 cities by an average of two percentage
points since 2010. In contrast, the gap bet-
ween the cities with the highest and lowest
vields has widened. In 2010 this spread was
2.1 percentage points, in 2014 it was 2.0 and it

20M 2012

2013

2014

is currently 2.7 percentage points (following
on from 2.5 in 2016 and 2.7 also in 2017). The
identification of the existing and the emer-
ging differences in attainable yields are - and
in particular in the framework of portfolio all-
ocation - of fundamental significance for in-
vestors, this finding not only allows for con-
clusions to be drawn regarding the financial
theory-based yield on capital but also on the
risk profiles of the investment.

2015 2016

minimal prime yields and of the difference between maximum

Location differences

On the whole a positive trend may be iden-
tified for the 15 analysed office locations; in
past years this has been reflected in rising
rents, declining vacancy rates and decrea-
sing vields. In this respect the development
in some cities is particularly striking. Above all
Berlin and Munich stand out among the large,
established office markets. Both have display-
ed substantial decreases in vacant office
areas with simultaneous strong growth rates

for rents, which in the case of Berlin was the

16

highest of the 15 locations by far. There has
been a considerable increase in office space
in Munich despite the already high starting le-
vel, thus ensuring the Bavarian capital takes
the leading position when it comes to the
current rents. On the other hand the yields in
both cities are also the lowest by comparison,
whereby Munich, which for many years pos-
ted the lowest yield, has now been superse-
ded by Berlin.

In the case of Nuremberg and Stuttgart two
more southern German cities stand out in a
positive sense with respect to rent growth

B = Berlin

BN = Bonn

DD = Dresden
DO = Dortmund
HB = Bremen
HH = Hamburg
L = Leipzig

M = Munich

N = Nuremberg
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and the decline in vacancies. On the other
hand, highly dynamic developments can be
ascertained in Leipzig and Dresden. The two
metropolises in Saxony are thus displaying
clear catch-up trends, and with respect to
their dynamism are well ahead of classical in-
vestor targets in the office segment such as
Hamburg, Dusseldorf and Frankfurt am Main.
Although the latter two cities have been able
to significantly reduce their vacancy rates,
these are still at a relatively high level of more
than 7%. The average annual rent growth since
2013 has been the lowest among all 15 cities,

albeit against the background of comparati-
vely high starting figures. Merely Bonn came
behind these two Top 7 markets with mean
rent increases of 2.1% per annum. Fundamen-
tally, the bandwidth of rents and yields is also
becoming larger. The strongest office markets
have pulled ahead of their competitors in the
recent past. Investors continue to direct their
attention towards traditionally good perfor-
mers such as Munich und Stuttgart, yet also
have an eye on interesting alternatives such
as Leipzig, Dresden and, above all, Berlin.

4. What is driving developments on the office markets?

The positive market developments, and in
particular the corresponding changes with
regard to vacancy rates, rents and yields, are
a consequence of socioeconomic and eco-
nomic developments. Upstream markets and
value added stages generate demand, pur-
chasing power and dynamism which are later
reflected by the office real estate markets. In
economic theory and in empirical studies on
real estate markets developments are often
explained or forecasted with leading, coinci-
dent and lagging indicators. Thus, for exam-
ple, Deutsche Bundesbank provides an indi-
cator system to evaluate the situation on the
German commercial real estate market. This
system differentiates between price-related,
financial and real economic indicators. Ba-
sed on the general findings of various studies
and observation systems the following diffe-
rent (socio) economic parameters are used
to analyse and explain the office market de-
velopments at the 15 locations. In the impact
analysis it is above all employment, economic
output and economic structure parameters
which are examined.

Employment

The development of the labour market in a
region or city induces a corresponding de-
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mand for office space and other places of
work. More employees fundamentally mean
an additional need for working space, be this
in offices, factories, stores or other facilities
(discounting certain qualitative or organisa-
tional adjustments arising from home office
or desksharing, for instance). An important
indicator is thus the unemployment rate and
the corresponding development of employ-
ment figures.

