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Ten years have now passed since the onset of the financial crisis. Back then,
the Spanish economy fell into a period of deep recession. Fortunately, the
country’s ongoing recovery was most recently demonstrated by impressive
economic growth of 3.1% in 2017. Fundamental forecasts predict that the
Spanish economy will remain at an above-average level in 2018 and 2019." In
spite of considerable ongoing public debt and sustained high unemployment,
Spain offers stable prospects for economic growth. Tourism is still an im-
portant driver of the Spanish economy. The market environment for commer-
cial real estate investment is very transparent and is characterised by its inter-
national market players. Spain’s appeal, especially in the major cities of Ma-
drid and Barcelona, is reflected in high demand for prime commercial real
estate. The supply of commercial real estate is becoming increasingly scarce,
which is leading to a steady increase in prime rents. The political conflict relat-
ing to Catalonia’s quest for independence provoked considerable uncertainty
in late 2017, but the real estate market has so far been spared from any real
negative fallout. Overall, the signs are pointing towards growth in the Spanish
real estate market.

The aim of this study is to examine current market developments along with
the potential and challenges of the Spanish commercial real estate market.
The investigation will focus on macroeconomic conditions and, in particular,
current developments and trends in the sub-markets of office, retail, hotel and
logistics real estate. Moreover, it will provide an overview of SOCIMIs (Span-
ish REITS) as a market driver.

We ask you to take note of the separate information on the last page of this study.
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2. Macroeconomic conditions

Strong economic growth

Key economic data

Change of government in
June 2018

Pedro Sanchez is new
Prime Minister

Catalonia’s quest for
separatism without any
significant negative
impact so far
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As the fourth-largest national economy in the eurozone, last year, Spain
showed tangible signs that it was recovering from the financial crisis (2009 to
2013) and the bursting of the real estate bubble. After gross national product
(GDP) fell by a total of more than 10% during the five years of crisis, a process
of economic recovery began in 2014. In 2015, Spain was able to significantly
accelerate its pace of its expansion with real economic growth of 3.2%. This
economic momentum continued unabated in 2016 and 2017, with GDP growth
that was just as strong at 3.2% and 3.1% respectively. The economic upturn
carried on in 2018 with above-average growth rates compared with the rest of
Europe (Q1 2018: +0.7% Q/Q; Q2 2018: +0.6% Q/Q). Although GDP growth in
2018 (2.6%) will assumably remain below its forecast of 3.0%, itis still much
higher than the euroland average of 2.1%. Alongside strong domestic de-
mand, driven in particular by private consumption, Spain’s economy is also
benefiting from dynamic foreign trade. Moreover, mention must be made of the
positive development in tourist demand as an important driver of economic
growth.?

Economic indicators (change from prev. year in %)

2015 2016 2017 2018f 2019f
Real GDP growth 3.2 3.2 3.1 2.6 2.1
Unemployment rate* 22.1 19.6 172 152 13.6
Inflation rate (HICP) -0.6 -0.3 2 1.6 1.8
Budget deficit** -5.1 -4.5 -3.1 -2.5 -1.9
Current account balance** 1.1 1.9 1.9 1.6 1.7

At the beginning of June 2018, there was an unexpected change of govern-
ment in Spain. Mariano Rajoy, who had been the leader of a minority govern-
ment since autumn 2016, was voted out by the parliament in Madrid in a vote
of no confidence, triggered by a corruption scandal. The new Prime Minster of
Spain is the socialist Pedro Sanchez, who does not have a majority in parlia-
ment either. Carrying out the necessary reforms will remain difficult. The new
government is also facing enormous challenges relating to the need to consol-
idate public budgets. Even as he took up office, Pedro Sanchez was consider-
ing to hold new elections.

The conflict surrounding Catalonia’s struggle for independence caused con-
siderable political uncertainty in the autumn of 2017. Almost 3,000 companies
moved their headquarters and some of their registered offices from Catalonia
to other regions in Spain. Having said that, the economic collateral damage
has remained manageable. The fraught situation has settled down again over
the course of this year. Following a fresh election in December 2017, there
has now been an independent separatist government led by Catalan regional
president Joaquim Torra being in place since early June 2018. Although the
new president is still pursuing the goal of an independent Catalonia, he has
indicated that he is prepared to engage in dialogue with new Spanish Prime
Minister Pedro Sanchez. Overall, the political situation in Catalonia is still
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marked by uncertainty, but Pedro Sanchez’ willingness to engage in dialogue
demonstrates that the fraught situation is easing.3

