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Survey Partners

The partners of this survey
series are prominent play-
ers in real estate financing,
the developer business, in
property development, in
investment consultancy and
in strategic analysis and ad-
visory regarding the logistics
and real estate field. Within
the framework of what is
now the eighth edition of the
“Logistics and Real Estate”
survey, these partners bring
you an in-depth overview of
the latest trends and contexts
in this segment. As a joint
competence centre, they are
in a position to provide a
collective angle on this topic,
a perspective that will lend
itself to forward-looking and
strategically balanced deci-
sion-making.
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Berlin Hyp

Berlin Hyp AG

Berlin Hyp, a fully-owned subsidiary of
LBBW, is a mortgage lender specialising
in large-scale real estate financing for pro-
fessional investors and housing compa-
nies. The bank also makes a comprehen-
sive spectrum of products and services
available to Germany's savings bank. The
subject of sustainability has been a core
component of its corporate strategy for
many years. On the capital market, it plays
a pioneering role in the development of
sustainable refinancing products. At the
same time, it endorses the financing of
sustainable properties in an effort to help
advance the transformation of the real
estate market, and to contribute to carbon
neutrality. Its clear-cut focus, more than
150 years of experience and its ability to
play an active role in the digital transfor-
mation of the real estate industry define
Berlin Hyp as a leading German real estate

and mortgage credit bank.

BREMER

Bremer AG

BREMER AG counts among Germa-
ny’s leading companies in the turnkey
construction of industrial and commercial
buildings. Founded in 1947 and active
across Europe today, the family-owned
business maintains branches in Stuttgart,
Leipzig, Ingolstadt, Hamburg, Bochum,
Berlin-Brandenburg, Bremen, Karlsruhe,
Hanover, as well as in Krakow and Poznan
in Poland. Its products are planned and
manufactured in plants in Paderborn, the
company'’s domicile, and in Leipzig.

As a holistic provider for the prop-
erty and construction industry, BREMER
assists its clients with everything from
property development to the production
in proprietary plants, and all the way to the
turn-key construction and service options
for the building in operation.

Deliverables includes office schemes,
home furnishing stores, refrigerated ware-
houses, logistics buildings, light industrial
buildings and hypermarkets. BREMER
takes a resource-conserving approach in
its business and development activities
by merging site, building, technology and
use early on. The company continuously
optimises value chains and supply chains
together with its clients.

In 2021, BREMER AG reported EUR
1 billion in operating revenue, produced
130,000 cbm in prefab components, and
had 1170 employees on its payroll.

BREMER AG is headed by Wolfgang
Bremer (proprietor and chairman of the
supervisory board), Michael Dufhues, Dr.
Matthias Molter and Torsten Schuff (mem-
bers of the management board).

) bulwiengesa

bulwiengesa AG

bulwiengesa is one of the major in-
dependent analytics firms for the real
estate industry in Continental Europe.
For more than 40 years, bulwiengesa
has supported its partners and clients in
real estate industry issues with location
and market analyses, providing detailed
data services, strategic consultancy and
bespoke expert opinions, among other
deliverables. The company’s proprie-
tary information system RIWIS online
provides well-informed microdata, time
series, forecasts and transaction data.
The data of bulwiengesa are used by
Deutsche Bundesbank for the ECB, the
Bank for International Settlements (BIS)
and the OECD, among other clients.
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GARBE.

Industrial Real Estate

GARBE Industrial
Real Estate GmbH

Based in Hamburg, GARBE Industrial
Real Estate GmbH (“GARBE") is one of
Germany's leading companies selling
and managing logistics, light industrial
and technology real estate. For over 30
years, the company has counted among
the most important collaboration partners
for transport and logistics service provid-
ers, the trade sector and the manufactur-
ing industry. GARBE develops, buys or
sells, lets, manages and finances high-
end commercial properties in attractive
transport nodes and industrial locations
inside and outside Germany. At present,
GARBE has around 5.3 million square
metres of lettable area and a property
development pipeline of around 2.2 mil-
lion square metres in Germany and else-
where in Europe under management that
represent property and fund assets in a
combined value of ¢. 10.3 billion euros
(as of: 30 June 2022).

savills

Savills Immobilien
Beratungs-GmbH

Savills, domiciled and listed in Lon-
don, is one of the leading real estate ser-
vice providers with activities worldwide.
Founded in 1855, the company looks back
on a long history of tremendous growth.
Rather than following fads, Savills sets
its own trends, and today has more than
600 offices and partnering offices in the
Americas, Europe, Africa, Asia Pacific and
the Middle East, and employs over 39,000
professionals.

A unigue combination of industry in-
sider know-how and an entrepreneurial
mindset and action offers our clients ac-
cess to real estate expertise of the high-
est quality. Our employees, their creativity
and their willingness to perform represent
our true capital, and they are valued both
for their innovative thinking and for their
strong negotiating skills. Savills provides
highly professional services to achieve
common objectives, its name being syn-
onymous with a premium brand and a
high-end quality range of services that
takes a bespoke approach to real estate
and invests in strategic relationships.
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A New Erain
Global Trade and in
European Logistics

The war in
Ukraine marks
not just a
moral, military
and geopolitical
watershed
moment. It has
also changed
the economic
situation in
Germany and
elsewhere in
Europe.
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When saying that the “economic sit-
uation, growth and prosperity are fraught
with uncertainties,” economists try to
be as rational as possible and propose
models for the transition from a monetary
policy that has dominated the eurozone
in recent years into a politics rooted in
the real economy. The alternative would
be high sovereign debt to ensure political
stability. In geopolitical terms, the global
economy is gradually splitting into two
blocks, one dominated by the United
States and the other by China, that are
merely supplemented by junior partners
like the EU countries or Russia (but India
and African countries, too), respectively.
The armed conflict over Ukraine will
probably not only weaken Russia as the
aggressor, but will also cause a decline in
prosperity in the rest of Europe.

The war in Ukraine marks not just a
moral, military and geopolitical watershed
moment. It also changed the economic
situation in Germany and elsewhere in
Europe — beyond the energy policy issue.
The factors emerging from the situation
will have more of an impact on European
logistics than any technology or policy
impulses. Of course, the crises overlap.

The hope that the EU economy will return
to the pre-COVID19 growth trajectory as
soon as possible is little more than a pipe-
dream. The economic recovery previously
expected has been stalled by the out-
break of the war in Ukraine, inflation, the
rise in interest rates and the shaky stabil-
ity of businesses. In the worst case, we
are heading for a stagflation, which com-
bines slow growth with fast inflation. The
forecast table of our survey identified the
following current metrics for Germany:
>

drce: GARBE Industrial Real Estate GmbH
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How Much and How Little Is
“Still OK"?

Macro-economic research likes to ap-

Benchmark figures of the
national economy and

labour market forecast . .
ply the Goldilocks metaphor, according
Selected indicators of the economic
forecast dated 8 April 2022 (year-on-year
change, in %)

to which the porridge for the bears must
neither be too hot nor too cold, and which

Source: Federal Statistical Office in this context favours moderate growth

Federal Labour Agency or moderate developments in general.

*Forecast 2022-2026 bulwiengesa AG
(calculation date: 8 April 2022) With this in mind, the question pre-
sents itself: What qualifies as political
mainstream in the EU and in Germany?

Is it the trend to “keep going” and to

2017 2018 2019 2020 2021 2022*% 2023* 2024*% 2025* 2026* — S3a o "
o e iy (. ! keep up the political pressure on the ECB
. = "‘\\'\\'\",&\\\\\\\\‘\ : pup p p
Gross domestic product, YoY 2.7 1.1 1.1 -4.6 28 1.7 3.2 1.6 1.2 1.0 Ny N g within the eurozone, or is it rather an in-
5 flation-focused finance policy like in the
Private consumer spending, YoY 1.4 1.4 1.6 5.9 0.1 3.1 4.0 1.0 0.8 0.6 i X X
United Kingdom or in Poland?
Disposable income, YoY 8.3 4.1 2.1 0.8 1.9 4.6 4.8 2.7 2.4 2.1
The implementation of the global in-
Consumer prices (CPI), YoY 15 1.8 1.4 0.5 3.1 5.7 25 2.2 2.0 1.9 terest rate policy is sure to bring a faster

tightening cycle than had been hoped
Labour market balance (annual average, in ‘000 persons) for as recently as 2021. The reversal
y . \

Gainfully employed persons,
Germany

44251 44,858 45268 44898 44920 45423 45648 45744 45753 45,684 of the inflation and interest rate trends

now defines business activities across

Rate of change, in %, YoY 1.4 1.4 0.9 0.8 0 1.1 0.5 0.2 0 -0.2 all economic sectors. A hesitant or tardy

; response by the ECB harbours the risk
Gainfully employed persons, 44131 44,719 45125 44,803 44,804 45291 45518 45618 45631 45564

domestic of imported inflation. In the short and
Rate of change, in %, YoY 1.3 1.3 0.9 0.7 0 11 0.5 0.2 0 0.1 medium term, there is reason to expect
a continued appreciation of the dollar
Self-employed persons 4,273 4,223 4,151 4,038 3,929 3,898 3,884 3,881 3,879 3,877 against the euro — implying improved
export conditions for companies in (con-
Rate of change, in %, YoY -1.6 -1.2 -1.7 2.7 2.7 0.8 0.4 0.1 0.1 0.1 .
tinental) Europe.
Employees 39,978 40,635 41,117 40,860 40,991 41,525 41,764 41,863 41,874 41,807
A potentially stagflationary environ-
Rate of change, in %, YoY 1.7 1.6 1.2 -0.6 0.3 1.3 0.6 0.2 0 0.2 ment poses an enormous challenge for
investors. On the one hand, the slow-
thereof:

ing economic growth weakens compa-

social security-covered nies in terms of revenues. On the other

; 32,165 32,870 33,407 33,323 33,802 34,362 34,685 34,820 34,862 34,838
jobs (as of 30/06)

hand, the high rate of inflation inevitably

Rate of change, in %, YoY 2.3 2.2 1.6 -0.3 1.4 1.7 0.9 0.4 0.1 -0.1 drives up the cost aspect, which, in the

) absence of market clout, will ultimately
Marginally employed

persons only

4,801 4,741 4,645 4,259 4,150 4,166 4,194 4,207 4,212 4,213 a :
have a negative impact on margin devel-

opment and profits. Beyond the revenue-

Rate of change, in %, YoY -1.3 -1.2 -2 -8.3 2.6 0.4 0.7 0.3 0.1 0
and cost-related challenges in the wake
memo item: { of stagflationary developments, other
. threats have emerged lately as a result
Registered unemployed persons 2,533 2,340 2,267 2,695 2,613 2,269 2,232 2,194 2,172 2,142 of the changed interest landscape, which
Unemployment rate (in %) 5.7 5.2 5.0 5.9 5.7 4.9 4.9 4.8 4.7 4.5 take the form of a duration matching be-

tween the investments and liabilities of

different asset classes.



Energy consumption
of the German industry in
2020

Source: AG Energiebilanzen e.V.
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Important

Determinants
of the Future
Development

Home to en-
ergy-intensive
industries,
Germany’s
economy
threatens to
lose its grip,
even within
the EU.