Analogously to the development in Germany
as a whole, in recent years all the locations
under consideration have experienced what
has sometimes been a considerable downturn
in the number of unemployed persons. Above
all in the past three to four years employment
levels have produced positive headlines with
record highs at times. The unemployment
rates declined at many locations (Figure 13).
Leipzig, which at the beginning of the obser-
vation period still had the highest unemploy-
ment rate among the 15 cities examined more
closely, has been able to lower this rate since
2006 by twelve percentage points to 6.7%
(2018). The bottom positions are now occu-
pied by a number of cities in the Ruhr District.
Dortmund and Essen still have figures of more
than 10%. Berlin has also been able to post
a major decrease in the unemployment rate.
Compared to 2003 this is now ten percentage
points lower.
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The location with the lowest unemployment

rate throughout this period is the Bavarian ca-
pital Munich. In 2018 the rate was a mere 3.8%.
The ratio is similarly low in Stuttgart at 4.2%.
Frankfurt am Main and Nuremberg, each with
5.4%, find themselves at about the same level
as the rate of 5.2% for Germany as a whole.
The mean for the 15 cities is currently 6.9%
and thus nearly six percentage points lower
than twelve years ago. The unemployment
rate is an initial indicator of the real employ-
ment effects and the corresponding demand
for production, administration, trade and ot-
her areas. The improvements in the labour
market situation thus directly or indirectly be-
nefit the office real estate markets.

While the unemployment rate is a much
acknowledged ratio, its size is influenced by
statistical effects, however, and is scarcely
meaningful when it comes to the reasons for
unemployment (structural or frictional for in-
stance) or employment structures, for exam-
ple. The decline in the unemployment rate is
not necessarily the same as a corresponding
rise in employment levels.

The employment density is an alternative ra-
tio which states the number of jobs subject to
social insurance contributions as a proportion
of the number of people of employable age in
a city. In the corresponding analysis Frankfurt
am Main stands out very clearly. The metro-
polis on the River Main has the highest val-
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> 15 locations

yency)

ue of all the cities. In this respect the figure is
actually greater than one. There are more jobs
in the city than residents of employable age.
The background to this is the many commu-
ters who travel to work in the city every day.
Dusseldorf also recently attained a value with
which the supply of jobs and the number of
employable residents were balanced in sta-
tistical terms at least. Stuttgart, Nuremberg,
Hanover, Munich and Bonn are locations at
which there are employment opportunities
subject to social insurance contributions for
at least 80% of the residents of an employa-
ble age. The rear is brought up here by Ber-
lin with a value of 0.6. Thus for four out of
every ten residents of Berlin aged between 15
and 64 who are in principle available to the
labour market there is no job subject to soci-
al insurance contributions (without however
taking into account the reported vacant po-
sitions). This is also reflected in the relatively
high unemployment rate in a comparison with
the cities analysed here (in 2017: 9.0%; only
Dortmund, Essen and Bremen with a higher
rate). Differences also result from other peop-
le in paid work and from other persons not
available to the labour market. With regard to
the rate of change, the figure for the German
capital has increased most clearly of all the
15 cities in the comparison to 2007 with the
figure of 0.45 at that time.
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Leipzig

Office of Statistics Lower Saxony, City of Ha

Alongside the purely quantitative conside-
ration of this “supply ratio”, qualitative fea-
tures - and therefore matching effects - are
of course crucial to a concluding assessment
of the local labour market for the resident po-
pulation. That the number of local residents
and labour market figures do not necessarily
(have to) conform is clearly illustrated by the
in part considerable positive commuter flows
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er, Federal Office of Statistics;

of the 15 locations (Figure 15). As with emp-
loyment density Frankfurt am Main is also the
leader in terms of commuter flow. In 2018 the
daily number of commuters into the banking
metropolis exceeded the number commu-
ting out of the city by nearly 278,000. Five
years previously it had been some 259,000.
Frankfurt am Main is followed by Hamburg
and Munich with positive commuter flows of

*Annual figure 2007
for City of Hanover
not ascertained
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approx. 225000 and 208,000, respectively.
The largest leap in both absolute and relative
terms to 2013 is to be seen in Berlin. Here the
commuter flow increased by 31,000 or 30%.
Merely Leipzig has posted a downturn over
the period of time taken for the study; this is
to be explained firstly by people moving into
the city to live (who previously commuted
into the city), and secondly by the creation of
new jobs in neighbouring communities (new

Cologne

50,000 100,000
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commuters out of the city).

