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News Update on Berlin’s Rental Housing Market

“The Berlin News”

Investors Committed to Berlin

Vacancies on Berlin's housing market have dropped to
its lowest level since 1997. According to the BBU
Association of Housing Entrepreneurs in Berlin and
Brandenburg, the rate dropped from 10 percent to 3.5
percent between 2008 and 2009. This development is
increasingly manifesting itself in the boroughs and
districts that used to be characterised by higher
vacancies. Cases in point are Wedding, Marzahn and
Hohenschdnhausen, where the gains in occupancy were
most conspicuous. That said, the vacancy rate still
remained highest  in

Marzahn (5.8 percent) and

Lowest Vacancy Rate since 1997

July 2010

real estate in German, irrespective of the 16 percent drop
in growth.

In a survey Dr. ZitelmannPB. GmbH conducted among
48 investors and housing experts operating nationwide,
Berlin achieved a total score of 1.7 on a scale from 1
(very attractive) to 6 (very unattractive). This placed
Berlin ahead of Hamburg (1.8) and Munich (2.1). Indeed,
93 percent of the respondents consider the Berlin market

attractive or very attractive.

Over the next 24 months, 47 out of 48 poll participants
expect residential rents in Berlin to rise, though
predictions regarding the pace of this growth vary. More

than 85 percent also

expect modest to hefty

Average vacancy rate as at Dec. 31, 2009

in Hellersdorf (8.1 percent),
whereas inner city districts

such as Prenzlauer Berg

(1.6 percent), as well as
Steglitz, Mitte and Charlot-
tenburg (1.9 percent each)

Charlottenburg-Wilmersdorf 7: 1,8%
Pankow 7: 2,0%
Treptow-Kopenick 7: 2,4%
(1.5 percent), Wimersdorf Lichtenberg [~ ]24%
Mitte | 126%
Friedrichshain-Kreuzberg 7: 2,6%
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Tempelhof-Schéneberg 7: 3,1%

purchase price gains.
Nearly 88 percent believe
that the vacancy rate will
go down, though the
majority  expect  the

decrease to be slow.

actually undercut the so- Neukelin - [ ]3,2% A report by the

called fluctuation reserve of

Berlin - | 35%

Committee of Surveyors
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The vacancy trend does

Marzahn-Hellersdorf

]6,8% Berlin  documents the

reflect Berlin’s high power

investor interest. Berlin's

Source: Verband Berlin-Brandenburgischer Wohnungsunternehmen

of attraction, but then again

it is also an indication of the supply situation on the city’'s
housing market. The evolving bottleneck in residential
space has not remained without impact on the rent rate
level. Net rents on Berlin's housing market have risen by
an average of 2.6 percent between 2008 and 2009,

making Berlin the most attractive market for residential

real estate market was
characterised by a decline in turnover in 2009, except for
the submarket of apartment buildings. Investments in
apartment buildings increased so briskly in Q4 2009 that
the annual turnover soared by 27 percent. The number of
transactions perked up by 4 percent, the take-up by 12

percent.
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Column

Inflation Hedging with Real Estate?

By Dr. Rainer Zitelmann

The opinions of experts differ widely
and frequently when it comes to
medium-term predictions whether
inflation is threatening or indeed its
opposite — deflation.  Solvent
investors worry more about inflation
than others. Their rationale is that
the sovereign debts of the various countries are so
exorbitantly high as to rule out repayment altogether.
Ultimately, governments have only the choice of
dissolving their debts through inflation or of reforming
their currencies. Dissenting voices argue that the
necessity of household consolidation will put the damper
on economic growth, and that we are facing a situation

like that of deflation-ridden Japan.

As a matter of fact, though, governments have already
cranked up the money printing press. All of the central
banks — even the ECB now — are buying government
bonds. The money supply is expanding. While this will
not lead to inflation within a day

or two, prudent investors are

when the ounce cost a third of what is costs now. At a
guoted price above 1000 Euros | no longer dare buy
bullion, but take pleasure in watching my deposit gain in

value.

But are houses not just as good as gold? Will real estate
protect you from inflation? Two scientific studies,
commissioned in 2009 and 2010, have attempted to
answer the question. The first one of these was compiled
by the renowned IW German Economy Institute.
Although there is principally reason to assume that office
and retail real estate, where leases tend to include value
maintenance clauses (so-called indexations), provide
particularly sound inflation hedging, the researchers
reached a different conclusion. Commercial real estate,
they argue, offers but limited protection from inflation.
“Particularly suitable for inflation hedging are financial
commitments in residential buildings,” or so the survey
findings suggest. “Their average returns grew apace with
the inflation rate across all countries. Whenever prices

showed accelerated growth, returns grew even faster.”