Chapter 01: The Bigger Picture

Technological and Structural
Forces Could Offer a Way Out
of the Crisis

Home to energy-intensive industries,
Germany's economy threatens to lose its
grip, even within the EU. Additional high-
cost investments in the national budget
are of the essence in order to restore or
expand the country's ability to defend it-
self. From today's perspective, it looks as
if the decision to defund the military after
the end of the Iron Curtain and to spend
the money elsewhere was a mistake. In
the long term, the deliberations regarding
climate/energy and the defence/military
topics may well prompt expenditures that
will necessitate tax hikes and government
spending cuts in other areas. In addition,
the debt incurred to fight the pandemic
will have to be faced and repaid.

However, there are six key factors
that inform the core of technological and
industrial funding by the EU Commission
in order to push Industry 5.0 forward and
to overcome the crisis scenario:

1) personalised interaction between hu-
mans and machines

2) bio-inspired technologies and smart
materials

3) digital twins and simulation

4) transmission, storage and analytic
technologies

5) artificial intelligence (Al)

6) technologies for energy efficiency, the
use of renewable energies, storage
and autonomy

Potential Winners and Losers
of the European “Green Deal”

A differentiated industrial angle sug-
gests that the economic conditions, es-
pecially the energy crisis, will produce
winners and losers both in Europe and
around the world. Definitely on the losing
side will be the extremely energy-inten-
sive basic chemicals industry unless it
quickly implements a transformation on a
global scale. Next in line will be the steel
and glass industries, but also the food
industry.

Conversely, the winner of the con-
flict in Ukraine and the current political
situation is quite obviously the armament
industry (Goldman Sachs has gone so far
as to speak of a “super-cycle,” meaning
high and rising profits over an extended
period of time). But fertiliser produc-
ers (with Russian suppliers out of the
game), renewable energy producers, oil
companies, oilfield equipment suppliers
and electric power companies have also
emerged as winners of the conflict. Cer-
tain countries like Saudi Arabia or Norway
also benefit from the heightened demand
for oil, while countries like Switzerland or
Greek shipowners thrive because of their
transformation role in global commodity
trading.

>



Shortage of Skilled Labour
Remains an Accelerator

Another probable consequence of the
war is the inflow of a large number of
refugees in Germany, who will need to
get access to the German labour market
as quickly as possible. The relevant EU
directives and the presumably high qual-
ification of the migrant community are
likely to prompt a substantial increase in
employment. This could relieve the short-
age of skilled labour in certain industries
at least to some extent. The (growing)
shortage of skilled labour remains particu-
larly dire in two economic sectors, one
being “health, social services, teaching
and education,” the other “construction,
architecture, surveying and building ser-
vices engineering.”

As the year progresses, the number
of social security-covered jobs is likely to
keep seeing significant growth. Self-em-
ployed professionals, by contrast, con-
tinue to suffer from pandemic-related jit-
ters. These are not expected to see more
than a negligible catch-up effect during
the summer half-year of 2022. The num-
ber of marginally employed persons is
also likely to rebound after having taken a
nosedive during the successive pandemic
waves, but it should be added that the
increased minimum wage level is likely
to trigger a decline in marginal employ-
ment in favour of social security-covered
employment. Then again, marginal em-
ployment benefits from the fact that the
mini-job wage limit was raised as well.

Is the Inflation Protection of
Logistics Real Estate Eroding?
For the time being, real estate prices
will probably keep following an upward
trend in sync with inflation, but their ef-
fectiveness as safeguard against inflation
depends strongly on the given (regional)
market and future developments. Com-
mercial real estate provides better protec-
tion against inflation than residential real
estate because its rent is easier to raise.

Logistics and Real Estate 2022

Moreover, a higher degree of protection
is provided by those asset classes and
regions that are, and will continue to be,
characterised by short supply, the logis-
tics sector being one of them in 2022.

In Germany, the logistics industry is
one of the biggest economic sectors, third
behind the auto industry and the retail
trade. This means it ranges ahead of the
electronics industry and mechanical en-
gineering, accounting for over 3 million
jobs and thus employing more than three
times as many people. Controlling the
flow of goods and information, as well
as transporting and storing the goods,
are key economic functions that generate
plenty of value added. In fact, logistics is
vital for Germany as a business location
not only because of its employment factor
and its supply function.

The incisive challenges that the Ger-
man logistics industry has been facing
in 2022 can be summarised as follows:
disruptions by the omicron variant of the
COVID virus, the Russian war of aggres-
sion against Ukraine, the shortage of la-
bour, high freight rates, and raw materials
bottlenecks. Collectively, all of these fac-
tors put companies in the industry under
strain. Persistently strong e-commerce
sales add to the pressure on shipping
services to streamline their processes in
order to be able to handle the growing
volume of parcel shipments and to ensure
swiftand reliable deliveries. At 3.75 billion
euros in revenues, the segment doubled
its prior-year quarter-end result, and once
again secured second place—by market
share—on the overall commercial real
estate investment market, behind office
real estate and ahead of retail real estate.

The market entry of new players and
the expansion of ongoing activities, as
the case may be, are accelerating the
consolidation. However, the rapid yield
compression of recent years came to a
premature end during the second quarter

of 2022 in the wake of the key lending rate
hike announced for late July. In the top
logistics regions, initial yield rates have
already gone up by 20 to 30 basis points.
Given the current funding terms, net rent
multipliers upward of 30 times the annual
rent have become virtually unsustainable.
Indeed, in a permanently changed funding
and interest environment, further price
corrections are a realistic prospect for the
short and medium term.

3.75"

revenues implies a doubling in
the e-commerce segment

\/

nd
place

on the overall commercial
real estate investment market
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The logistics sect}
is one of Germany

biggest economic
sectors, third behind
the auto industry and
the retall sector.
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2.1

The Market
for Property
Developments

b.3"

completions volume (2021)

sqm

expected completions volume (2022)

More Developments than
Ever

The evaluation of 2,900 assets from
the logistics and light industrial segment
for the period 2017 through 2022 returned
new peak levels in completions.

Following a short pandemic-related
dip in 2020, the completions volume re-
bounded and crossed the mark of 5 mil-
lion sgm for the first time with a total
of about 5.3 million sgm. If the concrete
volume in the pipeline is any indication,
the year-end total in 2022 could actually
top this level, although it should be added
that this observation represents only a
snapshot within an uncertain market
environment. Increased financing and
construction costs, the looming energy
shortage by autumn and winter, and a
possible contraction in demand (e. g.
within the manufacturing industry) in the
wake of an economic downturn could yet
have considerable influence on the com-
pletions statistics.

21
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Completions of logistics
facilities over time

H1 == Year-end

H2

* The evaluation includes all completions up to
the key date of 30/06/2022 plus units still in
the pipeline (projects under construction or in
planning, scheduled for completion before the
end of 2022 or in 2023).

in “000 sgm
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in ‘000 sgm
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VGP Group

Garbe Industrial Real Estate

Goodman Group

Deutsche Post DHL Group

EDEKA Gruppe

greenfield development

Top 20 developers of
logistics facilities, 2017-2022*

2017-2021

B 2022

*The evaluation covers all completions up to the
key date of 30/06/2022 plus floor space still in
the pipeline (projects under construction or in
planning, scheduled for completion before the
end of 2022).
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Panattoni Claims Top Spot for
the First Time

With over 1.9 million sgm of floor
space either completed or in the pipe-
line, Panattoni is currently the most ac-
tive player on the logistics development
market. The Goodman Group—for many
years the top dog of the ranking—made
fifth place this year. Runner-up was VGP
with more than 1.4 million sgm. Un-
changed in third place this year as last
year is Garbe Industrial Real Estate with
more than 1.3 million sgm in development
volume. In other words, this year's rank-
ing presented no major surprises. The
established players keep dividing the
logistics property development market
among themselves.

The years 2022 and 2023 present
a similar picture. Panattoni again takes
the lead with more than 1.8 million sgm,
whereas Garbe contributed over 1.0 mil-
lion sgm of logistics space to the total.
Trailing these floor space volumes at
some distance, Dietz AG placed third
with around 880,000 sgm of develop-
ment space in the years 2022 and 2023.
Worth noting is that Amazon failed to
place among the top ten this year.

Berlin Remains in the Lead

For the second year in a row, Ber-
lin has claimed first place in the ranking
of the 28 logistics regions. The old-new
top-performer recorded about 2 million
sgm in new construction volume during
the examined period. The Rhine-Ruhr
logistics region defended second place
from last year with 1.7 million sgm. In
quite a leap, the Hanover/Braunschweig
region advanced into third place. Deci-
sive for this feat were primarily large
area developments like Panattoni Park
Niedersachsen or VGP Park Laatzen. On
the whole, more than 1.5 million sgm of
logistics facilities will come onstream
here before the end of 2022.

The positive trend currently observed
in Germany's eastern regions is also in
evidence in the Halle/Leipzig region: Leap-

Logistics and Real Estate 2022

frogging two spots with a development
volume of nearly 1.3 million sgm, it ad-
vanced into rank six this year.

Property Developers Less of
a Driving Force in the 2021
Market

The breakdown by developer types
reveals that, by the end of 2021, property
developers ultimately fell short of their
predicted percentages of the develop-
ments total. At 15 %, property developers
from the retail logistics sector account for
a comparatively large proportion of the
total development volume. Specifically
food retail players constructed a large
number of distribution facilities in order
to meet the pandemic-related increase in
space requirements. The share of prop-
erty developers is expected to rebound
in 2022 and to account for nearly three
quarters of the total. The currently strong
demand for space has prompted property
developers to construct about half of their
developments on speculation. The num-
ber of projects identified as speculative in
nature is particularly high in the logistics
regions of the Class A cities.

retail logistics share in the total
development volume (2021)

Chapter 02: The Logistics Real Estate Market in Germany

Top 10 developers

of logistics facilities, Panattoni M
2022-2023*
Garbe Industrial Real Estate _
completed
under construction
Dietz AG I
. detailed planning
*The evaluation includes all completions up to GLP I
the key date of 30/06/2022 plus units still in
the pipeline (projects under construction or in
planning, scheduled for completion before the
end of 2022 or in 2023). VGP Group
Fiege -
Hillwood ||
Axa
Alcaro Invest B
Atmira Gruppe

Construction volume in the Berlin logistics
region

0 200 400 600

800 1,000 1,200 1,400 1,600 1,800

in thousand sgm

Construction volume in the Hanover/
Braunschweig logistics region

Construction volume in the
Rhine-Ruhr logistics region
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Completed logistics facilities by
logistics region, 2017-2022*

2017-2021

B 2022¢

*The evaluation covers all completions up to
the key date of 30/06/2022 plus units still in
the pipeline (projects under construction or in
planning, scheduled for completion before the
end of 2022).
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Shares in the annual comple-
tions volume by developer

type
Property developers

B Other owner-
occupiers

Retail logistics
CEP service providers

Logistics operators

*The evaluation includes all completions up to
the key date of 30/06/2022 plus units still in
the pipeline (projects under construction or in
planning, scheduled for completion before the
end of 2022 or in 2023).
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Investment
Market for
Logistics Property

11.6*

in industrial market investments (2021)

\/

60"

share of logistics real estate in the investments
(2021)
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Has the Cycle Peaked?