It is also interesting that the smallest location
in this analysis by far in terms of the number of
residents, Bonn, posts relatively high figures
with respect to commuter numbers. Bonn’s
commuter flow is more than double that of
Dortmund’s. Over 103,000 people commu-
ted into Bonn daily in 2018 - testimony to
the supra-regional significance of the labour
market in the former German capital, which

150,000 200,000 250,000
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is still home to a number of federal agencies
and national federations and where Deutsche
Telekom, Deutsche Post AG and Postbank still
have their headquarters. In the interpretation
and appraisal of the office market a positive
commuter flow can be regarded as an indi-
cation of the attractiveness of the respective
labour market. Other factors such as a tense
housing market can also play a role.

Economic output (GDP, GVA)

The labour market provides initial pointers
to economic activity and to the demand for
office space and other work areas. In this re-
spect the analysis is oriented to people, to a
quantity therefore. A financial, value-based
observation is of particular importance for
the development of rents (and ultimately also
purchase prices), however. This is generally
to be evaluated through the economic out-
put of a region or city. The per capita gross
domestic product serves as a parameter here.
As this parameter can only be recorded and
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stated with a time delay, it is merely possib-
le to analyse figures through to 2016. For the
purpose of comparing growth the year 2010
has been utilised as a point of reference. As a
further comparison the development of rents
for new properties in the corresponding peri-
od has been utilised.

The analysis shows that virtually all the cities
were able to increase their per capita GDP.
The increase was greatest in Munich at 22.1%.
Leipzig, Cologne, Dresden and Nuremberg
then followed as the cities with the stron-
gest economic growth. In Essen the per capi-
ta GDP virtually stagnated, with growth of a
mere 0.3%. Bonn was the only city to post a
negative development, namely of minus 2.2%.
In a comparison it is noticeable that the direc-
tion and strength of the GDP change is not
necessarily congruent with the development
of rents. Thus, for example, rents for new pro-
perties in Bonn increased by 11.2% from 2010
to 2016 - despite a downturn in per capita
GDP. In Hamburg, where economic output pi-
cked up by 13.0%, office rents only increased
to a slightly higher degree, namely by 11.8%.
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The cities of Leipzig and Dresden in Saxony
are displaying signs of the expected corre-
lation. Here the economic development cat-
ching-up processes also seem to be driving
the prices on the real estate market. Per capi-
ta GDP and office rents at both locations are
showing clear signs of an upward trend.
Several locations display a factor of two to
four for rent increases in terms of economic
growth. With a factor of 5.7 (282% rent to
4.9% GDP growth) the figure for Frankfurt
am Main is actually even higher than this. In
purely arithmetical terms there is also a very
high factor for Essen, but this is due to the
fact that the figure for GDP growth is virtually
zero. All the comparisons are based on rents
for new properties as these react relatively
quickly to changes in the economic frame-
work conditions. Their mean share of market
developments in the period under considera-
tion for the 15 locations amounted to approx.
8%. Although it is possible to detect a correla-
tion between economic dynamism and rents,
in view of the wide spread of rent develop-
ment it is to be assumed that there are also
other influencing factors.

Economic structure (tertiarisation)

While the GDP shows the economic output
of a region or city as an overall result, office
markets are dependent on specific uses and
sectors. An insight into the respective econo-
mic structures is offered by the GDP output
approach using the differentiated gross value
added (GVA). The latter differentiates sector-
related information in its statistics. Relevant
for office markets are the service sectors lis-
ted within GVA (sections G-T of the Classifica-
tion of Economic Activities, Issue 2008).

Accordingly, the service sectors currently ac-
count for at least 66% of the regional GVA
at all 15 locations. Thus a good two thirds of
GVA are accounted for by the service sectors,
whereby in 12 of the 15 cities the share is actu-
ally higher than 75%. The field is clearly hea-
ded here by Bonn, where service industries
account for 94.3% of economic activity. The
lowest share in the entire GVA is displayed by
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the service sectors in Stuttgart. This is due
above all to the dominant role in the value ad-
ded process played by local companies in the
car-making and engineering industries.

Of interest are the rates of change for gross
value added in the service sectors and the
degree of tertiarisation in a ten-year compari-
son (Figure 17). With respect to the first para-
meter Bonn has remained virtually constant
(low minus of O.1 percentage points); similar
developments are to be seen for Dusseldorf,
Hamburg and Munich. The largest downturn
is posted by Leipzig with a decrease of 2.7
percentage points, whereby this change is
only relative and is explained by the consi-
derable increase in the manufacturing indus-
try (for example BMW and Porsche). Strong
growth is also posted by Dresden and Essen
with 6.4 and 5.7 percentage points, respecti-
vely, which reflects the economic transforma-
tion processes at the two locations. In total
seven cities display an increase in the share of
the service sectors, five a minor decrease and
three (Frankfurt am Main, Nuremberg and
Bremen) no change.

