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Like all of Gorlitz Moving to Berlin

Compared to Germany’s national average, Berlin is a
young city. More than half of the roughly 3.4 million
Berliners are below 45 years of age. Over the past 50
years, the city’s total population has largely remained
the same, give or take. In 1997, Berlin reported a
negative demographic growth of one percent, the
biggest drop in population since Germany’s
reunification in 1990. Since then, though, the
demographic growth has considerably accelerated.
There are mainly two reasons to explain this. Since
2007, the
positive birth rate
in Berlin has

been positive
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The demographic forecast published by the Senate
Department for Urban Development Berlin suggests
in its basic variant that about 60,000 people on
balance will move to Berlin before 2030. To put this
in perspective: It is as if an entire city the size of
Gorlitz, Russelsheim or Offenburg relocated to Berlin.
The growth variant actually forecasts an increase just
short of 180,000 people.
No matter how high the actual increase will be,
experts agree that Berlin’s population will grow in the
years to come. That said, it must be added that the
differences in population among the city’s boroughs
varies considerably. For instance, boroughs with
demographic growth through 2030 include Treptow-
Kdpenick (+5.1

percent), Friedrichs-

Demographic growth in Berlin’s boroughs
Change in percent, 2007 through 2030
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it. The majority
of residents who
turned their back
on the capital actually moved just outside the city. By
contrast, more people have moved to Berlin from
other German states or from abroad than left it for

these more remote places, and this year after year.
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Column

Berlin is Getting back to Normal

By Dr. Rainer Zitelmann

The new Berlin Rent Table was
recently released. It reports that
rent increases for existing housing
have been minimal during the last
few vyears. Only very small

apartments and selected

downtown boroughs saw steeper
rent hikes. Then again, the Rent Table only captures
the development for existing housing, not first-time
lettings.
Asked for his opinion on the development of the
Berlin housing market, the spokesman of the tenant

cooperative Berliner

For many decades, Berlin did not actually have a
“housing market.” Both the eastern and the western
part of the city were run by socialist regimes of
different types. Socialism in East Berlin was defined
by a bureaucratically planned economy, socialism in
West Berlin resembled a jungle of government
subsidies and tax breaks on the one hand, and rent
control in urban renewal areas and protective zoning
of historic quarters on the other hand.
You need to know these contexts in order to
understand why rent rates in Berlin continue to be so
much lower in Berlin than elsewhere. To be sure,
they are not just lower (and substantially lower) than
in any other European capital, but also much lower
than in any other major German city.
West Berlin's developers clearly knew the ropes in
this system of rent subsidies, tax

benefits, and other subsidies, but

Mietergemeinschaft had this to say
in a recent interview: “Scary. No one
should be fooled by the findings of
this rent table. They represent the
calm before the storm.” His
diagnosis matches those  of
investors, even if the political
conclusions drawn by either party
differ greatly. “For years, the

demand for apartments,” the tenant

To understand why rent
rates in Berlin are so much
lower than elsewhere, you
need to know that for many

decades no “housing

of the word existed here.

when the system collapsed, so did
most developers and fund initiators.
This happened in the early 1990s.
Since then, Berlin has seen less
housing construction than any other
capital in the world. With the

number of households going up, the

market” in the normal sense

consequences were predictable.
According to the Housing Market
Report just published by GSW,

interest group spokesman added,
“has been driven up by the rise in
population. Also, a rise in the number of households
because of the steady decline household size
coincides with a contraction of the housing supply as
buildings are razed and apartments merged. By
contrast, housing construction has virtually ceased,
excepting perhaps luxury apartments for high-net-
worth households.”

Berlin’s housing market, according to the diagnosis of
Berliner Mietergemeinschaft, “shows clear signs of a
shrinking supply, and will soon cause investors to

seriously rejoice and tenants to seriously worry.”

Jones Lang LaSalle, and GfK, rent
rates climbed by 9 percent in the borough of
Charlottenburg-Wilmersdorf, and by 8.2 percent in
the borough of Mitte.

Still, life in Berlin continues to be considerably
cheaper than in most other German cities. And then
again, Berlin is gradually getting back to “normal.”
The special situation on the housing market whose
origins date back to the planned economy of post-
war times in East and West has continued to haunt
Berlin’s property market for another 20 years almost.
Today, at long last, the laws of demand and supply
are slowly but surely gaining the upper hand — even

on the housing market of the German capital.
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Market Performance

Success Stories Never Repeat

Themselves — or Do They?