Logistics real estate remains hugely
popular on the investment market. It is
rather difficult to see at this time what sort
of consequences the upheavals of this
past spring will have for this asset class.
Their effects for the investment market
are usually subject to a certain delay
because the deals were closed months
earlier, and because these market players
cannot respond abruptly to exogenous
shocks. But there is currently no reason
to expect investment activities to decline
significantly. One thing that is safe to say
is that this asset class just became at-
tractive for new investors because yields
already began to harden again while fur-
ther price adjustments remain possible.

Catch-up Effects Drive
Record-Breaking Investment
Volume

In the year concluded, catch-up ef-
fects delivered a record-breaking volume
of investments on the light industrial mar-
ket that added up to 11.6 billion euros.

Logistics real estate made up the bulk
of the investments on the industrial mar-
ket, as itaccounted for about 60 % orc. 7
billion euros. Light industrial real estate
of the “Unternehmensimmobilien”type
registered a record volume of nearly 4.6
billion euros. The industrial market evi-
dently remains an attractive asset class
on the real estate market.

Market about to be
Reshuffled

The first half of 2022 continued the
excellent performance of last year. Invest-
ments in logistics and industrial real estate
totalled 4.6 billion euros, with logistics real
estate accounting for 2.7 billion euros
thereof. Yet the current market environ-
ment makes it almost impossible to say
what the second half-year will bring. Even
during the second quarter, the increase in
financing costs and the economic uncer-
tainties were reflected in palpable restraint
among transactions market players. Prime

rents already rose by about 20 to 30 basis
points in the leading logistics regions, ush-
ering in the end of the yield compression
cycle. For the time being, the ramifica-
tions are most keenly felt in the absolute
core segment where price-to-rent mul-
tiples had regularly exceeded 30 times
the annual rent until very recently. Given
the current terms of financing, this has
ceased to be economically viable. Much
depends now on how long it will take buy-
ers and sellers to find a common basis for
market-consistent selling prices after their
reappraisal of the current situation.

Few Changes in the Operator
Structures on the Investment
Market

This year's ranking of the investment
operators on the logistics market is also
marked by consistency. Garbe Industrial
secured the top spot for the third time in
as many years, reaching an investment
volume of nearly 2.9 billion euros for the
past five years in 2022. The company is
trailed—at some distance—by Frasers
Property with a total of 1.7 billion euros.
Also among the top three this year is LIP
Invest, a company that has steadily im-
proved over the past years.

Collectively, the 20 leading operators
invested approximately 828 billion euros
in logistics real estate over the past five
years. It is a remarkable sum, underlining
the grown significance of logistics real es-
tate as an asset product. Striking to note
is that classic operators on the market for
Unternehmensimmobilien assets, such as
Beos/Swiss Life are gradually warming to
the logistics market, too. The fact illus-
trates once more the development that
commenced some time ago: The conven-
tional distinction between logistics real es-
tate and Unternehmensimmobilien assets
is becoming more and more hazy. With
the development of multi-user logistics
properties, which house the urban logis-
tics facilities of e-commerce operators, are
gradually blurring the boundary that sets
them apart from classic business parks.
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Investments of thi "toﬁ?
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*The evaluation covers all transactions up to the
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Garbe Industrial Real Estate
Sustains its Strong Perfor-
mance in H1 2022

Garbe Industrial successfully de-
fended its lead in the investment rank-
ing during the first half of 2022, mainly
by closing several large-scale portfolio
transactions. With a sum total of over
700 million euros, the logistics property
stayed well ahead of runner-up GIC/P3,
which spent 256 million euros on logistics
real estate during the first six months.
Another established player, LIP Invest,
ranked third with a transaction volume
of 195 million euros by mid-year 2022.

Top 10 logistics
real estate investors,
2022*

B investment volumes

*The evaluation covers all transactions up to the
key date of 30/06/2022.

Logistics and Real Estate 2022

Majority of Investors Hail
from Germany

The German logistics real estate
market continues to the dominated by
domestic buyer groups which accounted
for 60 % of the revenue total in 2021.
Whether the reticence among foreign
investment companies represents a lin-
gering effect of the first pandemic shock
is anybody's guess. But for what it is
worth, the first half of 2022 registered a
modestly increased share of foreign buy-
ers at 42 %. Then again, Asian operators
have scaled back their market presence
from what it was as recently as three
years ago. Here, it remains to be seen
whether they will step up their activities
on the German logistics real estate mar-
ket in future.

GARBE Industrial Real Estate GmbH
GIC/P3

LIP Invest GmbH

Clarion/Gramercy Europe

AEW

CBRE Global Investors

PATRIZIA AG

Tritax Group

GLP Europe

Brookfield Asset Management Inc
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Investment volume
by logistics region,
2017-2022*

2017-2021

B 2022

*The evaluation covers all transactions
up to the key date of 30/06/2022.
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Bremen and North Sea ports
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Since the
outbreak of
the war in
Ukraine in
February 2022,
at the latest,
hopes for swift
economic
recovery

have been
dashed.

Investment Activity by
Logistics Region

The outlook last year had included
the promise of post-pandemic catch-up
effects, yet hopes for swift economic
recovery were dashed by the outbreak
of the war in Ukraine in February 2022, at
the latest. Last year, the logistics industry
discussion concerning the warehousing
of goods and raw materials had been
dominated by the sudden disruption of
supply chains. But this year, the debate
has shifted its focus from supply chain
disruptions to the intended restructuring
of supply chains so as to keep from being
dependent on certain (political) circum-
stances. The dilemma has prompted the
drafting of political agendas that are sup-
posed to strengthen alternative energy
sources and with them Germany's eco-
nomic autonomy, for instance, or to make
Europe less dependent on computer chip
deliveries from overseas, To stay with the
example, the Magdeburg logistics region
will seriously benefit from the latter effort
if Intel moves ahead with its plan to set
up its new chip production there. The
entire region would be boosted by the
creation of technology clusters after the
production facility has been set up. Even
now, the evidence points to an increase
in investment activity in eastern Germany
when compared to previous years.

In this latest period under review,
Berlin actually took over the lead from
the Rhine-Main/Frankfurt logistics region.
The investment volume of 2.5 billion eu-
ros reported from the Berlin region for
the past five years is primarily due to the
banner year of 2021. In the ongoing year
to date, the transaction volume in Berlin
has been rather modest. The reason is
not a decline in Berlin’s appeal but the
acute shortage of product on the market.
Rhine-Main/Frankfurt, reporting c. 2.2 bil-
lion euros in investments, has retained
its second place. Dortmund took third
place from Hamburg with nearly 2.2 bil-
lion euros. Dusseldorf positioned itself

in fourth place of the ranking. The city
benefited from big-ticket transactions in
2019 while also reporting lively invest-
ment action in the ongoing year of 2022.
Hamburg and Hanover/Braunschweig are
characterised by a steady performance
over the years as well, ranking fifth with
1.7 billion euros and sixth with 1.6 billion

euros, respectively.

Rhine-Main/Frankfurt
Remains Attractive

The logistics regions Rhine-Main/
Frankfurt and Rhine-Neckar generated
strong demand during the first half of
2022. What distinguished them is that
both are centrally located within the
country, close to many manufacturing
businesses, including those from the
pharmaceuticals industry. They attracted
investments worth 257 million euros and
210 million euros, respectively. Striking to
note is that the majority of transactions
during the first half-year focused on the
western part of Germany. By contrast, the
eastern regions with their short supply of

product saw only a few small-scale deals.
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Material Shortages
Keep Driving up
Construction Costs

The previous edition of this survey
already discussed the brisk growth in
construction prices and lingering capacity
issues. Existing material shortages have
since been further exacerbated by Rus-
sia's war of aggression in Ukraine. Add
to this the runaway energy prices—with
import prices for natural gas having tripled
within a year—in an unprecedented surge.

>
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This means that the price spiral has
gained further momentum. Between
May 2021 and May 2022, the costs for
concrete construction works have gone
up by 22 % and those for steel construc-
tion works by an actual 28 %. However,
the price analyses of certain trades are
marked by a high degree of volatility.
Market operators have lately (July 2022)
reported a modest softening of steel
prices, for instance, whereas the prices
for cement and other energy-intensive
products remain high.

“In addition to the costs of material,
labour costs and the costs for technical
building equipment have jumped up. For
example, there is currently a huge de-
mand for trades like utilities engineering
or electrical specification, which results
in corresponding price hikes. Assuming
the demand pressure is here to stay, fur-
ther increases are to be expected in the
medium term.”

(Michael Dufhues, Bremer AG)

Comparisons to the situation else-
where in Europe are possible only on the
basis of residential buildings, and even this
only to a limited degree because of differ-
ing data statuses. Notwithstanding this
caveat, the situation is the same across
Europe: In 2021, construction cost prices
surged in virtually all European countries,

Logistics and Real Estate 2022

28

cost increase for steel construction works

Hungary standing out with a particularly
brisk growth by 32 index points (Q1 2021-
Q1 2022). The consequences of the war
in Ukraine are not even factored in yet.

An analysis of the few countries for
which comparables from the second
quarter 2022 were already available at
the time the survey was compiled point
to a further upsurge. In Germany, for
instance, the index rose by 9 points
within a single quarter, and in Slovenia
by 6 points.

It is safe to assume that the rest of
Europe followed the same trend and will
continue to do so. It is rarely ever possi-
ble to offset steep price hikes by raising
selling prices (of logistics real estate, for
instance) — for the shift on the interest
rate market and the associable slowdown
on the investment markets, please see
the chapter on the market developments
elsewhere in this survey. This means that
the options open to property develop-
ers—seen as clients of the construction
industry—to compensate for the strong
price growth in economic terms are lim-
ited. The options for passing on unfore-
seen price increases in ongoing contracts
is particularly limited or unrealistic. This
was confirmed not least by a poll recently
conducted by the Main Association of the
German Construction Industry (HDB)'.

It revealed that only one in three
of the companies surveyed managed

to come to terms on price alignments
with their clients for ongoing projects.
29 % of the respondents stated they had
ceased submitting quotes for the time
being because the options for putting in
safeguards against runaway prices are
very limited for building contractors. Few
clients will agree to price escalation pro-
visions, and long-term supply contracts
are also difficult to negotiate at the mo-
ment. The one option remaining is often
to include adequate cost buffers in the
pricing, which will in turn compromise
the economic viability of such contracts.

“Principally, it is safe to say that there
is no patent recipe for handling price
hikes and for passing them on to the cli-
ent. Instead, professional operators rely
on one-off solutions between the con-
tracting parties. Here, it often pays off
to have built up client relationships over
many years of trust-based collaboration. ”
(Michael Dufhues, Bremer AG)

The high cost risks are reflected in
the latest business survey (early summer
2022) conducted by the Association of
German Chambers of Commerce and
Industry (DIHK). It suggests that 91 %
of the polled companies in the construc-
tion industry consider the price surge in
raw materials and energy as the greatest
business risks.

Chapter 03: The Persistently Fast Dynamic of Construction Costs Growth
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As far as the shortage of skilled la-
bour goes, there have been faint signs
that the situation is easing. Having stood
at 80 % last year, this figures has since
dropped to 71 %, even though the figure
still indicates a high risk level. Similarly,
the recent rise in employment figures
has prompted hopes that the supply
situation in regard to human resources
may have slightly improved. It should be
noted that the employment growth was
concentrated mainly in underground en-
gineering/road construction in particular,
whereas it came to barely 1.5 % p. a. in
building construction over the past years.