The economic structural change may be mea-
sured using the degree of tertiarisation. This
shows the proportion of employees subject
to social insurance contributions in the ter-
tiary sector (service industries) to all emp-
loyees subject to social insurance contributi-
ons at the work location. Here too the rates
of change for the development of office de-
mand are decisive (Figure 17). The degree of
tertiarisation in Germany amounts to approx.
70.8%, whereby the service sector has seen
an above-average increase compared to other
sectors in recent years. The degree of tertiari-
sation in the cities observed here is generally
much higher than the figure for Germany as a
whole. The lowest proportion is displayed by
Bremen with a current figure of approx. 77%,
the highest by Bonn with nearly 92% of the
employees subject to social insurance con-
tributions in the tertiary sector. Bonn is fol-
lowed by Frankfurt am Main with 89.3% and
Dusseldorf with 87.4%. Depending upon the
qualifications and earnings of the employees
the tertiarisation is not necessarily accompa-
nied by a higher GVA. Thus Munich posted
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the strongest increase in the share of emp-
loyees in the service sector (5.4 percentage
points), but saw a percentage decline on the
part of the service industries in the GVA. This
was also seen to a lesser extent in Nuremberg,
Bremen and Dusseldorf. In Essen, Dortmund,
Dresden, Stuttgart and Hanover (region) the

Office workplaces

The illustrated developments for employment
intensity and sector structures lead to the
concrete demand for office space. The num-
ber of office employees serves as an indicator.
This number has increased in virtually all the
cities in recent years, apart from in Leipzig
and Essen (Figure 18). In Berlin the number
of office employees has increased by 20% to
more than 600,000, the biggest change in
absolute and in relative figures. Dortmund fol-
lows with an increase of 15.3% ahead of Munich
with 13.5%. Other locations have growth rates
of between 7.5% (Bonn) and 11.7% (Cologne
and Nuremberg).
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gross value added shares increased to a much
greater extent than the levels of employment
in the service sectors. This can be a sign of
greater strength on the part of service sectors
(or comparatively weak industries).

Jé

The share of office employees in the total
number of employees (subject to social insu-
rance contributions and marginally employ-
ed persons) is highest in Frankfurt am Main
at 46.5%.
Stuttgart, Cologne and Bonn, all with shares

Then follow Dusseldorf, Munich,

of over 40%. The lowest share is posted by
Bremen with 30.3%. The shares and growth
rates lead to substantial demand on the local
office markets. Corresponding areas have to
be sufficient in quantitative terms and meet
qualitative needs. Differing features such as
layout, fit-out and location presuppose a cer-
tain surplus of office space so that the regio-
nal economy continues to function.

*Figures for the
Hanover region in
each case
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. Prioritisation of office real estate markets

The German real estate market as a whole has
developed extremely positively in recent ye-
ars. Demand has been driven by the excellent
economic development and the associated
increase in employment levels. A prioritisati-
on of office real estate markets as investment
locations can be conducted on the basis of
their most important socioeconomic, structu-
ral and market-related key ratios.

Overview »Market ratios and value drivers«

The value drivers studied for the 15 observed
office locations addressed the labour market,
economic growth, the degree of tertiarisation
and the gross value added of the service sec-
tors. What could be seen were in part signifi-
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cant growth rates in the tertiary sector with
regard to employment and value added. As a
consequence there was a substantial increase
in the number of office employees and thus
the demand for office space. It may be assu-
med that there are additional office jobs in
the industrial sector; these have not explicitly
been shown here. Likewise it can be assumed
that the structural changes will be sustaina-
ble as a result of the general trend towards
a service-based economy, while the intensi-
ty of employment levels is more dependent
on market conditions. In part the develop-
ments are based on regional transformation
processes, for example at locations such as
Dortmund, Essen, Leipzig and Dresden. Other
locations such as Munich, Frankfurt am Main
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and Dusseldorf are to be regarded as already
long-established, stable office locations. Par-
ticular dynamism is displayed by Berlin.