In administrative terms, Spain is divided into 17 regions (autonomous commu-
nities). National GDP per capita in 2016 amounted to EUR 24,034 (compared
with German GDP per capita of EUR 38,114 in 2016). A look at the individual
regions reveals a clear north-south divide. The strongest economic region is
the autonomous community of Madrid (GDP per capita in 2016: EUR 36,400),
which generates almost 19% of Spain’s GDP, putting it well above the national
average. It consists of the province of the same name and encompasses the
metropolitan area around the Spanish capital of Madrid, which is the country’s
centre of services. In terms of area, it is Spain’s smallest autonomous com-
munity, but it is the most densely populated. It is followed in second and third
place by the autonomous communities of the Basque Country and Navarra,
with GDP per capita of EUR 35,300 (2016) and EUR 33,300 (2016) respec-
tively. The autonomous community of Catalonia takes fourth place (GDP per
capita in 2016: EUR 32,000) and comprises four provinces, the capital of
which is the tourist metropolis of Barcelona.

Economic power of the Spanish regions (2016)
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In the few years since the end of the financial and economic crisis, the Span-
ish labour market has been able to gain considerable momentum. After reach-
ing record unemployment of 26.9% at the height of the crisis in 2013, Spain
was able to considerably reduce the unemployment rate to 17.2% in 2017. In
light of this economic recovery, a further decrease has been forecast for the
next few years.4 However, even though the labour market development ap-

NORD/LB Sector Research Page 3 of 33
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pears to be positive at first glance, reform efforts will need to be further intensi-
fied for long-term stabilisation. The consequences of the financial and eco-
nomic crisis are still very tangible on the Spanish labour market. Although
youth unemployment is in decline, at 33.8% (May 2018), it is still very high.
This means that Spain is still in second place Europe-wide after Greece (May
2018: 43.2%; compared with Germany in May 2018: 6.1%).> Moreover, the
proportion of precarious employment relationships casts a shadow over the
Spanish labour market, especially in the hotel and restaurant industries. In
particular, the number of seasonal, temporary employment relationships has
increased due to the boom in the tourism sector. These forms of employment
boost the labour market, but not sustainably enough to ensure stability.

0/ -
30% 26,9%
24,8% 24,5%
25% -
10.9% 19,6%
0% | 17,2%
15,2%
13,6%
15% - '
114% 11,4% 120% 116% 1499,
10,2% 0% 99
. , 8,3% 0
10% 77% 7.1% 68% 69% 67% 6,4% g
, A0 6,1% 5 79 9
: 52%  4,9%
5% -
0% |

2010 2011 2012 2013 2014 2015 2016 2017 2018f 2019f
e Unemployment rate Spain e Unemployment rate Germany
Unemployment rate eurozone

As of 1 January 2018 (according to preliminary calculations), Spain had
around 46.66 million inhabitants. This means that, starting in 2012 (46.80 mil-
lion inhabitants), the Spanish population saw a slight decline, but that it has
been increasing slightly again since mid-2016 (46.45 million inhabitants). To-
gether with an ongoing decrease in the birth rate, the factors responsible for
this downward trend are high unemployment coupled with financial uncertain-
ty. During the financial crisis, many immigrants returned to their homelands
due to the extremely strained situation on the labour market with a high youth
unemployment rate. Moreover, there was a wave of youth emigration from
Spain to countries abroad. According to information provided by the Spanish
Statistical Office (INE), with the economic recovery, the net migration rate for
2016 was once again positive for the first time since 2009. However, the INE’s
population forecast for the period 2016 to 2066 predicts that, by 2036, the
population will have declined by one million inhabitants. By 2066, the popula-
tion will have dwindled to approx. 41 million.”