Logistics and Real Estate 2022

Source: Bremer

—

of the poll respondents consider shortage of skilled labour a business risk
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Trend in employment in the
building trade year on year,
2017-2021
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Sustainability
Remains a Defining
Subject

That the real estate industry
and specifically building con-
struction play a key role in
the effort to mitigate the cli-
mate change was already dis-
cussed in the previous edition
of this survey. Around 30 % of
Germany’s CO, emissions are
attributable to the buildings
sector. Principal contractors
are therefore urged to shift
their focus to the environ-
mental sustainability of their
buildings. Especially for insti-
tutional investors, meeting
the ESG criteria (see infor-
mation box) plays an increas-
ingly important role.

Compliance with the relevant en-
vironmental criteria is often verified
through certifications — most com-
monly according to the DGNB, BREAM
or LEED standard. Yet an analysis of
completions revealed that only about
40 % of the new-build logistics building
have been certified for sustainability;
especially owner-occupiers rarely see a
need to submit to a long-winded, often
non-transparent process that incurs sig-
nificant extra costs. In the same vein,
the meaningfulness of the certificates
is also regularly questioned. At issue is
that green labels tend to focus solely on
a building’s operation. They often disre-
gard the emissions caused by a building’s

construction or demolition.

Logistics and Real Estate 2022

Outlook for the
Construction
Sector

The challenges and crises facing the
construction sector have rapidly inten-
sified. In the wake of dynamic market
action, the past decade may have been
defined by capacity bottlenecks and
cost increases, but as a rule, the upward
growth of property prices in a favourable
funding environment tended to compen-
sate for these. However, with Russia’s
invasion of Ukraine at the latest, market
determinants have undergone a funda-
mental shift.

“At present, the fast increase in ma-
terial prices and in labour and financing
costs can no longer be balanced by the
market in every case. The challenges that
contractors and property developers face
to find bespoke and market-consistent
solutions is therefore intensifying. At the
same time, environmental sustainability
requirements for buildings are growing.
While new technical solutions for the en-
ergy supply, for instance, may initially be
much more expensive than a standard
model, exploding energy prices and un-
wanted supply dependencies now qualify
the cost argument. All the more so since
sustainable buildings merit price mark-
ups on the investment market. Unlike
in many other real estate segments, a
vibrant occupier market ensures that the
demand for space remains as lively as
it was. The significance of properties in
use and of upgrades to standing buildings
will keep increasing, even if the specific

requirements a given logistics firm has

for a building may only be met up to a
certain point.”
(Michael Dufhues, Bremer AG)

The consequences of the outlined
overall market situation for the private
construction sector remain to be seen.
For one thing, visible drops in the number
of orders on the books in April and May
2022 point to a drastic deterioration of
the economic situation of construction
companies. The onset of the coronavi-
rus pandemic in April 2020 admittedly
presented a similar picture before new
orders went back up by leaps and bounds
in May 2020. This time around, there has
been no upturn so far. Then again, the
public sector is increasingly picking up
the slack on the demand side. Many po-
litical goals—from housing construction
to infrastructure upgrades—presuppose
an active construction agenda. And since
the economic restrictions tend to be neg-
ligible factors in this case, there is reason
to assume that the building industry will
continue to operate at capacity.

“The private real estate industry will,
however, have to get used to a shift in
building activity — probably even in the
recently prospering logistics real estate
market.”

(Michael Dufhues, Bremer AG)

What Does ESG Actually Mean? - the
3-Pillar System of Sustainability

Taking a three-dimensional view is of the
essence in the sustainability context.
Insiders call this approach the 3-pillar
system of sustainability. In addition to the
environmental aspect, it considers the
social and the economic or entrepreneurial
aspects. The European Union defined the
model in its 1997 Treaty of Amsterdam,
identifying sustainability as an important
achievement in environmental protection,
economy, politics and society.
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Share of certified
logistics facilities in
the completions volume

Share in the total floor space volume

Source: bulwiengesa

Volume index, new orders in
the construction industry

== Year-on-year change
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Paderborn
|

Property details:

- Location: Paderborn

- Total useful area: 8,600 sqgm

- Scheduled completion: 2023

- Property developer: Bremer Projektentwicklung

Sustainability characteristics:

- BEG EG 40 standard and DGNB Platinum certification
- DGNB climate positive after first year of operation

- Heating and temperature control via heat pumps

- Madaster online registry for materials and products

Chapter 03: The Persistently Fast Dynamic of Construction Costs Growth

Bitterfeld
]

Property details:

- Location: Bitterfeld

- Total useful area: 110,000 sgm

- Completion: 2023 or thereafter

- Property developer: Garbe Industrial Real Estate

Sustainability characteristics:

- BEG EG 40 standard and DGNB certification

- DGNB “climate positive"” certificate after first year of
operation

- PV system with 5 Megawatts peak rated power

- Heating and temperature control via heat pumps
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Source: Bremer
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Property details:

- Location: Dorsten

- Total useful area: 76,200 sgm
- Year of completion: 2024

- Property developer: Bremer

Sustainability characteristics:

- Revitalisation of an old colliery site

- Extensive implementation of the cradle-to-cradle concept
- WELL Platinum and LEED Platinum certification

- BEG40 standard

- Intense green roof for breaks and leisure

- extensive green roof and PV system

- Use of geothermal heating and rainwater harvesting
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Inflation Trend Set-
ting the Pace for In-
terest Rate Reversal

The outbreak of Russia’s war of ag-
gression in Ukraine made the depend-
ence, particularly of Germany, on Russian
oil and gas deliveries painfully apparent.
Its downstream effects include soar-
ing energy prices, with no end in sight.
Another thing the situation revealed is
the vulnerability of supply chains. The
dilemma is exacerbated by the pandem-
ic-related restrictions that China keeps in
place, which further tighten the bottle-
necks on the world's goods, labour and
commodity markets. As a result, the price
spiral keeps turning in virtual all areas. The
inflation rate has been climbing steadily
in recent months, reaching 8.9 % by July
2022 and thus exceeding the 2-percent
target set by the ECB by far.
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At odds with the narrative of a tem-
porary inflation spike, the significant
price hikes follow an insistent trend,
forcing central banks around the globe
to attempt a tight-rope act. The resultant
rise in interest rates is likely to have a
dampening effect on the economy, which
was deteriorating anyway in the wake of
the war in Ukraine. In July, the European
Central Bank moved ahead with its first
increase in bank deposit rates in a long
time. The prospect of further interest
rate hikes are quite realistic. As is often
mentioned, the trend in the US lending
rates points the way in this context. Well
before July 2022, the Fed raised its key
lending rate in successive steps to a level
of 2.25-2.5 %. There is every reason to
assume that further interest rate moves
will follow.

Logistics and Real Estate 2022

Refinancing Rate Back in the
Positive Range at Long Last

Even before the step was announced,
the anticipation of the key lending rate in-
crease by the ECB had a marked effect on
capital market rates. The Euribor (Euro In-
terbank Offered Rate) interest rate, which
represents the reference interest rate for
the funding of property developments,
has been clearly on the rise for several
months.

The increase in the market interest
rate and reference interest rates, such
as Euribor, influence the interest rate con-
ditions that are quoted in the context of
financing a property development or of
acquiring an existing property.

basis points: the first increase of the deposit rate for banks by the European
Central Bank in a long time

Chapter 04: The Market for Property Developments

Annual rates of change of the
consumer price index in the
eurozone

== Annual rate of change

Source: Eurostat
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Willingness to
Finance Remaining
Strong

Despite all un-
certainties, the
willingness to
finance among
banks remains
high, especially
when involving
trusted clients.

Logistics and Real Estate 2022

It is reasonable to say that the in-
creased sense of uncertainty is itself an
essential driver of the current interest rate
setting. At the same time, some investors
are looking for investment opportunities
with higher returns than those the (logis-
tics) real estate market has to offer at
present. Borrowing on current funding
terms has ceased to be economically
viable if the prices quoted remain at the
peak level they showed at the start of
this year.

“The elevated refinancing costs in the
wake of the changed interest rate environ-
ment has lately prompted many investors
to hold still and to revise their calculations.
In the comparatively low number of cases
where selling prices were quoted lately,
investors revised them downward. The
changed situation is reflected in the yield
rates of logistics assets.”

(Maria Teresa Dreo-Tempsch, Berlin

Hyp)

However, another consequence
of the growing uncertainty and the in-
creased risk awareness is that banks in-
sist on higher margins now, despite the
persistent intensity of competition. While
investors can be expected to be more
reticentin future and investment volumes
to decline as a result, banks are regaining
their significance among their clients.

In spite of all uncertainties, the will-
ingness to finance remains strong among
banks, especially when clients are in-
volved with whom they maintain good
trust-based relationships and who have
a sound track record.

“We changed nothing about the
parameter data in financing, nor do we
intend to do so. Berlin Hyp generally pur-
sues a rather conservative business strat-
egy. We keep an eye on the way markets
are evolving, and examine each borrowing
request and each property to be financed.
The analysis includes, in addition to the
classic criteria such as location, lettability
or alternative use potential, a check of
the capital servicing capacity, most no-
tably because of the increased level of
interest rates. ”

(Maria Teresa Dreo-Tempsch, Berlin

Hyp)

Components of the
client interest rate

Variable basic interest / market interest
rate:

Serves as benchmark indicating at which
terms banks are able to refinance on the
capital market.

Liquidity costs:

These depend on a given bank’s refinanc-
ing costs and reflect the bank's risk on the
capital market.

Bank’s cost of funds:

Is defined by the market interest rate

and the liquidity costs. It represents the
interest the bank pay to other banks when
borrowing.

Margin:

Reflects the bank’s risk and management
fee. The ratings of client and property have
a definitive influence on the margin level.

Source: GARBE Industrial Real Estate GmbH




Dimming Senti-
ment on the
Financing Market

Trend of the sentiment
indicator over time

Very accommodative lending
Progressive lending

High willingness to finance
Balanced market

Limited willingness to finance
Restrictive lending

Credit crunch

Source: BF. Quartalsbarometer

Logistics and Real Estate 2022

The adjustments to the terms
of financing concern all stake-
holders on the financing mar-
ket. The expectations of mar-
ket players concerning future
trends influence even present
interest rates, which is why
the sentiment among market
players is an important early
indicator for the condition of
the financing market.

One consequence of the increasingly
restrictive conditions is that sentiment
among German real estate lenders took
a nosedive during the second quarter of
2022, according to the BF. Quartalsbarom-
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eter index. The majority of experts polled
for the index are directly responsible for
granting loans to real estate companies.
The latest dip of the index represents its
steepest decline since the time directly
after the outbreak of the coronavirus cri-
sis. Virtually all relevant parameters polled
within the framework of the sentiment
indicator showed reversals. Decisive for
the deterioration are the latest rise in in-
terest rates and the high inflation rate.
Moreover, the slump of the sentiment
indicator is also reflected in the assess-
ments of current terms of financing. A
large percentage of market players rate
the financing conditions as increasingly

restrictive.
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Virtually all relevant
parameters polled within
the framework of the
sentiment indicator
showed reversals.
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LTC (avg.) and margins (avg.)
for commercial property
development financing

Avg. LTC

== Avg. margin

Source: BF.Quartalsbarometer

LTV (avg.) and margins (avg.)
for commercial property
development financing

Avg. LTV

== Avg. margin

Source: BF.Quartalsbarometer
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70.3"

leverage ratio (LTC) in Q2 2022

6/7.5°

leverage ratio (LTV) in Q2 2022

Lower Leverage Rates En-
hance the Appeal of Alterna-
tive Capital Providers.