The following table (Figure 19) once again
summarises the fundamental data on the ab-

LOCATION

solute and comparative assessment of the

cities as an investment location. The best
(green) and worst (red) three values have

been highlighted for each category.

Berlin 19.34 EUR/m?  +67.0 % 18 % -47%P. | 618240  +200% | 365%  35m
Bonn 10.68 EUR/m? +19.1 % 1.6 % -1.8 %-P. 87,077 +7.5% 40.4 % 44.4 m?
Bremen 1013 EUR/m? | +19.1 % 31% -0.3 %-P. 102,063 +9.9 % 303% @ 34.9m?
Dortmund | 1070 EUR/m?  +34.4 % 37 % 20%P. 96,926 +15.3 % 329% @ 307 m?
Dresden | 1041 EUR/m?  +34.3 % 7.2% 4.4 %P, 107,972 +11.4 % 3B7%  231m
Dusseldorf | 1422 EUR/m?  +19.1 % 7.2% 3.6 %-P 222,601 +97 % 452% | 345m?
Essen IO EUR/m?  +43.8 % 46% -0.4%P. | 102886 0.4% 338% | 301m
:f;“_kf”'t 18.43 EUR/m?  +22.0 % 7.4 % 4.6 %-P. 309768 114 % 465% @ 375m’
Hamburg | 1598 EUR/m?  +24.6 % 3.6 % 28%P. | 425990 183 % 370% 3222
Hanover | 1128 EUR/m?  +29.9 % 32% 26 %P, 152,653 185 % 325% 297 m
Cologne | 1440 EUR/m?  +29.3 % 28% 42%P. | 280,604 1.7 % 20%  27.8m
Leipzig 9.49 EUR/m?  +40.3 % 70 % 5.5 %-P. 116,288 1% 381%  285m
Munich 21.18 EUR/m? +37.8 % 22 % -5.0 %-P. 458,570 +13.5 % 44.6 % 44.2 m?
Nuremberg | 10.89 EUR/m?  +39.5 % 39% 3.6 %-P. 145,606 117 % 394% | 24.4m
Stuttgart | 1589 EUR/m2  +381% 23% 20%P. 210,807 +10.0 % 432%  37.5m

For the eight benchmark figures Berlin and

Munich each have six values marked as positi-
ve (Top 3), whereby in the comparison of the
15 locations from an investor stance Munich
appears once in the least favourable classifi-
cation with a current available area of 44.2 m?
per office employee. On the whole the two
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cities have proved themselves to be very at-
tractive office locations in the recent past, and
on the basis of the current data also display a
promising outlook for future investments

The remaining Top 7 cities likewise display solid
values and developments, whereby Hamburg
and Cologne both make it into the Top 3 clas-
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sification in one category. The banking metro-
polis Frankfurt am Main features twice among
the best three in the respective category, for
the current rents and the share of office emp-
loyees in the total number of employees. This
contrasts, however, with two unfavourable
key ratios, namely the highest vacancy rate of
all 15 locations and the third-highest available
area per office employee (tied with Stuttgart).
Qutside of the Top 7 Nuremberg is the only
office market which is not among the worst
three cities in any of the eight categories, but
is one of the Top 3 in terms of available area.
Despite two negative parameters, rent levels
and the development of the number of office
employees, Leipzig presents itself as an inte-
resting market with two Top 3 places in the
dynamism rankings, for rent development and
the reduction in vacancy rates. In the tabular
comparison Bremen performs poorly among
the analysed locations with five negative ca-
tegories, whereby it is above all the current
rents and the low proportion of office emp-
loyees in the total working population which
are comparatively unfavourable.

All'in all the majority of the 15 office locations
are on a more or less comparable level for
many parameters. The individual values of-
ten ensure compensation between positive
and negative outliers in the comparison. Me-
rely Berlin and Munich stand out somewhat
with practically consistently promising values,
whereas this position at the other end of the
ranking is occupied by Bremen in most cases.

Matrix »Office rents and vacancy rates«

So as to include two relevant parameters in
the market selection in each case and obtain
an overall view of the parameter relationships,
the 15 locations are shown below in matrix
portrayals.