Benefiting from the economic recovery and the accompanying positive devel-
opment on the labour market, in 2016, consumer spending in private house-
holds rose at great speed (+3.0%). However, in light of increased inflation
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rates and, as a result, greater financial strain on households, the momentum
of private consumer spending slackened somewhat in 2017 (+2.4%). The
main reason for this was higher consumer prices for products such as petrol
and household energy, as well as price hikes for some foods. Although it was
still negative in 2016 at —0.3%, the inflation rate, at 2.0%, returned to clearly
positive territory in 2017 for the first time since 2013. An inflation rate of 1.6%
has been predicted for this year. By comparison, a rate of 1.4% has been
forecast for the eurozone.®

Although Spain recorded the highest deficit ratio of any EU country in 2016 at
—4.5% of GDP, in 2016, it was able to stick to its target for new debt for the
first time in years. For 2017, the government budget balance came to —3.1%
(in percentage of GDP). A balance of —2.5% is expected for 2018. Alongside
income tax, Spain intends to use measures such as tax hikes — for example,
increased consumer taxes on tobacco, spirits and sugary drinks — and envi-
ronmental levies to further reduce the debt-to-GDP ratio. Ultimately, scaling
back the public deficit needs to be the government’s priority, as it is the only
way to make Spain’s economy resilient in the long run, e.g. against higher
refinancing costs due to an increase in the yields on government bonds.®

Due to the dynamic economic development and robust macroeconomic situa-
tion, at the beginning of this year, the rating agency Fitch upgraded its credit
rating to A- for a stable outlook. Standard & Poor’s (A-/positive outlook) and
Moody’s (Baa1/stable outlook) followed suit in March and April respectively.
With the economic recovery, the yield gap between ten-year Spanish govern-
ment bonds and German government bonds has reduced significantly. Moreo-
ver, yields on ten-year Bonos decreased in Q1 2018 as a result of the rating
upgrade. There was a somewhat stronger spread increase in May due to polit-
ical unrest. Spain’s refinancing conditions are currently at 1.40% (in relation to
10-year bonds), although there is a spread of almost 100 basis points in rela-
tion to Bunds (ten year)."
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Outlook for macroeconomic Spain’s economy is developing positively — even though unemployment re-
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mains high, and public debt and budget deficits are only decreasing slowly.
After three years of strong growth with real GDP growth of over 3%, economic
momentum is expected to tail off in 2018 and 2019 due to the increase in infla-
tion and the accompanying impact on real purchasing power. Nevertheless,
Spain’s economic development remains in robust shape and at a high level. At
a political level, Spain is still in a state of unrest. The new Prime Minister Ped-
ro Sanchez has set himself the task of settling the strained political situation in
Catalonia. In addition, even though it is steadily decreasing, high unemploy-
ment continues to present Spain with enormous challenges. Getting important
reforms through will be of crucial importance for the further course of econom-
ic development. However, obtaining a majority that is able to reach a consen-
sus will remain difficult under the new minority government. The potential im-
pact of Brexit plans also remains uncertain. The United Kingdom is Spain’s
fourth most important trading partner and the largest foreign source market for
tourism. Moreover, political developments in Spain’s most important trading
partner, Italy, and US trade policy are causing uncertainty. Overall, the outlook
for Spain’s economy this year and next year remains positive. After years of
crisis, the Spanish economy is progressively recovering, which can be felt on
the real estate market. This economic momentum has strengthened the real
estate sector and enabled it to reclaim much of its appeal, which will be ex-
plained in more detail in the following chapters.

3. Office real estate market

Upturn on the Spanish
office real estate market

Major cities hold strong
appeal for office workers

Madrid number-one office
real estate market
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The main focus of Spain’s office real estate market are the cities of Madrid and
Barcelona. Together, they recorded office real estate stock of almost 19 million
mz2 in the first half of 2018." These two markets are currently on a trajectory of
growth in the expansionary phase of the office market cycle. Moreover, there
are similarities in the way the office real estate markets in the two major cities
are structured. Sluggish construction activity in the crisis years due to the re-
cession led to a lack of modern office space in both Madrid and Barcelona,
especially in urban areas. As a result, growing companies often have to make
do with other sub-markets on their hunt for modern office space.

As a result of the ongoing positive economic development, demand for office
space in major Spanish cities is steadily increasing. The most significant eco-
nomic sector is the services sector. In Madrid alone, around 86% of the work-
force is employed by this economic sector.” Excellent infrastructural provision
with regional and long-distance transport is one of the benefits that this loca-
tion offers national and international office workers. It includes one of Europe’s
best high-speed national train networks, the continuous development of the
orbital motorways surrounding Madrid and a quick connection between the
central business district (CBD) and the local airport.