It has become clear in the wake of
the financing shift that margins in the fi-
nancing business have adjusted as well.
Average margins both for standing proper-
ties and for property developments have
slowly gone back up lately. Growing risk
awareness coincides with declining loan-
to-cost ratios, which in turn has led to an
increased demand for alternative funding
options, such as mezzanine capital. Since
borrowers prefer long financing terms,
especially in the core segment, inflation
expectations and increased refinancing
costs on the bank side have a significant

impact on margins.

The increase in LTC ratios approx-
imated 38 basis points and 25 basis
points in portfolio financing. As a result,
margins climbed to their highest level in
eight years during the second quarter. Al-
though this development would, in and of
itself, be a good thing from a financier's
perspective, it cannot make up for the
muted sentiment, as a sense of uncer-
tainty prevails among market players.

The loan-to-cost ratios and the loan-
to-value ration, having bottomed out in
recent months, are gradually going back
up. During the second quarter of 2022,
the leverage ratios equalled 70.3 % (LTC)
and 67.5 % (LTV).
>
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Funding Capital Remains
Available in Adequate
Amounts

While the financing market for logis-
tics real estate is subject to shifted pa-
rameters, banks have not changed their
business models. Yet the prospect of re-
structuring and reappraisal needs on the

financing market are by all means realistic.

“Assets who fail to meet current re-
quirements either due to their size, their
design, their location or their infrastruc-
ture access will be facing difficulties.
Moreover, lease terms and covenant
strength play a bigger role. We can also
say with a very high degree of certainty
that non-sustainable assets will have a
much harder time in future.”

(Maria Teresa Dreo-Tempsch, Berlin

Hyp)

Economic jitters, a high inflation rate
and a changed funding environment
represent not the only challenges the
industry has to confront. Another factor
necessitating new solutions from the fi-
nancial sector is climate change. With the
EU Taxonomy for sustainable finance, the
ESG philosophy has gained in prominence
in the financial sector. Banks are respond-
ing to the new situation. Conducting a
risk assessment to measure compliance
with sustainability criteria is increasingly
becoming a standard procedure in lend-
ing. The procurement of capital for assets
that manifest shortcomings in this regard
may be hampered by higher obstacles.

Logistics and Real Estate 2022

“Properties that no longer meet the
steadily rising sustainability requirements
will cease be marketable, regardless of
their asset class. As far as CO, emissions
go, the situation is already foreseeable
with a high degree of certainty. This will
necessitate close analyses of the assets
concerned and the triggering of upgrade
measures, if needed.”

(Maria Teresa Dreo-Tempsch, Berlin

Hyp)

Below, survey partner Berlin Hyp will
present innovations and strategies that
could permit the introduction of more
sustainable funding options on the mar-
ket and pave the industry's way toward

a more sustainable real estate inventory.

Economic jitters, a high inflation
rate and a changed funding
environment represent not the
only challenges the industry has
to confront.
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Sustainability
Strategy of
Mortgage Lender
Berlin Hyp

Celsius global warming limit

\/
%

reduction of the CO, emissions by 2030,
compared to 1990 (EU commitment)
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Environmental Targets of Ber-
lin Hyp

Against the background of the need
to limit global warming to 1.5 degrees
Celsius if possible and to meet the EU
commitment to reduce CO, emissions
by 55 % by 2030 compared to 1990, the
Federal Republic of Germany has passed
a climate protection law that mandates
climate neutrality for the country by 2045.
This has implications for every part of
German society. Naturally, Berlin Hyp
is aware of its own responsibility in this
context. It will not only reduce its own
ecological footprint but also contribute
actively to the transformation into an en-
vironmentally, economically and socially

sustainable economy.

In line with its sustainability strategy,
Berlin Hyp has therefore defined environ-
mental objectives that are based on four

key dimensions:

- Sustainability in the business operation
- Transparency and ESG capabilities

- ESG risk management

- A sustainable business portfolio

Especially the last of these objec-
tives, the sustainable business portfolio,
focuses on the financing of, and trans-
formation into, more energy-efficient,
sustainable buildings. In order to achieve
this, the scope of financing EU-Taxono-
my-compliant properties is to be stepped
up significantly, while the portfolio should
be verifiably carbon-neutral by 2050 at
the latest. But this presupposes that
full transparency is established for any
portfolio of in-use properties that is to be
financed. It is the only way for the bank
to verify the reduction of the CO, load
of a given collateral portfolio, to control
new lendings and to achieve successive
energy efficiency upgrades of the port-
folio with the help of specific financing
tools. This means that the sustainability
strategy of Berlin Hyp covers everything

from active business to refinancing be-

cause green loans also serve as the basis

for green bonds.

The property-related plans and meas-
ures will, in addition, be complemented
by a number of ESG aspects that also
include the clients as part of the sustain-
ability chain.

Sustainable Finance Frame-
work and EU Taxonomy

With its Sustainable Finance Frame-
work (SFF), Berlin Hyp created an over-
arching framework and assessment sys-
tem. The qualification criteria are used
to categorise assets to be financed.
Together with the extensive criteria ac-
cording to the EU Taxonomy Regulation,
it can then be matched with a suitable

green loan product.

The SFF is structured to ensure that
our sustainability activities keep expand-
ing continuously. For this reason, all of the
SFF aspects and criteria are subjected to
an annual or event-related review. As a
result, they have direct influence on the
strategic orientation of the bank.

In regard to logistics real estate, for
instance, the SFF defines that the total
energy need or consumption must not
exceed the level of 65 kWh/sgm, and that
thresholds of 30 kWh/sgm for heating and
35 kWh/sgm for electricity apply in this
context. These values, rather than being
chosen arbitrarily, are based on the re-
quirements specified in the EnEV 2016
German Energy Saving Ordinance and in
the Building Energy Act (GEG 2020).

In addition to pure energy ratings,
properties must qualify for energy effi-
ciency class “A" or have sustainability
certificates at least of the “Gold" level or,
in the case of the French HQE label, the
“High" level, plus show supplementary
or alternative aspects in order to meet
the SFF criteria.

The EU Taxonomy comprises the fulfil-
ment of three measurement categories:
the significant contribution to an environ-
mental objective, the avoidance of sig-
nificant adverse effects in relation to the
other environmental objectives and the
compliance with the minimum protection

requirements.

The main contribution to the cli-
mate change mitigation target focuses
essentially on the primary energy need.
Depending on the “economic activity"—
with distinctions to be made between
new-build construction/development,
refurbishment and the acquisition or
ownership of new buildings and period
buildings—the primary energy demand is
assessed in relation to a lowest-energy
building or to the energy efficiency class
or to the classification as being among the
top 15 % of Germany's greenest build-
ings. Refurbishments require an absolute
improvement of the primary energy de-
mand by at least 30 %. Further eligibility
criteria are gathered in our Sustainability

Finance Framework.

These aspects take account of the
first of six environmental objectives de-
fined in the Taxonomy. According to the
DNSH (Do no significant harm) principle,
a substantial contribution to an environ-
mental objective must not have signifi-
cant adverse effects on other objectives.
In addition, minimum protection require-
ments, which include the minimum stand-
ards in regard to labour and human rights,
should be observed. Compliance must be
verified and documented.

In regard to real estate, plausible
energy parameters play a decisive role
here. Energy performance certificates
are therefore included among the docu-
ments now mandatory for the loan pro-
cess. Evaluating these essential bases
of information is an integral part of the
standard activities within the valuation
process and the risk analysis.

Chapter 04: The Market for Property Developments

EU Taxonomy Regulation
Environmental objective
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Green Products of
Berlin Hyp

Depending on the result of the energy
analysis, which is undertaken in the con-
text of new lendings and with respect to
the transparency ratio, Berlin Hyp offers
various green credit products. All eligibil-
ity criteria for these are gathered in our
Sustainability Finance Framework:

Energy efficiency loans ...

... comprise the funding of energy-ef-
ficient properties whose total energy
consumption/demand remains within the
limit defined in the Sustainable Finance
Framework.

Taxonomy loans ...

. reflect the concentration on the
first EU Taxonomy environmental ob-
jective, which is “climate change miti-
gation.” To be eligible, properties must
comply with the aforesaid parameters,
which include the DNSH criteria and the
social minimum standards.

Transformation loans ...

...are intended to enhance the sus-
tainability of in-use buildings. The meas-
ures to be financed must reduce the
energy demand of a given building by at
least 30 %.

Green bond program

Assets that meet the requirements of
the SFF are eligible for green bonds within
the refinancing context. These include
products like green covered bonds and
green unsecured bonds, among others.

ESG on the Property Level,
Using the Example of Logis-
tics Real Estate

ESG Analysis Tool

Due to their sheer size, logistics prop-
erties face enormous challenges in terms
of environmental risks — not least because
the trend of recent years points to further
increases in size combined with a grow-

ing relevance of multi-tenant properties.
Not just among property developers but
also among financial institutions, the Paris
Climate Accord, the shrinking supply of
available land and the ongoing energy
crisis shift the focus increasingly to the
need to downscale the keen demand for
land and energy that characterises real
estate of this type.

As of 30 June 2021, financial insti-
tutions under the direct supervision of
the European Central Bank are obliged
to gradually implement the “Guidelines
for Lending and Supervision” issued by
the European Banking Authority (EBA).
For instance, financial institutions are
under the obligation to examine and as-
sess the environmental risks posed by
any properties or portfolios to be financed.
Accordingly, Berlin Hyp examines and
assesses properties in terms of energy
efficiency, the susceptibility to climate
change, contaminants and building pol-
lutants and the demographic risk. For
banks like Berlin Hyp that only fund real
estate and property holding companies
while steering clear of the corporate client
business, the ESG risk indicators on the
property level therefore play a particularly
important role.

Property Level of the ESG Scoring is
Given a Two-Thirds Weighting

Since the property and the rental in-
come it generates serve as collateral for
the financing bank, it makes perfect sense
for Berlin Hyp to give the ESG risk indi-
cators a stronger weighting on the prop-
erty level than the client/owner/borrower
aspects. In the final ESG score—which
takes the EBA guideline into account,
among other things—the sustainability
review of the property to be financed
counts for two thirds while the review
of the client’s sustainability makes up the
remaining one third.

Decisive for the ESG risk rating, in ad-
dition to the property’s energy efficiency
assessment and the possible presence of

building pollutants, is the property loca-
tion. The demographic risk relates to the
macro level and takes account of the fact
that urban and rural districts may sustain
significant population losses or gains in
future depending on their demographic
and economic structures. Examination of
the micro level—meaning down to a given
address—must include the contamination
risk of the respective plot of land as well
as its susceptibility to climate change.