A survey on the subject of

well advised to brace

Commercial real estate provides

themselves for  such a

development.

best protection against inflation

If you own government bonds

and similar “cash equivalents”

but limited inflation hedging — the

being residential real estate.

“German Real Estate Values
and Inflation Hedging” compiled
by the BulwienGesa research
institute in 2010  similarly
concluded that residential real
estate is most likely to protect

you from inflation.

you will be naturally worse off
during an inflationary cycle than
owners of tangible fixed assets. Possible options include
equities and real estate, and bullion has also been rather

popular lately.

I, too, stocked up on gold to protect myself against long-
term inflation risks and upheavals on the financial

markets. The difference being that | did so five years ago

Whenever real estate is financed through outside capital,
which tends to be the rule, another positive effect comes
into the picture: Inflation will cause debt to depreciate.
Only if hyperinflation struck — which is not to be expected
— would the government intervene and cash in on the
inflation gains of property owners be levying special

taxes, they way it did in Germany in 1924.
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Market Performance

Real Estate Has More to
Offer than Inflation Hedging

By Jirgen Michael Schick, MRICS

In recent weeks, we conducted a

poll among a large number of leads.

We asked them what motivated
them to hunt for property to buy.
We distinguished between private
investors and commercial real
estate buyers. The reason most
frequently cited by private buyers — who currently
dominate the market — for turning to real estate at this
time is their concern about inflation and the turbulences
rocking the Euro. The second-most frequently cited
motive was the sound returns compared to other asset
classes, the currently favourable interest level being the
reason ranked third. In the case of commercial buyers,
the acquiring, trading or developing of properties is often
part of the business purpose, of course. Yet even for this
group the fear of inflations represents a dominant
concern. The second-most important reason for
professionals to search for real estate is the attractive
price level in Berlin.
To be sure, real estate is the winner of the economic and
financial crisis. Safe tangible fixed assets are held in high
esteem these days. In recent weeks and months, most
media reported at length on the benefits of real estate in
uncertain times. But are the buyers now on the market
actually making a sound investment decision when
opting for property, or are we looking at panic-driven

acquisitions that ignore the risks involved?

Investment Conditions are Particularly

Favourable at the Moment

The IVD German Real Estate Federation recently
presented the Affordability Index for real estate. The
index takes the correlation between property prices,
income, and interest rates for building finance into

account. The findings reveal that the affordability on any

of Germany's markets is greater than it has been in
decades. The Affordability Index shows how much of
their income owner occupiers will have to expend to pay
for a home of their own. The higher the curve, the more
affordable is real estate. The curve clearly shows that

affordability is currently at an all-time high.

Source: IVD Bundesverband

The correlation between prices and interest rates shows
a similar development for real estate let to outside parties.
Most notably, the historically low interest level has
created a particularly attractive time frame for acquiring
real estate at great conditions. IVD Market Research has
ventured the forecast that this extraordinarily high
affordability will develop a downtrend in a matter of
months. This prediction is based on the underlying
assumptions that real estate prices will not keep climbing,
that wages will rise by no more than one percent
annually, and that interest rates will gradually push up to
the five percent mark within the next 18 months. There is
no doubt that prices will continue to rise in the
conurbations, and this will naturally impact affordability.
Like other market surveys, the IVD Affordability Index
documents that the current time slot is particularly
conducive to a real estate investment. Given the present
conditions, you would be hard pressed to find a better
time to buy. Rarely before have safety-oriented buyers
been accommodated by an environment as sound and
as attractive. If you invest in a property now, even if it is
just to ease your worries regarding inflation, you will

commit yourself on a great market.



Berlin Residential Investment Market — Issue 4 / July 2010

Residential Real Estate in Berlin

Reported the Highest Returns in 2009

Attentive market professionals will have noted that the
total return for residential real estate in Germany equalled
5.3 percent in 2009, according to the figures published by
the Investment Property Database (IPD). The real estate
assets analysed for this survey is held by institutional
investors, and has a total value of 5.5 billion Euros. Berlin
aficionados will be happy to learn that the German capital
was once again the most attractive market. The total
return in Berlin came to 9.1 percent. The net cash-flow
return equalled almost 6 percent whereas the capital
growth slightly exceeded 3 percent. While these figures

map only a fraction of the market, namely assets under

the management of institutional investors, this excerpt
shows in any case that residential real estate yield
excellent interest rates. The analysis also shows that
Berlin's real estate market is the one with the highest
return on investment in Germany.

| can think of no reason not to exploit these sound
fundamentals. The chances for interesting investment
opportunities are particularly good on Berlin's real estate
market. If this helps to hedge your investment assets
against inflations at the same time, consider it a welcome
side effect. Regardless of whether we will see inflation
soar or not, buying real estate is arguably a sensible
investment. So if you happen to be in the market for a

property, the time to buy is now.