As one of Europe’s most important major cities, Madrid has Spain’s largest
office real estate market with an office stock of around 13.0 million m2? (H1
2018).13 In Madrid, the individual office locations are as follows: over 40% of
the total office stock is located in the CBD and in the city. Madrid’s CBD is
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located on one of the city’s most important main streets, the Paseo de la Cas-
tellana. Renowned developments such as the Cuatro Torres Business Area, a
building complex comprising office space and a hotel that was completed in
2018, line this main axis. There are plans to keep extending this axis north-
wards in the long term. In particular, it is finance companies, corporate service
providers and the Spanish government that use the central office spaces in the
CBD and the city. Numerous foreign corporations also have their headquarters
in Madrid. The city provides excellent connections to public transportation,
even in the suburbs. Peripheral areas account for around 29% of the total of-
fice stock. There has been a constant increase in construction activity in pe-
ripheral office locations in recent years, and these areas now also boast a
share of over 29%.
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As an international business location with an office stock of 5.9 million m2 (H1
2018), Barcelona is Spain’s second largest office real estate market. In Barce-
lona, the individual office locations are as follows: almost 61% of total office
space is accounted for by locations in the CBD and the city. The city’s prime
property locations are to be found along one of Barcelona's most famous
streets, Passeig de Gracia. Metro Barcelona’s underground line 3, which is
part of a very dense public transport network, runs right beneath the street.
Moreover, there are plans to expand the urban tram system in the long term.
Most companies seeking office space are in the services sector. Most of the
“‘New Business Areas” are located in the urban area. Due to the ongoing
shortage of space in the city, construction activity in recent years has been
concentrated in peripheral areas. This is reflected in the steady increase in
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their share (around 22%) of Barcelona’s office stock."*

Structure of Barcelona’s
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Source: Colliers International, Cushman & Wakefield, internal research

Buoyant demand for office  In 2017, there was 552,982 m?2 of take-up in Madrid and 304,345 mz2 in Barce-

space in major cities lona. This corresponds to year-on-year increases of around 29% and around
6% respectively. This was Madrid’s best result since 2007. This result shows
that Barcelona was able to counter the political unrest relating to Catalonia’s
guest for independence and record a moderate increase in take-up.15 Com-
pared with the same quarter in the previous year, even the first quarter of
2018 got off to an extremely positive start with increases in take-up in both
Madrid, where it increased by 32% to 131,200 m?, and Barcelona, where it
grew by 7% to 85,500 m2.*® The strongest demand was still for office spaces
of up to 1,000 m?, which accounted for 69% and 74% of the office space in
Madrid and Barcelona respectively in Q1 2018. Due to the shortage of office
space in Barcelona in particular, take-up in the segment of office spaces of
4,000 m2 and above in the districts close to the city centre will also remain
limited going forward. In Madrid, the recovery has led to high demand from
SMEs, primarily for smaller office spaces. Another factor driving demand has
come in the form of co-working space providers (e.g. WeWork), which are
extremely attractive in terms of the flexibility and prices that they offer.’

! Colliers International: Spanish Office Market Second Half 2016/Cushman & Wakefield: Spain Office Market Snapshot, Q2 2018
' BNP Paribas Real Estate: European Office Market Edition 2018
® BNP Paribas Real Estate: At a glance Offices Barcelona Q1 2018; At a glance Offices Madrid Q1 2018
17 :
Ibid.
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An examination of take-up by industry reveals somewhat different pictures for
Madrid and Barcelona. In Madrid as an administrative stronghold, the public
sector performed especially well as usual with a 38% share of take-up in 2017.
The IT and financial service industries were also clearly represented with
around 19% and 15% respectively. In Barcelona, the “professional services”
(businesses such as auditing companies, management consultancies and law
firms) accounted for 18% of the demand for office space. The manufacturing
and energy sector followed in second place with a 16% share of total take-up.

Madrid: take-up by industry 2017 Barcelona: take-up by industry 2017
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Vacancy rate continues to
fall

Source: CBRE, internal research

Increasing demand for prime office space in both cities continued to have an
impact on the development of vacancy rates in 2017. The average vacancy
rate throughout all urban districts reached a figure of around 10.2% in Madrid
in 2017 (2016: 12.0%) and around 10.1% in Barcelona (2016: 11.4%). In both
cities, peripheral urban districts continued to catch up, with the vacancy rate
decreasing from around 26.5% (2015) to 13.1% in Madrid and from around
18.1% (2015) to 11.7% in Barcelona. The lowest vacancy rates in 2017 were
recorded in the CBDs at around 5.6% in Madrid and around 3.2% in Barcelo-
na. The highest vacancy rates were observed on the periphery at around
14.9% in Madrid and around 20.8% in Barcelona.™® At the beginning of 2018,
the average vacancy rate remained stable in both cities at 10.1%."