Due to their
sheer size,
logistics prop-
erties face
enormous chal-
lenges in terms
of environmen-
tal risks (...).
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Energy perfor-
mance certifi-
cates are part
of the manda-
tory documents
while their
evaluation is
one of the
standard activi-
ties within

the real estate
financing
process.
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Climate Risk Data when
Comparing Locations

Climate risk data are used to analyse
natural hazards on location, and refer
specifically to the address of the prop-
erty to be financed. In the process, natu-
ral hazards such as river flooding, storm
surges, storms, hail storms or heavy rains
are directly linked to the geographic coor-
dinates and the geographic conditions on
location. Depending on a site's elevation
above sea level, for instance, or its dis-
tance from the coast, extreme weather
events may have a more or less dramatic
effect on the property and its location.
Since maritime logistics handles a ma-
jor part of global trade, the numerous
logistics assets dotting the seaboard
are exposed to specific hazards caused
by storm surges. Other natural hazards,
such as severe hailstorms, by contrast,
tend to occur near alpine or low-elevation
mountain ranges — such as the Stuttgart
and Munich metro regions.

Comparing the Climate Risk Data of
Two Locations

A model comparison of a site in Ger-
many with one in Poland uses the seven
major natural hazards to illustrate the
regional differences in hazard situations.

The sites chosen represent, on the
one hand, a location near the Speicher-
stadt locality in downtown Hamburg and,
on the other hand, a site in the greater
Gdansk/Gdynia area.

Energy Analysis Tool

Energy performance certificates are
included among the mandatory docu-
ments while their evaluation is one of the
standard activities within the real estate
financing process. The analysis is a highly
complex procedure, given the large num-
ber of different, non-standardised energy
certificates across Europe and the use of
different frameworks and laws to verify
the energy data, which are moreover sub-

ject to continuous revisions.

To facilitate the process, Berlin Hyp
developed its own energy analysis tool
(EnA-Tool) that permits the summarising
aggregation and evaluation of various en-
ergy performance certificates that may
have been issued for a given property.
The tool has become an integral part of
the standardised scope of activities within
the framework of the initial valuation or

during value reviews.

In addition to the aggregation, the en-
ergy analysis tool also checks the eligibil-
ity of a given property for certain green
financing products of Berlin Hyp.

In the example shown, an energy
efficiency traffic light indicated whether
the respective property will enhance or
compromise the energy footprint of the
bank's collateral portfolio. Next, the prop-
erty is checked for its eligibility for various
financing products. In the case at hand,
the model logistics property would be
eligible for energy efficiency loans and
for Taxonomy loans. The DNSH review
also returned a favourable result. Nothing
would stand in the way of refinancing it
via a green bond, for instance.

Comparing the
Climate Risk Data of Two Lo-
cations

® Downtown Hamburg / near Speicherstadt
O Greater Gdansk/Gdynia area

no hazards

very high hazards

Source: representation by Berlin Hyp based on
on K AR.L®

EnA Tool
(energy analysis tool)

<= 65
< 85
< 99
< 110
>= 110
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Tornado 3
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Heavy rain 3
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Energy performance certificates are on record

The analysis is based on 1 energy consumption certificate.

Total number: 1

Energy performance

certificate Type

Energy
consumption certificate

valid as of (earliest date)

08/11/2019

valid until (earliest date) 07/11/2029
Primary use Logistics
Acquisition/
Economic activity acc. to Taxonomy ownership
period buildings
Energy source Gas
Year built 2019
EPC-relevant area (in sgm) 15,000
End energy Heat (kWh/sgm/year) 30
Heat request rate (kWh/sgm/year) 30
Electricity (kWh/sgm/year) 25
Electricity request rate (kWh/sgm/year) 35
Primary energy at present (kWh/sgm/year) at least 65
after refurbishment (kWh/sgm/year)
before refurbishment (kWh/sgm/year) 50 %
Request rate (kWh/sqm/year) 70
co. Floor area per- 25

2

centage

Energy efficiency class

Sustainability certificate

not available

valid as of

valid until

Benchmark

not relevant
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Europe’s Markets in
Profile

The section below profiles the
characteristics and orienta-
tions of European logistics
markets on the national level.
The synopsis will take stock
of the specific logistics struc-
tures and comparative
strengths of each country,
and outline the potential that
the current trends of the
global economy open up for
these markets.

Europe is well known for its many
densely clustered nation states. Close
connections and interdependencies are
occasionally paired with tensions and hid-
den economic imbalances. Although this
does notimpede the flow of cross-border
investments in logistics real estate, it ne-
cessitates specific market know-how for
each country.

The pandemic and the currently sput-
tering global economy affect all countries,
if to a different degree. The situation has
also highlighted the crisis resilience of the
logistics business, and of the associated
real estate asset class, on the entire Eu-

ropean continent.

Logistics and Real Estate 2022

“The economic output took a nose-
dive during the pandemic, but the supply
chain issues simultaneously generated
strong demand for logistics real estate. So
far, the trend has not waned, but intensi-
fied, if anything. A recession might slightly
dampen the development and slow the
completion of new facilities. However,
the demand pressure will not go away,
but will build up and will have to be dealt
with at a later time.”

(Tobias Kassner, GARBE Industrial Real
Estate)

The country profiles detailed below
provide an overview of the most impor-
tant economic metrics, and will be fol-
lowed by a comparison of the national
trade in goods with respect to the modal
split, the freight volume transported, the
key export goods, and the most important
trading partners of each country. An out-
look on the development perspective of
the various markets will also be provided.
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National logistics hot spots

Rents
Prime rent (H1 2022; euros/sgqm)
Avg. growth in %
(CAGR H1 2018-H1 2022)
Yields
Prime yields in % (NAR, H1 2022)

Avg. compression in %
(CAGR H1 2018-H1 2022)

Germany
I

Germany has one of the larg-
est national economies in
the world. Even within the
European Union, it outper-
forms the two other heav-
yweights, France and Italy,
not least because it has the
largest population among
the EU member states. While
the latter fact implies that
Germany has a relatively
large domestic market, what
matters most for the German
economy are exports, with

China one of the main trade
destinations.

In the wake of recent crises and
jitters, the close interconnectedness,
which comes with certain downstream
dependencies, is under growing scrutiny.
The second major uncertainty factor is
currently the energy supply, both in regard
to the security of supply and with respect
to the price trend.

Having overcome the coronavirus
pandemic without major upheavals, not
least due to government aid measures,
the latest prospects are far bleaker than
they have been for many years. Because
of the country’s polycentral structure,
Germany is home to several significant
logistics regions. Demand for logistics
facilities is strongest in the major con-
urbations, but cannot be fully met there
because of visible supply side shortages.
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Exports/imports

. Exports

Imports

Source: Eurostat

Macroeconomy
GDP / gross value added /
consumer spending
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National logistics hot spots

Rents
Prime rent (H1 2022; euros/sgqm)
Avg. growth in %
(CAGR H1 2018-H1 2022)
Yields
Prime yields in % (NAR, H1 2022)

Avg. compression in %
(CAGR H1 2018-H1 2022)
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Spain
]

Spain’s economy depends
to a relatively high degree
on the tourist business. The
country was therefore hard
hit by the pandemic-related
restrictions, and the fact was
reflected in a plummeting
economic output in 2020.
But its economy rebounded
in 2021, registering positive
growth again.

The level of sovereign debt is relatively
high, which tends to limit public-sector

investments. Unsurprisingly, the country
is one of the largest recipients of bene-
fits from the European programme for
mitigating the economic repercussions
of the coronavirus pandemic. Due to its
geographic and climatic conditions, Spain
has a high potential for the production
of renewable energies and for setting
up of a hydrogen industry. Against the
background of climate change and the
current uncertainties concerning the
supply of non-renewable energies, this
potential in the energy production sector
is enormous.

Moreover, the Spanish territory plays
a key role in supplying Europe with lique-
fied natural gas (LNG). Several European
LNG terminals are located in Spain, the
largest of them in Barcelona. The pipe-
lines for hauling it to other European
countries are running at capacity, so that
the construction of additional pipelines is
being discussed.
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National logistics hot spots

Rents
Prime rent (H1 2022; euros/sgm)
Avg. growth in %
(CAGR H1 2018-H1 2022)
Yields
Prime yields in % (NAR, H1 2022)

Avg. compression in %
(CAGR H1 2018-H1 2022)

United
Kingdom

The United Kingdom is an-
other one of Europe’s major
national economies. British
exports to Continental Eu-
rope have declined since the
UK withdrew from the Euro-
pean Union and left the sin-
gle market.

In addition, the British economy was
hard hit by the pandemic. Although the
resurgent economic growth in 2021 ex-

8.60 4.1

—~7

19.00 3.8
-1.3

Oy

ceeded the average growth of the EU as a

whole and Germany in particular, it failed
to regain its pre-crisis level. The adverse
factors of 2022—persistently disrupted
supply chains, rising energy and com-
modity prices—make it unlikely that the
situation will improve any time soon. But
in the short and medium term, we are
likely to see a further liberalisation of the
economic conditions in the wake of Brexit
policy measures. In the greater London
area, including the area around Heathrow
Airport, the tremendously strong demand
in combination with scant supply has
driven up logistics rents up to the highest
level anywhere in Europe.
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France
I

As one of Europe’s leading
economies, France stands out
due to the size of its markets,
its internationally positioned
large corporates, its high-
skilled workforce and its
well-developed infrastructure.
Unlike its next-door neigh-
bour, France is less heavily
dependent on foreign trade
with China.

The French economy used to thrive
on low energy costs, but these are now
a thing of the past. Many of the ageing
reactors in the country, which has tradi-
tionally embraced nuclear energy use, are
prone to faults and at risk of failure.

As a result, France is currently going
through an energy crisis much like the one
in Germany, marked by steep price hikes
and a rising import quota. Worth noting
moreover is that recently re-elected pres-
ident Emmanuel Macron is not backed by
a majority in the French parliament. This
begs the question whether he will be able
to resume his principally business-friendly
reform policy agenda of the past years.
The structure of the French economy is
largely focused on the Paris metro region.
The factis also reflected in the high logis-
tics rents in that region.
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Rents
Prime rent (H1 2022; euros/sgqm)
Avg. growth in %
(CAGR H1 2018-H1 2022)
Yields
Prime yields in % (NAR, H1 2022)

Avg. compression in %
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Poland
I

Poland has the largest do-
mestic market in central east-
ern Europe (CEE), and looks
back on long years of steady
economic growth.

Economically, the country bene-
fits from its EU membership and from
sharing a border with Germany, which
prevented a dip in exports even during
the coronavirus pandemic in 2020. The
advantages of relatively low labour costs
and tax rates were qualified lately by po-
litical and legal uncertainties. It remains

440 44
37 82
400 55
41 48
390 53
43 50
420 54
39 56

to be seen whether the decision to move
away from the strategic alliance with the
Hungarian governments in the wake of
Russia’s invasion of Ukraine will cause
the situation to shift. While Poland's inte-
gration into the EU is invaluable, it means
a lot for the country to have retained its
own central bank, which is fighting infla-
tion aggressively with an interest level of
currently 6.5 %.
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Italy
I

Due to its relatively large size,
Italy represents the ‘problem
child’ within the EU, both
politically and economically.
However, the country is one
of the world’s top tourist des-
tinations, and therefore has
different economic priorities
than its neighbours to the
north.