By Jurgen Michael Schick, MRICS

Since 2004/2005, Berlin's real estate market has
been in the focus of various investors of different ilk.
The first to be drawn to the city were Anglo-Saxon
financial investors who were exited about the
possibility to acquire existing real estate with a gross
yield between seven and ten percent, and at square-
metre prices between 500 and 1000 Euros. These
first-wave investors were not real estate players in
the true sense of the word, but acquired real estate
as a financial vehicle they would and did resell at a
profit. The profit was generated, on the one hand, by
so-called interest rate gaps, on the other hand by the
rising price level. Interest rates on the capital market
hovered around 3.9 percent, and the real estate yield
exceeded these rates by three to five percent. As a
market phenomenon, this interest rate gap was more
pronounced in Berlin than elsewhere. The real estate
yield rate was not nearly as high in foreign
metropolises, nor was the interest rate as low. In fact,
even some of the other major German cities offered
lower real estate interest than comparable locations
abroad.. During the period that followed, real estate
prices gradually pushed upward. At no point, though,
did a price bubble form the way it did with owner-
occupied houses in the United States, in the United
Annual net rent growth

Residential and commercial buildings in Berlin
Year 2000 = 100

Source: Michael Schick Immobilien, IVD

Kingdom, in Ireland or in Spain.

The place of these financial players of the first hour
was taken by real estate investors of the second
wave who acquired real estate with a medium-term
horizon and who took an interest in the actual
buildings as such, in the sustainability of the rental
income, and in regular maintenance. They brought a
genuine real estate business background to their
transactions and a less misguided allocation
approach than their forerunners. What proved to be
the undoing of some of these investors were short-
term financing deals for their commitments. For
starting in summer of 2008, the international financial
crisis made follow-up financing and refinancing
increasingly difficult to obtain, and ultimately
available only in combination with a massive share of
equity capital. Whenever people talk about non-
performing commitments of international investors
these days, they refer mostly to troubled short-term
financing deals that lack equity capital, not to the
impossibility to operate the real estate itself at a profit.
At present, Berlin’s real estate market offers plenty of
opportunities that call the success stories of the
pioneering days to mind. Meanwhile, the credit
crunch has driven international investors with high
gearing ratios off the market. This in turn has caused
prices for residential/ commercial real estate to drop
by ten to 15 percent since summer 2008. By now, the
market has long bottomed out, with sales prices

having stabilised since spring of 2009. In some inner

Model calculation for an apartment building

Source: Michael Schick Immobilien
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city areas, demand is already outpacing supply again.

Most buyers are convinced that prices will see a
successive surge in the medium term. The winners in
the present situation are those investors who bring a
sufficient amount of equity to their acquisitions.
Financial institutes are neither hesitant nor fussy
when it comes to doing business with this type of
client. Loan-to-value ratios of 60 or 70 percent have
become quite common today. Interest expenses
exceed the levels of 2005 by no more than 20 to 30
basis points.

To give you a specific example: The capital borrowed
to buy a rental building of seven percent gross vyield
for a purchase price of 1,000,000 Euros plus ten
percent acquisition costs amounts to 770,000 Euros
when committing an equity share of 30 percent
(330,000 Euros). Assuming an initial interest rate of
4.1 percent, an initial repayment rate of 1.5 percent
and a net yield of 5.5 percent (55,000 Euros net
annual income), the balance remaining after interest
expenses is 23,430 Euros (repayment being value

added). Set in relation to the committed equity of

330,000 Euros, this translates into an equity capital
return of 7.1 percent). All operating costs, including
the expenses that cannot be recovered from tenants,
have been taken into account to determine the net
annual income.

As this brief model calculation shows, an investment
with a gross yield of seven percent and 30 percent
equity committed offers an attractive 7.1 percent
ROE. Inversely speaking, a gross yield of seven
percent equals a net-annual-rent multiple of 14.3,
which is the factor on which Berlin's residential
property prices are based in medium and good
locations in Schoneberg and Steglitz, or in fair
locations in Charlottenburg. Assuming you commit a
sufficient amount of equity and negotiate a fixed-
interest term of ten years, you can buy today without
having worry about follow-up financing. Prices are
attractive, and appreciation is more than likely, given
the prospective rise in income that even conservative
forecasts predict. In word, the time for lucrative

investments is now.