' BNP Paribas Real Estate: At a glance - Offices Barcelona Q4 2017; At a glance Offices Madrid Q4 2017
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The rental prices for office real estate have been continuously increasing in
the major Spanish cities since 2013. This can be attributed to the increasing
business activity of the companies based there and renewed, growing interest
from market players in the Spanish office real estate market following the re-
cession years. In 2017, the CBD and the city recorded the highest prime rents
in both Madrid and Barcelona, although the highest rent in the capital's CBD
of EUR 31.00 per m2 per month (2016: EUR 29.00 per m2 per month) was
well ahead of Barcelona’s highest rent of EUR 23.50 per m2 per month (2016:
EUR 21.50 per m2 per month). In 2017, the lowest prime rents generated in
the peripheral urban areas in the two cities were EUR 16.00 per m2 per month
in Madrid and EUR 12.50 per m2 per month in Barcelona. Average rent
across all city areas came to EUR 17.60 per m2 per month in Madrid and EUR
15.10 per m2 per month in Barcelona. The ongoing upward trend therefore
continued in 2017.%° Another increase in prime rents was recorded at the be-
ginning of 2018. In Madrid, the prime rent in Q1 2018 came to EUR 32.50 per
mz2 per month and in Barcelona to EUR 24.00 per m2 per month.? Compared
with the peak office rents in major European cities such as Paris at EUR
70.80 per m? per month and London at EUR 117.00 per m2 per month, prime
rents in the Spanish cities are low, although Madrid’s prime rent comes close
to places such as Berlin at EUR 33.00 per m2 per month and Amsterdam at
EUR 32.40 per m? per month. Barcelona’s prime rent is on par with that of
cities like Warsaw (EUR 22.00 per m2 per month).?

Barcelona: Average and prime rent 2017
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In 2017, demand from the investment market for office real estate in Madrid
and Barcelona was marked by a supply shortage of prime properties. In Bar-
celona, the transaction volume was close to that of the previous year at
around EUR 752 million. Due to political uncertainty in Catalonia, investors in
Barcelona were more cautious in the last quarter of 2017, waiting to see what
would happen following the parliamentary elections in December 2017. In
Madrid, the transaction volume ran to around EUR 1.224 billion. This means

that Madrid continues to hold a dominant position nationwide as an office loca-
tion, with a share of 61%. Prime yields have been experiencing a noticeable
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downward trend since 2013 (Madrid: 6.00% and Barcelona: 6.5%), although
Barcelona has felt the impact of slight upward pressure due to the political
uncertainty in Q4 2017. At the end of 2017, net prime yields were at 3.25% in
Madrid and 4.25% in Barcelona.”

We expect that demand for Spanish office real estate will remain high in the
major cities. This is likely to be spurred on by the positive economic develop-
ment and the decrease in unemployment figures. Both in Madrid and Barcelo-
na, as in other major European cities, flexible workplaces such as co-working
spaces are gaining in significance, which will continue to have a positive effect
on the development of take-up. We believe that take-up will continue to in-
crease in 2018 as a result, even though there will still be a lack of prime prop-
erties. First and foremost, this supply shortage is likely to lead to a further
increase in the number of renovation projects being carried out on existing
office properties. In Madrid, the continual expansion of the orbital motorways,
including the M-50, should gradually facilitate access to peripheral areas, cre-
ating additional potential space for new projects outside the city centre. In
Barcelona, the spread of office space in the outskirts of the city will be limited
due to its macro-location as a coastal city next to the Serra de Collserola
mountain range. We expect there to be a further rise in prime rents in both
Madrid and Barcelona. We predict that there will be an especially dynamic
development in Madrid. By 2022, we anticipate an average increase in prime
rents of 6.0% p.a. This will put Madrid in first place in Europe. For Barcelona,
we expect average growth of 3.0% p.a., which will put the city in seventh place
Europe—wide.24 The current market situation in Barcelona is likely to remain
marked by uncertainty due to the political situation in Catalonia, even though it
has not had any significant negative impact on the office real estate market so
far. In terms of the investment market for office real estate, we expect prime
yields to continue to drop, combined with an increase in the investment vol-
ume.