Figure 20 shows the status quo and the de-
velopment of rents and vacancy rates for the
15 office locations. To be highlighted are tho-
se locations found in the lower left and up-
per right areas. Here a high vacancy rate is
found with low rents and a low vacancy rate
with high rents, respectively. From an inves-
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tor stance particularly negative and positive
markets can be identified relatively simply in
this manner. In the area covered by the diago-
nals certain partial ratings cancel one another
out. For example there are markets here with
a low vacancy rate (high occupancy rate) yet
with comparatively low rents (lower right cor-
ner).

Berlin and Munich prove to be the most at-
tractive locations in terms of rents and occu-
pancy rates. The smaller location Bonn has a
very low vacancy rate, but the rents here are
somewhat lower. The four locations Frankfurt
am Main, Dusseldorf, Dresden and Leipzig tend
to have a more negative positioning when it
comes to vacancy rates, whereby Dresden
and Leipzig also have relatively low rents.
The picture is a different one if the dyna-
mism is taken into account (Figure 20, lower
matrix). Leipzig has been able to reduce its
office vacancies to the greatest degree sin-
ce 2010 and make a significant improvement
with respect to rents (+48.8%). A similar de-
velopment has been displayed by the office
market in Dresden, albeit not as pronounced.
The capital Berlin stands out conspicuously.
The vacancy rate here was lowered by nearly
seven percentage points. In the period under
consideration rents increased by more than
82%, the strongest growth rate in a compari-
son of the 15 locations. In Essen rents rose by
35.2%, but the vacancy rate here also rose by
0.6 percentage points. All in all the dynamic
comparison shows a differentiated picture
compared to the current figures - the spread
across the matrix area is more distinct. Above
all the lower left-hand area here contains se-
veral cities in which vacancy rates and rents
are only seeing a moderate change.

Matrix »Office rents and office employees«

In Figure 21 the office rents are shown com-
pared to office employment levels. The ideal
situation, namely a large number of office
employees, and thus high demand for of-
fice space, coupled with high rents, is one to
which of all the locations Munich and Berlin
come closest. Munich has the highest rents;
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the number of employees in Berlin is approx.
160,000 persons higher as a consequence of
the market size, however. The smallest loca-
tion, Bonn, is to be found in a group of several
similar cities, with Leipzig, Dortmund, Bremen
and Dresden, for example, all displaying com-
parable ratios.

This more unfavourable constellation, at least
in graphical terms, on the left-hand side of the
matrix results from the substantially smaller
number of employees compared to the larger
office markets. This in turn results in other
market structures, which can be attractive,
however. More detailed analyses would be ne-
cessary in this respect.

In contrast the development matrix shows,
alongside Berlin and Munich, which are once
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again favourably positioned, Dortmund and
Nuremberg, which in the period considered
here, 2014 to 2018, displayed high growth rates
for rents and the number of office employees.
Following Berlin, Essen and Leipzig display-
ed the highest rent growth rates, 43.8% and
40.3%, respectively, but they are also the only
locations in which the number of office emp-
loyees has decreased compared to 2014. The
remaining locations are all at about the same
level in terms of the short-term development
of rents and office employment levels.
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Matrix »Office employees and office space«

Apart from rents and purchase prices, purely
quantitative relationships are also interesting
for the market development. These represent
which

ments and shortages which lead to the cor-

upstream factors, indicate require-
responding price developments. Initially the
available area per office employee is to be
contrasted in a matrix with the proportion of
office employees in the total working popula-
tion at a work location (Figure 22).

It can be seen that Dusseldorf and Frankfurt
am Main are the only two locations with an of-
fice employee proportion of more than 45%.
At the same time they have a relatively high
per capita available area. There would appear

Dresden
]

Figure 22: Matrix

Sources: Fe
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to be an adequate offering for the require-
ments, which have fundamentally existed for
some time, in these cities.

like-
wise have an office employee proportion of

In contrast, Cologne and Nuremberg

about 40% but much lower per capita avai-
lable areas. The figures for these two office
markets are significantly less than 30 m?. In a
consideration of the matrix Bremen catches
the eye. The available area is relatively high at
just under 35 m? per office employee. At the
same time the proportion of the total working
population is very low at just approx. 30%.
Structures of this nature result - in interplay
with other factors - in comparatively low of-
fice rents, as shown by the location Bremen.