Portrait of a District

Motley Meets Middle Class

“Ich bin ein Berliner” — this line certainly counts
among the best known and most important quotes of
German post-war history. In 1963, during one of the
most climactic times of the Cold War, President John
F. Kennedy used these four words — translating into
“I am a Berliner” — to renew the American pledge to
protect West Berlin. The response by the cheering
crowd in front of Schéneberg City Hall was one of
euphoria. At the time, the building was the seat of
West Berlin’'s government and parliament. It was not
until the early 1990s, following the reunification, that
the Lord Mayor relocated to Rotes Rathaus, the
historic city hall of Berlin, and the parliament to the

building of the erstwhile Prussian parliament, both

located in the borough of Mitte, formerly East Berlin.
A Cold War memory is Liberty Bell, given to Berlin by
the United States in 1950. The bell commemorates
the time when images of Schéneberger Rathaus and
the square outside — John-F.-Kennedy Square today

— went around the world.

Schdneberg city hall
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Farmer’'s Market on Winterfeldtplatz

Things have changed considerably since. In 2001,
when it was merged with Tempelhof, Schdneberg
ceased to be a borough in its own right. The two
boroughs that fused could hardly have been more
different. Tempelhof is considered a rather middle-
class and slightly conservative residential area. By
contrast, some areas in Schoneberg are very
colourful with their many cafés, small stores, and the
hodgepodge of its ethnically varied population.
Anyone out to experience the vibrancy of urban life
might well start at Winterfeldtplatz. The square is one
of the central hot spots of the district with its street-
side cafés, used-book stores, and restaurants. Every
Wednesday and Saturday, Winterfeldtplatz hosts
Berlin's largest and finest famer’'s market. Among its
250 stands, you will find any variety of fresh produce,
meat, flowers, spices and international delicatessen.
Especially on Saturdays, people throng through the
narrow passageways, not least because the market

is mentioned in virtually very tourist guide. But

Nollendorfplatz

everything has its price: Winterfeldtplatz is probably
not the best place to hunt for bargains.

Just a stone’s throw away you will find another
square, Nollendorfplatz. The square presents itself
mainly as an enormous intersection, dominated by
motor traffic and the underground viaduct. Yet the
area around Nollendorfplatz is — and has been since
the 1920s — the hub of Berlin’s gay community,

including many bars and clubs. Just how many gays

are at home in northern Schéneberg becomes
evident during the annual gay-lesbian street fair at

the “Nolli”, the popular moniker of Nollendorfplatz.

Historic Sportpalast on Potsdamer Strassse

Potsdamer Strasse runs through major parts of
northern Schodneberg. At one time, it was Prussia’s
first cobbled road. It had its heyday during the
interwar years when it became synonymous with the
arts, literature, vaudeville and nightlife in general. Or
a while, it became Berlin’s main drag for anyone
looking for a good time. In 1911, the Sportspalast, a
now legendary indoor arena, opened on Potsdamer
Strasse. Box champion Max Schmeling had several
big fights here; later the place became the venue for
ice-skating extravaganzas and for six-day bicycle
races. The building attained notoriety when Joseph
Goebbels, Nazi minister for propaganda, exhorted a
hand-picked audience to engage in “total war” during
a wartime speech. The Sportpalast survived the
aerial bombardments of Berlin almost without a
scratch. Despite is long tradition the venue
succumbed to the wrecking ball 30 years after the
war because it had become unprofitable. The
complex raised in its stead is a housing project
dubbed “Welfare Palace” in reference to the socially
challenged tenancy. The glamour of the 1920s is little
more than a memory on Potsdamer Strasse today.
The cafés where intellectuals used to congregate
have given way to fast-food restaurants along a busy
artery. Only the offices of the “Tagesspiegel”, one of
Berlin’s dailies, are testimony to the fact that this

used to be the hangout of artists and literati.

A Touch of the Bourgeois in the Bavarian Quarter

Bayerisches Viertel in western Schéneberg is one of
Berlin’s more bourgeois quarters with its stuccoed
facades, quiet side-streets and small squares. In the
early 20" century, Schoneberg’'s city officials
conceived of the idea to draw the capital's upper
middle class to the then autonomous city of

Schoéneberg, and thus to rival similar middle-class
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areas in Charlottenburg und Wilmersdorf. In the
ensuing years, many Jewish people came to live and
work in Bayerisches Viertel. In 1910, a synagogue
was built on Miinchener Strasse. During the Nazi era,
it was used as holding pen for Jews rounded up
before their deportation. Since 1993, a monument
commemorates this gruesome episode in the

district’s history.