4. Retail real estate market

Conditions remain
favourable
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Spanish retail, which is another important factor driving Spain’s upturn, has
been benefiting to an exceptional degree from the economic recovery taking
place since the end of 2013. In 2017, private consumer spending increased by
2.7%, and further growth is expected for 2018 (+2.3%) and 2019 (+1.9%). In
addition, bricks-and-mortar retail sales developed extremely positively in 2017
with an increase of 3.0%. In 2018, Spain’s bricks-and-mortar retail sales are
expected to continue to grow. A 2.9% increase in sales growth has been fore-
cast for 2018.% In August 2017, Spanish consumer confidence (Consumer
Confidence Index) reached its highest value since 2004 at around 109 index
points. Due to the political instability in Catalonia, the index retreated to just
under 100 points in October 2017, although it had stabilised again at around
103 points by the end of 2017. The Consumer Confidence Index is currently
back at around 107 points.?® This positive development is not least due to
robust macroeconomic conditions and successive improvements to the labour
market situation and the country’s economy. Moreover, as a popular holiday
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destination, Spain benefits from international tourism figures that continue to
27
grow.

In 2017, Spain’s sales per unit area”® were on par with that of Portugal at EUR
4,000 to below EUR 4,500 in gross sales per m2 of retail space. Germany
followed just behind at EUR 3,500 to EUR 4,000 per m?, and France was
slightly above Spain in terms of sales per unit area at EUR 4,500 to EUR
5,000 per m2.* In international terms, Madrid and Barcelona are extremely
attractive European shopping destinations. This is facilitated by factors such
as the cities’ excellent connections to the rest of Europe. Major retailers pro-
ceed very selectively on their hunt for prime retail spaces in established main
shopping streets and important shopping centres in the cities. There is an
increasingly acute lack of high-quality retail space, which is reflected in the
progressing shortage of retail space in top locations.*® For local operators of
smaller shopping centres, above all in secondary locations, this has meant
increased competition for some time now. As a result, high street shops and
major shopping centres in the best locations in Madrid and Barcelona are still
considered to have the most potential. Nevertheless, momentum in this mar-
ket segment is defined by the availability of local retalil space.31

In 2017, Spain had over 615 retail complexes spanning a total of around 16.5
million m2 (+1.4% yoy) in retail space.32 Shopping centres as a building type
usually account for the largest proportion of retail space (approx. 66%), fol-
lowed by retail parks (approx. 17%). However, in 2017, Spain only took 16th
place in Europe for shopping centre density with 302 m2 per 1,000 inhabitants,
putting it below the European average of 312 m2 per 1,000 inhabitants. This
can be attributed to factors such as the major significance of additional retail
space in the established main shopping streets in Spanish cities. Madrid had
the highest regional density of shopping centres last year, with 501 m2 per
1,000 inhabitants. With a retail space of 38,931 m2, the opening of the Plaza
Rio 2 retail and leisure centre (on the banks of the the Manzanares River) in
October 2017 made a particular contribution to this increase. By contrast,
Barcelona has a much lower density of shopping centres. In 2017, the national
density of overall retail space was 353 m2 per 1,000 inhabitants. This corre-
sponds to a year-on-year increase of 1.1% and a rise of 2.2% relative to 2015.
A nationwide increase of more than 500,000 m2 in retail space has been pre-
dicted for 2018, which would mean a considerable increase year on year. The
density of retail space would accordingly increase to 364 m2 per 1,000 inhabit-
ants by the end of 2018.% The degree to which new scheduled retail projects
will be absorbed by the market will depend on the speed with which they can
be leased and on the expansion plans of retailers on the demand side. It is
likely that the focus will continue to be on the fashion segment for the mass
market. In Madrid, the AZCA quarter,34 a bank and skyscraper quarter on one
of the city’s most important main streets, the Paseo de la Castellana, has the
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potential to be leased to further international retailers.® In the direct vicinity,
the shopping street that runs parallel to it, Calle Orense, is home to numerous
shops belonging to various fashion labels. Overall, the project pipeline for
2018 reveals a clear focus on Madrid, Barcelona and Seville.