The pandemic affected Italy early and
severely, precipitating a drastic plunge
in economic output. On top of that, the

4.10 4.7
1.9 L5
4.80 43
6.0 -8.0
4.80 4.1
1.1 9.8

country has a very high sovereign debt
level. Nonetheless, Italy recently reported
brisk economic growth which helped the
country, backed by the EU, to largely over-
come the pandemic-induced crisis. The
coalition government under Prime Min-
ister Mario Draghi, prior to its collapse,
managed to regain the trust of the inter-
national community and to stir hopes for
the country's further economic develop-
ment. But with the coalition having fallen
apart, the outlook is once again fraught
with uncertainty.
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Austria
I

Although it is a relatively
small country, Austria has tra-
ditionally served as bridging
function connecting western,
central and eastern Europe.
Its economy includes a broad-
based industrial sector that
caters to a relatively small do-
mestic market and therefore
is also reliant on exports.

The bridging function extends to the
logistics context as well, because Austria
is essentially a transit country, its terri-
tory traversed by important east-west and

north-south corridors. Politically, the coun-
try made occasional headlines in recent
years with its frequent and sometimes
sensational shifts in leading political posi-
tions, but its political stability has suffered
no adverse long-term effects overall.
Cause for concern is currently Austria’s
high dependence on gas imported from
Russia, even as the development of re-
newable energies is making progress.

Chapter 05: Europe’s Logistics Markets — Strengths,

Exports/imports

. Exports

Imports

Source: Eurostat

Macroeconomy
GDP / gross value added /
consumer spending

B cor

GVA
Public consumer spending

Private household consumer spending

Source: Eurostat

=100)

Index (2015

=100)

Index (2015

130

120

110

100

90

80

120

110

100

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021
2012 2013 2014 2015 2016 2017 2018 2019 2020 2021

Weak Spots and Potential

97



.11

European
Perspectives

As far as near-
term develop-
ments go, it is
reasonable to
expect a
persistently
strong demand
for logistics
facilities.
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Something that all of the
countries compared above
have in common is that most
economies suffered dips in
their gross value added in
the wake of the pandemic in
2020. Although the economic
output generally rebounded
a year later, it failed to regain
the pre-crisis level except in
the cases of the Netherlands
and Poland. Moreover, sover-
eign debt levels rose signifi-
cantly in most countries due
to government interventions
to secure the national econ-
omy and to stabilise employ-
ment levels.

A closer look at the resurgence in
imports and exports of the selected Eu-
ropean counties suggests that the eco-
nomic recovery will also benefit the inter-
nationally operating logistics companies.
Yet the developments during the first half
of 2022 cast a dim light on the likelihood
of the upward economic growth trend
continuing in the wake of the coronavirus
pandemic. All that being said, the ongoing
crises and uncertainties also imply oppor-
tunities and development potential for the

logistics segment.

The subsequently quoted key ratios
for freight transport and the movement
of goods on the national level illustrate
the importance of a busy exchange of
goods among the European countries. It
also shows that a large proportion of this
exchange of goods involves road haul-
age. However, against the background
of Europe's intended climate neutrality
and the indefinitely compromised security
of the energy supply, the situation also
points to certain options for speeding up
the decarbonisation of freight transport.
The listis topped by the use of renewable
energy for the climate-friendly production
of hydrogen. Another option is the ex-
pansion of rail transportation, which has

been neglected in countries like Spain,
the United Kingdom or France so far.

As far as near-term developments go,
there is every reason to expect demand
for logistics facilities to remain strong.
The transition to resource-conserving
and climate-friendly logistics involves
the real estate as much as the haulage.
The preconditions for accomplishing this
transformation process are actually quite
good in the countries of Europe. In addi-
tion, some countries, especially those in
(central) eastern Europe, offer conditions
that make them quite eligible locations
for the near-shoring of manufacturing and
logistics facilities.

However, this outlook is at odds with
the already significant pent-up demand
in conurbations and the often exhausted
land development potential for new
logistics facilities. Reducing the demand
back-log will therefore be difficult, and
it will require creative solution to keep
structuring the logistics networks within
Europe as efficiently as possible.

“If the near-shoring trend were to
gather momentum, it could prompt dis-
proportionately fast growth on the mar-
kets that stand to benefit most from it.
That is, assuming their vacancy rates and
development pipeline volumes remain

low.
(Kevin Mofid, Savills)

The tabular overview below lists the
relevant conditions for each country.
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Implications

of the New
(European)
Industrial Culture
for Logistics Real
Estate

What do the
new industrial
objectives
and economic
structures
signify for

the future of
logistics?

The very first Logistics and
Real Estate survey in 2015 al-
ready placed distribution and
the logistics sector in a mu-
tually dependent relationship
with consumer habits and
goods production.

Seven years on, a new environment
for logistics has emerged with the shift-
ing perspective on global multilateralism,
which in Europe was developed particu-
larly by Germany in its economic relations
with China, as well as on the increasingly
prioritised topics of climate change mitiga-
tion, smart cities or a new “Industry 5.0"
propagated by the EU.The section below
will outline the emergent environment,
and discuss selected aspects of it. What
do the new industrial objectives and eco-
nomic structures signify for the future of
logistics? What do you need to consider
if you wish to generate opportunities from
the dynamic transformation?

Key topics to be discussed

with this objective in mind:

- higher safety premiums throughout the
entire economic process

- the significance of cases of political sub-
sidence for global economics

- shortened supply chains as well as new
manufacturing and transshipment sites

- storage areas as catalysts of weakened
distribution chains

- EU industrial policy and its transforma-
tion fields

- reorganising metropolises into smart cit-
ies, energy and climate as political and
economic core tasks

>
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Security of Supply Outranks
Margin

One subject that has dominated the
dialogue between the government and
the corporate world lately is the security
of supply in the context of energy and
products of systemic relevance. What it
has in common with other currentissues
such as financing (Chapter 3) and con-
struction costs (Chapter 4) is the potential
for cost increases for logistics services
as well as the need for new, additional
logistics resources in the form of ware-
houses and alternative near-shoring loca-
tions, meaning “repatriated” manufactur-
ing sites. Both subjects—cost increases
and resource needs—will be discussed

below.

" A major proportion of the European
industry is based on very cheap energy
from Russia, very cheap labour in China,
and highly subsidised semiconductors
from Taiwan,” as EU commissioner Mar-
grethe Vestager explained in an interview
with the Belgian business paper “De Tijd"
this past summer. She called it risky to
have entered into a dependency on Rus-
sia, regardless of the attractive price. "A
lesson | learned: We will have to pay a
security premium.”

European and US economic policy of
recent months has therefore been moti-
vated by international law considerations
while focusing on economic diversifica-
tion. Apart from a few sideshows, the
war in Ukraine and Chinese aggression
against Taiwan, an important chip pro-
ducer, are currently setting the pace for
the emergence of a new era. Germany's
industry has already mobilised its inter-
est groups to voice opposition against
excessive government regulation, so as
to retain its access to profitable economic
structures:

“We don't have to demonstrate once
more that a centrally planned economy
is bound to fail. What we need is a reg-
ulatory consensus that ownership, per-
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sonal responsibility and entrepreneurial
freedom have been, and must remain,
key elements of the socialised market
economy,” said Siegfried Russwurm,
President of the BDI Federal Association
of the German Industry.

In industrial policy matters, Germany
has been known to incline toward reforms
that could seriously impact pan-European
prosperity ever since Peter Altmaier, the
former Minister for Economic Affairs
and Energy, introduced a new industrial
policy strategy. Russwurm reiterated the
goals beyond the strategy's call for global
champions as follows: “To be sure, the
time to shift into investment overdrive
is now: ensuring permanent support for
innovation — in substantive, regulatory
and financial terms. But basic things like
improved write-off conditions are also
important building blocks for urgently
needed investments in climate change
mitigation, health technology and digiti-
sation.”

In addition to core technologies such
as battery cells and microchips, the par-
adigm of Industry 5.0, which succeeds
Industry 4.0 as programmatic blueprint,
will serve as basis for economic change
and thus for the transformation of the
logistics sector, too. While taking Indus-
try 4.0 with its emphasis on digitisation
and artificial intelligence to the next level,
Industry 5.0 uses it as stepping stone to
put the relationship between man and
machine centre stage.

The objective of tomorrow's logistics
industry in this transformational context
will be an even stronger focus on the sus-
tainable and resilient fulfilment of basic
consumer needs — and may necessitate
a security premium at the expense of the
profit margin.

Although it is yet too early for data and
models on the subject, the present base-
line conditions in addition to the structural
transformation clearly reveal the key sig-
nificance—due to its sheer volume—of

Germany's future industrial development
for the trend in European logistics. Unlike
most other European countries, Germany
and Spain were able to increase their in-
dustrial employment figures. And an up-
ward trend in employment has been, and
will continue to be, a reliable driver of the
logistics business.

>

In industrial
policy matters,
Germany has
been known to
incline toward
reforms that
could seriously

impact pan-Euro-

pean prosperity
ever since Peter
Altmaier, the
former Minister
for Economic
Affairs and
Energy, intro-
duced a new
industrial policy
strategy.

Mutual influencing of produc-
tion, distribution and con-
sumption

- Outsourcing/insourcing
- Automation

- Digitalisation

- Rationalisation

- Emission constraints

- Resource conservation
- Lean management

- Individual goods

Industrial employees in
selected EU member states

2016
2021
. Development

Source: Eurostat,
*Office for National Statistics
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Czech Republic
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Greater Independence from
China and Other Authoritar-
ian Systems.

To answer the currently acute ques-
tion as to the dependencies on authoritar-
ian states and the non-monetary price we
are willing to pay for doing so, it is easy to
overlook—from a business perspective—
that political systems are signs of their
times. Under the political leadership of
prime minister Wen Jiabao, which ended
in 2013, China was a different partner
than itis today with president Xi Jinping at
the helm. A similar observation could be
made even in regard to the United States
(under Donald Trump), for India (under
Narendra Modi), for the Gulf countries
and for other economic partners within
the multilateral system of global trade.

Trading partners like Vietnam, Thai-
land or the Philippines, which are touted
as partial alternative to the trade with
China because of their attractively low
wages, might turn out to be as unaccept-
able ten years hence as Russia in its role
as energy supplier and partner state is
today. From an overall perspective, the
global trend appears to lean toward au-
thoritarian forms of government: For the
first time since 2004, authoritarian states
outnumber democratic ones, according to
the so-called Bertelsmann Transformation
Index (BTI). Among the 137 developing
and transition countries surveyed, only
67 qualify as democracies anymore.
Conversely, the number of authoritarian
regimes has gone up to 70.

For the long-term outlook of the
logistics sector, the political implications
are less relevant than the question of
how willing the European economies
are to tackle reforms and to embrace
innovations — and this is true despite
the currently acute supply chain issues
and regardless of any call for systemic

resilience.

The categorisation of the currently
much-discussed near-shoring activities,

Logistics and Real Estate 2022

meaning the adjustment of production
and supply chains to the global situation
by increasing national self-sufficiency, is
aptly qualified by the term “friend-shor-
ing” that was coined by Yanet Yellen, the
US Secretary of the Treasury. Just which
countries are friendly trading partners at
a given time is subject to change, and
so is their strength as partners. Still, it is
a topic worth discussing with a view to
future logistics structures.