Portrait of the District of Tempelhof

A District Takes Off

The football World Cup will end on July 11. Whatever the
outcome for the German team, this much we know: Its
roots go back to Berlin-Tempelhof. For it was in this
district of Berlin that Germany's first football club was
formed in 1888. The players of the club “B.F.C Germania
1888” trained on Tempelhofer Feld, an expanse of open
terrain used at the time as proving grounds and for
parades by the military, and for recreational purposes by
the general public. The history of Tempelhofer Feld is
inseparably connected to the history and development of
the district.

Berlin’s First Commercial Airport

In 1923, Tempelhofer Feld became the site of Berlin's
first commercial airport — a smash success. The number
of air travellers skyrocketed: While all of 150 passengers
were hauled in 1923, that figure had risen to 60,000 by
the mid-1930s. At that time, Tempelhof was turning into
one of Europe’s busiest airports. During the Third Reich,
the airport was expanded into a major hub: It was

supposed to handle 6 million passengers annually —

a vast volume for the times. To this day, the Tempelhof
Airport building impresses — like other fascist architecture
— by sheer size and scale, less than by architectonic

finesse.

Still the largest single building in Europe:
Former Tempelhof Airport
(picture credits: Gunter Wicker (Photur) / Berliner Flughé&fen)
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The airport building raised in the 1930s remains Europe’s
largest single building and a landmark commemorating
20" century aviation, architecture and civil engineering.
Aside from its structures, the airport gained international
fame during the Berlin Airlift. In the years 1948/1949,
American and British aircraft resupplied the city's
population with food, pharmaceuticals, coal and
commodities for the industry when the Soviets had
closed all land-bound access routes. In the years
following, Tempelhof remained open to military and
civilian aviation, and served as integral part of Berlin's

infrastructure, until it was closed on October 31, 2008.

Start of a New Era

As the book was closed on aviation, the sentiment in the
district of Tempelhof shifted. Berlin’s Lord Mayor, Klaus
Wowereit, himself a native of Tempelhof, is convinced
that the district has a huge potential for development. City
Hall has developed plans as diverse as they are
ambitious. On the northern edge of the airfield, on the
border to the borough of Neukdlln, high-end housing for
families is to be created; the western periphery offers
plenty of space for the Central and State Library, while
the southern edge along the motorway orbital is to be

turned into a trading estate.

Due to its proximity to downtown, the government district
and the suburbs, Tempelhof has long been an important
business location. From a rural community, it evolved into
a modern urban industrial district with more than 8,000
businesses. Typical trading estates include the areas
along Gottlieb-Dunkel-Strasse and Teilestrasse. As early
as the 1930s, factories and film studios began to line the
southern fringe of Tempelhofer Feld. Goods produced by
local companies included refrigerators, razors, iron

structures, and chocolate.

Metamorphosis into Trendy District
Aside from its industrial side, the district of Tempelhof is
predominantly associated with bourgeois civic living. The

urban setting is marked by smallish multi- and single

family homes. The handsome historic buildings on tree-
lined streets count among the most sought because most
affordable residential neighbourhoods of Berlin. A
prominent example of this is the so-called Fliegersiedlung
estate in Neu-Tempelhof. It was developed as a garden
city on Tempelhofer Feld in the 1920s, and is the largest

of several non-profit housing estates in Tempelhof.

Listed building of the Sarotti chocolate factory
between Teilestrasse and Teltow Canal

(picture credits: Lienhard Schulz)

The semi-detached houses and terraces along the
circular streets are complemented by gardens and define
the village character of the estate. The northern end of
Manfred-von-Richthofen-Strasse forms the vibrant heart
of the neighbourhood. The closure of the nearby airport
has made the area even more attractive for families. The
absence of concrete structures, the playgrounds for
children, and the quiet, cosy ambience explain why half
of all apartments to be privatised here have already been
sold in the past two years. Brokers and investors agree:
The garden city is transforming into a trendy

neighbourhood.