More than half of the shopping centres in Spain were built after 2000, in par-
ticular during the period 2007 to 2009. The overall potential for modernisation
is over 70%. Specific measures include not just structural and architectural
improvements, but also new technologies and all kinds of improvements to
their surroundings. As a result, the ratio of shops and leisure elements to res-
taurant and food offerings is likely to keep changing. The latter has been gain-
ing in significance in recent years. Its share in the gross rental area of a shop-
ping centre can now be quantified at at least one fifth — and there is an upward
trend.*

The e-commerce market has been gaining momentum in Spain. In 2016,
online retail sales amounted to around EUR 24.185 billion, which correspond-
ed to a year-on-year increase of 21%. 2017 got off to just as positive a start
with a year-on-year increase in Q1 2017 of 25%. However, the share of online
retail sales in overall retail sales was recently just 4%. This puts Spain in
fourth place in Europe, which means that it has quite a lot of catching up to do.
By contrast, the UK took first place in Europe with a proportion of 17%.%

Improved retail conditions have also had an impact on the development of
rental prices in recent years. Nationwide, the average rent for new leases in
prime shopping centres in 2017 was around EUR 90 per m2 per month.*
Elsewhere in Europe, the highest prime rent for a shopping centre in 2017 was
generated in the UK (EUR 530 per m2 per month). The European average was
EUR 153 per m2 per month, 70% higher than in Spain.39 Moreover, the rental
price for high street shops and retail parks also recorded a positive develop-
ment. Since mid-2016, there has been a noticeable stabilisation in prime rents
for high street shops in Barcelona. In the first half of 2018, this remained at the
high level of EUR 280 per m? per month. The coastal city’s prime rent there-
fore exceeded that of Madrid, which was EUR 270 m2 per month during the
observation period. For retail parks in Madrid and Barcelona, the development
of prime rents in the first half of 2018 also remained stable at EUR 21.50 per
m2 per month for Madrid and EUR 18.00 per m2 per month for Barcelona.
Here, the prices in the capital tower over those in the coastal city.4°
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Barcelona’s main shopping streets are concentrated in the city centre. They
include streets such as Rambla de Catalunya (a), Passeig de Gracia (b) and
Portal de I'Angel (c).** The stretch of Avinguda Diagonal around Placa de
Francesc Massia is another such location. Of the urban locations, Portal de
I'Angel has the highest prime rent for high street shops (2016: EUR 275 per
m?2 per month). This is also where the highest national prime rent in this seg-
ment is generated. The shopping street is home to the largest selection of
mass market fashion brands. The Passeig de Gracia has the largest range of
luxury items on any of Barcelona’s main shopping streets. Rambla de Catalu-
nya, which runs parallel to it, has a comparatively low prime rent (2016: EUR
100 per m2 per month), even though the largest proportion of high street shops
(29% share), mainly mass market brands, can be found there. Passeig de
Gracia takes second place in a comparison of local shop numbers with a
share of over 20%.*

An analysis of Madrid at a city level reveals that the high street shop segment
is spread throughout the central urban area and the Salamanca district. The
central area is home to the shopping streets Gran Via (d), Preciados (e) and
Fuencarral (f), as well as Madrid’s most famous square, the Puerta del Sol.®
The wealthy, expensive district of Salamanca is the city’s second area for high
street shopping. The important streets here are Goya, Serrano and José Orte-
ga y Gasset. The latter is where customers will find the most exclusive brands.
However, the highest prime rent (2016: EUR 255 per m2 per month) was rec-
orded for retail spaces in one of the most important shopping streets in the
city, the Calle de Preciados, in the central urban area. Calle de Serrano in
Salamanca followed with the second most expensive prime rent (2016: EUR
240 per m2 per month). Calle Fuencarral has the lowest prime rent of Madrid’s
most important main shopping streets (2016: EUR 175 per m2 per month).
This shopping street alone accounts for 51% of the high street shops in the
central urban area. In Salamanca, the streets Goya and Serrano dominate the
district’s supply of retail space with a share of over 40%. Both in the city centre
and in Salamanca, fashion chains make up the majority of the total retail sup-
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Madrid: selected main shopping streets
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Retail investments in Spain
are still on trend

Outlook for retail real estate
market

Demand 2
Supply >
Prime rent A
Retail sales A
Investment volume 2
Prime yield N

Source: http://www.hot-map.com/de/madrid, internal research

In 2017, the investment market for retail real estate in Spain recorded a very
positive development. Booming tourism and the country’s economic recovery
had a positive impact on investment demand. In 2017, the Spanish retail real
estate market recorded a transaction volume of around EUR 3.5 billion (2016:
EUR 2.9 billion), which corresponds to a share of around 38% of the total
commercial transaction volume in Spain.45 With a transaction volume of over
EUR 2.0 billion (+42% yoy), shopping centres dominated by far.*® This means
that, without a doubt, the upturn in Spanish retail is being felt on the invest-
ment market. This is also demonstrated by the development of prime yields.
Since 2017, these have continued to drop both in Madrid and in Barcelona,
from 3.40% to 3.30% for high street shops (Q2 2018).*" In the second quarter
of 2018, prime yields on retail parks in both locations had decreased to 5.00%
(Q2 2017: 5.50%). At 4.25%, prime yields for shopping centres remained sta-
ble nationwide year on year.*®