H 1 High proportion of

Nuremberg
n

H Cologne

ted locations

office employees &
low per capita area

l High proportion of
office employees &
high per capita area
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Matrix »Office space and vacancy rates«

The ratio of available office space per office
employee to the office vacancy rate forms
the final volume-based comparison (Figure
23). Markets that are of interest to investors
in this sense would display a combination of
low space availability and a low vacancy rate.
Based on these criteria Nuremberg, Cologne
and once again Berlin are to be regarded as
attractive locations for office investments.
Berlin has a very low vacancy rate of just 1.8%
and the available area per office employee of
31.5 m? is also average at best. In Nuremberg

there is a mere 24.4 m? of office space per

4

.0%

employee with a vacancy rate of just less than
4%. While Bonn currently has the lowest vacan-
cy rate (1.6%), it offers a very large 44.4 m? of
office space per office employee. In Dresden and
Leipzig the situation is precisely the reverse:
the vacancy rates are very high at 7.0% and
7.2%, respectively, but office space is scarce at
less than 30 m? per office employee, however.
If the comparatively high vacancy rate is fac-
tored in, employees here effectively have only
very small areas available to them. The two
Top 7 locations Dusseldorf and Frankfurt am
Main both have relatively high vacancy rates as
well as comparatively high space availability.

1.0%

Vacancy rate
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1 Low vacancy rate &
low per capita area

l Low vacancy rate &
high per capita area
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6. Conclusion

The excellent lettability of office real estate
is currently an investment argument at near-
ly all locations. Office markets are currently
displaying a clear upward trend: the number
of office employees is constantly increasing,
rents are on the rise, and vacancy rates are
declining. At the same time the correspon-
ding products are often scarce and expensive.
In individual cases consideration has to be gi-
ven to alternatives, for instance the purchase
of a plot of land and a subsequent indepen-
dent project development followed by a lea-
sing phase (develop-and-hold strategy).
When choosing a market not only do the
parameters presented here play a role, but
also specific determinants such as location,
fit-out, area structure, transport connections
etc.. These would also need to be surveyed at
the micro level (individual case study). Never-
theless, the findings from this study may be
used as a fundamental guide when selecting
a location.

So as to ascertain differences between office
locations and markets, various parameters on
levels and dynamism have been compared. In
eight of the 15 locations the vacancy rates are
currently at a very low level of between 2%
and 4%. The spread of average rents outside
the Top 7 is a mere 1.79 EUR/m2 The most fa-
vourable market in this respect is Leipzig, the
most expensive Hanover. The number of of-
fice employees has generally increased consi-
derably: since 2014 the growth rate in eleven
of the 15 locations has been between 7.5% and
13.5%.

Differences which enable a prioritisation exist
for individual parameters and cities. Berlin
and Munich both appear to be very positive
in terms of both the levels they have reached
and their dynamism. To be stated in this re-
spect are the market size, the absolute num-
ber of office employees, the growth in the
employment rate, the vacancy rates and their
development, and the level of rents. Provided
this trend continues, they are a favourable in-
vestment environment.
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The other Top 7 locations have also underlined
their positions as established office locations
and primary target markets. As a banking
location Frankfurt am Main requires extensi-
ve office space and impresses with its high
rents. The proportion of office employees in
the total working population is highest here.
The high employment density is testimony to
a labour market embedded in a larger region.
Stuttgart and Hamburg score with their high
rents, with the capital of Baden-Wuerttemberg
also excelling in terms of its very low vacan-
cy rate and high prime rents. Cologne and
Dusseldorf on the Rhine post generally solid
figures. Both cities have recently been able
to significantly lower their vacancy rates and
have a high proportion of office employees.
Outside the Top 7 Nuremberg and Leipzig
stand out in a positive sense. Leipzig is con-
vincing thanks to its development in terms
of vacancy reduction and rents, for example,
which are in part a result of catching-up ef-
fects. In an overall consideration of all key rati-
os Nuremberg does not display any negative
results. Growth in rents since 2014 has been
high at some 40%, while the number of of-
fice employees has increased substantially by
11.7% in the same period. Of all the locations
analysed only Bremen stands out negatively
somewhat, but here too the office vacancy
rate is low.

Although the future economic development
is somewhat uncertain, some fundamental
trends remain. The tertiary sector will gain
in significance even further in Germany. The
classical office locations will continue to exist.
Ultimately this also applies to all the office
markets analysed here, which thus also re-
present potential
the presented key ratios show, there are very

investment locations. As

different locations in terms of market levels,
dynamism and structure, each with their own
specific characteristics. Suitable target mar-
kets can thus be identified on the basis of the
key ratios.
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