A signature feature of the district of Tempelhof is its

diversity of social strata and ethnic cultures. The main
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shopping street in the district, Tempelhofer Damm, is
studded with foreign stores that mingle with exclusive
boutiques and large department stores. In social terms,
Boelckestrasse marks the boundary between bourgeois
and affluent neighbourhoods. In the eastern part of the
district, you will mostly find quaint two-storey terrace
housing for which buyers are prepared to pay hefty
prices. Housing in the western part is much more
affordable. At 1,030 Euros, square-metre prices in the
Fliegersiedlung estate substantially undercut the level of
adjacent Kreuzberg. Experts doubt that prices will remain
this low for long. With the rededication of the airport

grounds, they expect square-metre prices to perk up.

View of Tempelhofer Feld and Fliegersiedlung estate

(picture credits: A.Fiedler)

Potential for Price Hikes

While the natural demographic trend in Tempelhof was
negative between 2005 and 2008, recent inbound
migration clearly outnumbered the outbound migration.
The fair and good residential locations are found mostly
in the northwest corner of the district with its historic
buildings. The southern  neighbourhoods are
characterised by both medium and simple residential
locations — areas of post-war multi-family homes

alternating with areas of single-family homes.

The housing market of the borough of Tempelhof-
Schéneberg as a whole is divided: Residents of
Schoéneberg tend to live in small apartments, have less
spending power, and pay higher rents. By contrast,
Tempelhof residents tend to have more money and to
pay less for their rent. Then again, the housing costs in
Tempelhof's poorer quarters that are interspersed with
industry are sometimes higher than in areas such as
Lichtenrade, Mariendorf, and Marienfelde that report

higher spending power.

Tempelhof

Mariendorf
A

Marien-
felde

Lichten-
rade

The sub-districts in the district of Tempelhof

(picture credits: Berlin.de)

According to the IVD Price Table, the benchmark rents in
Tempelhof-Schoneberg  slightly exceed the Berlin
average. The average rent rate for a residential standard
location is 5.80 Euros per square metre. Choicer
locations in the district will rent for 7.20 Euros per square
metre. This is clearly more than the city average of
6.98 Euros/ sqm. The IVD expects the decommissioning
of Tempelhof Airport to boost rents slightly in the northern

neighbourhoods of Tempelhof district.

In the segment of high-end condominiums, Tempelhof-
Schoéneberg showed the steepest price hike in all of
Berlin, or so the 2010 Housing Market Report compiled
by the Berlin-based housing company GSW and real
estate service provider CB Richard Ellis suggests.
Particularly popular among buyers of multi-family homes

are Tempelhof's green neighbourhoods.
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Apartment Buildings of the Month

Prestigious Stucco Complex in Excellent Location in Berlin-Steglitz

The quoted property is located in a very good location in the Steglitz district. Great connections and a
central location ensure outstanding accessibility in terms of infrastructure. The prestigious residential and
business building was raised in 1905. It has two entranceways. There are also two indoor lifts. The house
was extensively redeveloped in the 1990s, including development of the attic into apartments. Overall, the
property includes 19 apartments and six office units. Moreover, seven parking slots in an underground car

park come with the property. The house is hooked up to district heating.

Purchase price: 7,800,000 € plus 7.14% sales commission, yield rate: 5.01%

Grandly Refurbished Multi-Family Home in Sought Pre  nzlauer Berg Location

The property is located in a quiet side street in the highly popular Prenzlauer Berg district, not far from
Mauerpark. Alexanderplatz is less than ten minutes away. There are diverse shopping venues, restaurants,
cafés, and cultural facilities in the immediate vicinity. The lavishly redeveloped historic building itself is in
amazingly good condition. It was raised in 1900, and subdivides into a front building, a right-hand side
building, and a back building. The whole complex was comprehensively refurbished in 2004, including
development of the attic for residential purposes. The property includes 35 apartments, one commercial unit, and is heated

by a central gas heating system.

Purchase price: 3,650,000 € plus 7.14% sales commission, yield rate: 5.37%

Modernised Apartment Building in Kreuzberg-Neukolin Border Area

The quoted residential and business building is located on a quiet residential street in the district of Neukaolin.
The micro-location has recently experienced a remarkable appreciation through the inbound migration of an
attractive tenant clientele. All 26 apartments and one commercial unit in this residential and commercial
building in the typical Berlin style (front building and free-standing back building) are currently let. In 2008,
the windows were overhauled, the facade refurbished, and the roof reinstated and retiled. Some of the

apartments are modernised. The property is connected to district heating.

Purchase price: 1,390,000 € plus 7.14% sales commission, yield rate: 7.5%
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