Townhouses and Mansions in Friedenau

In the south of Schoneberg lies the formerly posh
district of Friedenau. Even if multi-storey rental
houses have taken the place of the historic mansions
almost everywhere, the quiet side-streets left and
right of the arteries Bundesallee and Rheinstrasse,
studded with little front gardens and small boutiques,
remain a sought residential area in the upper price
bracket. The development plan and the construction
of the streets of this settlement that started clear
outside the city in 1871 was conceived by an
entrepreneur named Carstenn. He was the one who
sold the grounds to a cooperative of pensioners, civil
servants, teachers and artists who sought to escape
the hustle and bustle of the city as well as its rent
rates by making their homes in this new quarter of
townhouses and mansions. The name “Friedenau” —
incorporating the German term for “peace” — harks

back to the end of the Franco-German war of 1871.

Low Vacancy Rate in Schéneberg

Apartments in Schoneberg are grouped in the
categories fair to medium, depending on location.
Straight or trendy — every residential area has its own
clientele, keeping the vacancy rate at a low 3.4
percent (compared to 4.5 percent for Berlin as a
whole). Particularly popular are the north-western
and southern parts of Schodneberg. Residents of
these areas are prepared to spend about one third of
their household income on rent. The highest rent
rates are paid in the quarter around Viktoria-Luise-
Platz with its upper middle class apartments and the

immediate proximity to the KaDeWe department

store and western downtown around

Tauentzienstrasse and Kurfurstendamm in
Charlottenburg. Other coveted residential areas
include the neighbourhoods of Winterfeldtplatz,
Schoéneberg city hall, and Bayerisches Viertel. Rent
rates per square metre in Tempelhof-Schoéneberg for
new lettings averaged 6.05 Euros by the end of 2008,
and up to 10.25 Euros in top locations. Between the
two districts, Tempelhof rent rates tend to be lower
than in Schoéneberg. Forecasts suggest that rents will

remain stable in the coming months. Sales prices for

Farmer’'s market in the district of Schoneberg

apartments have slightly declined in recent years, not
just in Tempelhof-Schéneberg but in Berlin as a
whole.

Similarly, the socio-economic stats for Tempelhof-
Schoéneberg mirror the overall situation in Berlin. At
2,484 Euros, the spending power per household and
month slightly undercuts the Berlin average of
2,502 Euros.

ranges slightly below the city average with an FTE

Similarly, Tempelhof-Schéneberg
share of 39 percent out of its total population. Then
again, the unemployment rate of 13.1 percent is
comparatively low (Berlin overall: 15.5 percent). The
fact that low spending power coincides with a low
jobless rate is to some extent explained by the large
number of small households, with many of the
tenants being retirees. In the social index published
by the Berlin Senate, this borough places fifth out of
a total of twelve.
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Apartment Buildings of the Month

Residential and Commercial Building in Tiergarten

The property is location on a quiet residential street in Berlin-Moabit. The “Birkenstrasse”
underground station lies in close proximity, and the “Beusselstrasse” urban transit station is just
minutes away. Travelling by car, Beusselstrasse will take you to the city orbital within minutes. This
residential and commercial building consists of a front building and side building on the right, and
includes as total of 22 residential and two commercial units. The property was extensively

modernised in recent years, and is in excellent repair.

Sales price: 1,100,000 € plus 7.14% brokerage fee
Yield rate: 7.3%

Modernised Residential and Commercial Building in B erlin-Treptow

This residential and commercial building is situated in a good location in the district of Berlin-
Treptow on a street characterised by retail venues and a high footfall. The mass transit station
“Baumschulenweg” is in the immediate vicinity. By car, it is a 15 min drive via K&penicker
Landstrasse to the downtown district of Mitte. The front/corner building includes four commercial
and 25 residential units, all of which as fully let. The property was extensively refurbished a few
years ago.

Sales price: 2,565,000 € plus 7.14% brokerage fee
Yield rate: 7.4%

Front Building near Winterfeldtplatz

This property is located on scenic side-street in the historic part of Schoneberg, between
Grunewaldstrasse and Winterfeldtplatz. The underground stations “Eisenacher Strasse” and
“Kleistpark” are both close by. This property represents a five-storey front building used only for
residential purposes and being fully let. The building has a total of 14 residential units with an
aggregate floor space of about 753 square metres. It was built in 1958, and is in excellent repair.
The property also comes with ten parking spaces.

Sales price: 730,000 € plus 7.14% brokerage fee
Yield rate: 7%
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