“Among the European countries,
the markets that benefit from re- and
near-shoring are those with comparatively
low wage and energy costs or those with
less regulated labour markets. These are
the advantages originally found in Asia,
and the idea is now to match these ob-
jectives as much as possible. Accordingly,
southern and eastern Europe could bene-
fit from the situation, as could Turkey or
northern Africa. High-wage countries with
tightly regulated labour markets and an
existing shortage of skilled workers like
Germany will benefit to a lesser extent.

As far as manufacturing goes, loca-
tions belonging to the highly industrialised
regions of the Blue Banana will benefit
as well.”

(Tobias Kassner, GARBE Industrial Real
Estate)

Effects and Limits of
Near-Shoring

The past decades were defined by
the economic paradigm of globalisation.
Under this paradigm, manufacturing pro-
cesses were increasingly outsourced
from Europe to other parts of the world
for the sake of cost savings. Progressive
digitisation eventually permitted even
the outsourcing of certain services. Des-
tinations were primarily Asian countries,
but in some cases countries in South
America, too. But no country benefited
from the developments more than China,
a country whose low energy costs, fa-
vourable wage level and large supply of

human resources offered, and continues
to offer, a particularly competitive produc-
tion environment. On top of that, China
itself, being the world’s most populous
country, presents a consumer market of

huge economic importance.

However, globalisation appears to
have passed its zenith. It peaked prior to
the onset of the global financial crisis in
the late zero years, and has visibly lost
momentum since. Reasons to explain this
include arguably the trade barriers that
have been set up between the United
States and China, for instance, or supply
chain disruptions.

The fragility of global supply chains
began to become obvious in spring of
2020 with the outbreak of the coronavirus
pandemic. The Russian war of aggression
against Ukraine has further exacerbated
the situation, and will fundamentally and
permanently alter the economic and ge-
opolitical order of things, according to the
International Monetary Fund.

There are a variety of ways and means
to make supply and production chains
more resilient. One of the long-term
measures is near-shoring, meaning the re-
location of good manufacturing capacities
back into a nearby country and thus closer
to the relevant distribution centres. Other
options include increased warehousing,
particularly when it comes to critical
commodities and materials or products.
The latter approach also involves the
phase-out of the just-in-time concept in
manufacturing. Near-shoring obviously
creates increased space requirements,
which generates elevated costs, on the
one hand, but also increases the urgently
needed resilience of the macro-economy,
on the other hand.

“In response to the disrupted sup-
ply chains, a lot of space is leased at
the moment in order to be prepared for

short-term bottlenecks. This is not to be

confused with a strategic restructuring of
facilities. The restructuring will take place
in conjunction with the diversification
of supply chains, including deliberately
built-in redundancies. But setting up this
kind of thing takes time.”

(Tobias Kassner, GARBE Industrial Real
Estate)

Near-shoring presupposes a longer-
term process. As far as China goes, it
should be noted that, regardless of
the acute problems with the world’s
ports—following the debates of recent
months—no other country in the region
has comparable production capacities to
offer on short notice. The transformation
process to create alternative manufac-

turing capacities in Asia will probably

Global trade as share of the
entire gross domestic product

== Percentage share

Source: World Bank
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proceed gradually and on a product- or
industry-specific basis. Different destina-
tion countries will probably emerge as
best suited for specific products, depend-
ing on the comparative advantage and on
local economic-policy subsidy programs
or government funding. According to this
argument, Malaysia and Vietnam could
benefit from relocated electronics pro-
duction capacities. Thailand appears to
be a qualified destination country for the
automotive and food sectors, and Indo-
nesia for the mechanical engineering and
petrochemicals sectors. The city state
of Singapore with its enormous subsidy
options could gain in significance for the
manufacturing of semiconductors and
pharmaceuticals.
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But globalisation
appears to have
passed its zenith
already.

It peaked prior to
the onset of the
global financial
crisis in the late
Zzero years.
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Re-/Nearshoring Potential
in Europe

low

high

Source: GARBE Industrial Real Estate
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European Potential
]

All European
logistics real
estate mar-
kets registered
increased de-
mand for stor-
age facilities in
2021 and 2022.
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Near-shoring is not a phenomenon
limited solely to Asia, as certain Euro-
pean regions stand to benefit from the
trend as well. Within the framework of its
potential index, GARBE calculated how
high the respective potential is in each
case. The following factors enter into

the calculation:

-infrastructure

- labour cost level

- supply of human resources

- energy costs (each fully weighted)

- logistics rent rates

- drive time isochrones

- stock of light industrial facilities (each
half weighted)

On the geographic level, the analy-
sis uses the European NUTS-3 regions.
The findings show that the near-shoring
potential is particularly high in the Czech
Republic, parts of Belgium and Poland,
along Spain's Mediterranean seaboard
and the region of the River Po valley in
northern ltaly, for instance.

For the logistics sector and its real
estate, this is sure to cause changes
that will intensify the regional spread.
The question remains, however, whether
processes of shifting trade relations are
not actually well-known factors in the
spectrum of influencing factors and will
therefore only have limited consequences
for market volumes and market values.

How Much Storage Space Is
Truly Needed? Where and at
what Extra Costs?

Unlike just-in-time chains, bigger stor-
age capacities and warehousing stages
in material planning will increase logis-
tics costs and the prices of goods. The
advantage being: They strengthen the
resilience of manufacturing processes
and deliveries. All European logistics real
estate market registered increased de-
mand for storage facilities in 2021 and
2022. Below, two German industry case
studies illustrate the interrelationships
at play here, and their dependence on
different economic sectors and global
supplier situations:

>



“The
question Is
what European
suppliers

will actually
be able
to deliver.”




“Our new
projects will
intensify

the integration
of rail-bound
transport.”
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The GARBE Potential Index covers
the growth in warehouse capacities for
suppliers and retailers. It uses the follow-
ing factors to determine the potential for
increasing the stock holding capacity in
the retail sector:

- infrastructure

- drive time isochrones

- retail density

- import ratio (each fully weighted)

- logistics rent rates

- demographic forecast through 2100

- purchasing power

- supply of human resources (each half
weighted)

The background to this is that short-
ages emerged sooner for certain goods
than for others during the pandemic, and
that the war in Ukraine constricted the
global supply with goods, sometimes

Logistics and Real Estate 2022

creating serious bottlenecks. It appears
to be particularly sensible to expand the
warehousing of non-discretionary goods,
or retail goods in general, in the territory
of the Benelux countries.

“The main reason for relocating ca-
pacities from prime markets to secondary
locations is the increasingly short supply
of land in the core markets. When you
compare a top region like Munich with
Magdeburg, for instance, factors like the
availability of human resources and wage
levels also come into play. So, apart from
re-and nearshoring trends, companies are
gravitating toward new and sometimes
peripheral regions. Re- and near-shoring
trends merely add to the pressure. But
land and personnel will only be available at
reasonable costs in secondary locations.”
(Tobias Kassner, GARBE Industrial Real
Estate)
>

Stock holding potential in
non-discretionary retail

. low
. l
[ high

Source: GARBE Industrial Real Estate
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The background to this is
that shortages emerged
sooner for certain goods
than for others during the
pandemic, and that the war
in Ukraine constricted the
global supply with goods,
sometimes creating serious
bottlenecks.
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Special Topic: Semiconduc-
tors and European Chip
Factories

Intel's stated intention to invest 17
billion euros to build two large semicon-
ductor factories in Magdeburg by 2027
arguably represents a beacon project in
the near-shoring context that should stim-
ulate Germany'’s industrial policy debate.
The political basis for this move is the
European Chips Act (cf. the section on
EU-Industry 5.0 below) which otherwise
has been criticised for all the red tape it
involves. Intel will invest another 12 billion
euros in Leixlip, Ireland, to increase its
local production capacity and up to 4.5
billion euros in Agrate Brianza, Italy, to
set up a back-end production line. Plateau
de Saclay near Paris, France, will become
home to the European Intel head office
for chip design in the areas of high per-
formance computing (HPC) and artificial
intelligence (Al).

The global market for semiconduc-
tors is worth more than 550 billion euros
today, a figure that is likely to double by
2030. Europe accounts for 10 percent of
the global production, down from 24 per-
cent in the year 2000. Intel is one of the
absolute top players in the global semi-
conductor industry, but its growth story
recently suffered serious setbacks after
Intel overlooked the trend towards mo-
bile chips and lost ground to competitors
such as ARM Holdings and Qualcomm.
This raises the question whether Intel is
the EU's best choice for a future partner.

The war in Ukraine currently plays an
important role even for the semiconduc-
tor plans of the EU:

The prices of many raw materials are
expected to go up (see the section on
inflation in Chapter 1, above), and their
procurement from sources other than
Ukraine and Russia is subject to growing
concerns. One such raw material whose
supply has been impacted is neon gas,
which is indispensable in the semicon-
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ductor industry. Estimates suggest that
80 percent of all semiconductors currently
produced require neon.

Semiconductor manufacturers are
still reluctant to find new sources for their
neon needs, because it would take an
estimated six months to bring production
back up to optimal levels after adjusting
the manufacturing process. Although it is
hard to estimate exactly how much of the
neon used in semiconductor manufactur-
ing is sourced from Ukraine and Russia,
industry experts assume that the share
could be a high as 70 percent.

In its scale and significance, the pos-
sibly dawning era of Europe’s semicon-
ductor industry will certainly be highly
relevant for logistics real estate. Regional
clusters are very likely to form around
large-scale plants over the next decade.

Smart Cities — Transportation
Infrastructure within the
Metropolises

Everywhere around the globe, major
industrial sectors are studying the rapid
growth of urban life and the best ways
to organise metropolises. “Smart city” is
a key term for using digital management
to organise the resources, transportation
and even the climate of metropolises. It
is yet another area of significant potential
for the logistics sector in connection with
the human-centred Industry 5.0 concept
(see section below). Generally speaking,
the modal split, meaning the share that
each transport mode has in our economic
processes, will remain a core topic for

tomorrow'’s industries.

In sync with the increasing urbani-
sation and the growth of e-commerce,
inner-city logistics play an ever more im-
portant role in the supply of urban and
metropolitan residents with goods and
services. The coronavirus pandemic and
the concomitant contact restrictions fur-

ther accelerated these trends. In addition
to CEP service providers, a number of
retail companies and contract logistics
operators now handle deliveries to urban
households and businesses.

The problem is that there are virtu-
ally no logistics facilities in inner cities
because of the high yield pressure to
which urban real estate is exposed. Fu-
ture developments are likely to add fresh
challenges for inner city logistics. For one
thing, cities report growing populations
while the population in general is ageing.
The trends will increase the need for
additional services at a time when the
human resources potentially available to
serve these needs are not increasing at
the same pace.

In logistics markets like the London
metro region, where real estate market
analysts most recently observed a grow-
ing excess supply in floor area and corre-
sponding downward pressure, albeit for a
short period only, the most likely develop-
ments include differentiation among large
white-label centres that lend themselves
to universal use and the growing special-
isation of distribution centres to serve
certain purposes within the metropolises.
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“Inland
waterways
transportation

Is gradually
CEIIe
its limits.”
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