Buoyant demand on the Spanish retail real estate market in top major city
locations will continue for the rest of the year. In anticipation of increasing
retail sales, great interest from investors and retailers is still expected, primari-
ly in retail spaces in high street shops and shopping centres. Demand for retalil
space is being driven in particular by international fashion chains and by the
food and luxury items industry (food and beverage), with prime micro-locations
in Madrid and Barcelona. There is a growing focus on flagship stores for na-
tional and international retailers. We believe that online retail, which is also
advancing in Spain, will complement bricks-and-mortar retail in major cities,
although more significant growth is expected in the e-commerce market due to
the current catch-up potential. Bricks-and-mortar retail will have to intensify
how they respond in order to ensure that shopping in the city or in shopping

** Savills: Spain Retail Market Report, January 2018
> Savills: Spain Investment Market Report, January 2018

4" Cushman & Wakefield: Spain HS Retail Market Snapshot, Q2 2018

8 Cushman & Wakefield: Spain Shopping Centres Snapshot, Q2 2018
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centres remains attractive. Further occasional rent hikes can be expected for
top city locations and established shopping centres. Otherwise, rent looks set
to continue stabilising. As the supply of retail space remains limited on the
main shopping streets, selected secondary locations close to top locations
should experience an upturn. New projects and/or the modernisation of shop-
ping centres is expected both in Madrid and in Barcelona. The provincial capi-
tals of Bilbao, Valencia and Seville are also likely to remain sought-after retalil
locations due to factors such as their economic power and popularity with
tourists. Brisk demand from investors will therefore be reflected in ongoing
pleasing investment volumes and in another slight drop in prime yields. More-
over, increasing wealth in Spanish households and the creation of jobs will
play an important role in national consumption. In addition, Spain’s tourist
attractions should help to sustain high consumer demand from abroad. The
Spanish retail real estate market will therefore remain heterogeneous and on
trend for investors and retailers.

5. Hotel real estate market

Great momentum in the
hotel market
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The Spanish hotel market is setting more and more new records. With a total of
around 103.5 million (2016: 99.8 million) domestic and international guests and
around 340.0 million overnight stays (2016: 331.2 million), a new highest value
was achieved in 2017. Since 2012, this has meant a rise in guest humbers of
about 25% and an increase in the number of overnight stays of about 21%.
Spanish tourism is therefore in extremely robust, dynamic shape. Firstly, the
Spanish hotel market has benefited from the economic recovery, favourable
foreign currency developments and low oil prices. Secondly, the Spanish tour-
ism sector has profited from sustained geopolitical unrest and the strained se-
curity environment in popular holiday regions such as Turkey, Tunisia and
Egypt. As a result of the increase in visitors numbers, hotel capacity has con-
tinuously expanded in recent years. In 2017, the Spanish hotel market com-
prised around 1.5 million beds spread across 14,659 hotels.* In the global
tourism ranking prepared every two years by the World Economic Forum,
Spain took first place in spring 2017 for the second time in a row.>® Factors
such as Spain’s cultural treasures, its natural environment and landscape, and
its infrastructure and services contributed to this. Moreover, the ranking em-
phasises the Spanish tourism sector’s ability to survive in times of crisis. Spain
received another, less positive review for its relatively high prices.
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In 2017, the number of international tourists came to 82.1 million, which corre-
sponded to a year-on-year increase of 8.3%. This put Spain behind France as
the second most popular travel destination worldwide going by the number of
international tourists. The USA was pushed into third place.*

In 2017, Spain took third place for international tourist revenue on the world
stage, behind the US and China, and was once again well ahead of France and
the UK, taking first place in the European ranking with USD 66.9 billion
(+11.0% more than 2016).>

International tourist arrivals in millions Tourism revenue in USD billion
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The most important countries of origin for international tourists are the UK (with
a share of approx 28%), Germany (with a share of approx. 18%) and France
(with a share of approx. 17%).53 In light of the fact that the United Kingdom is
the most important source market for Spain, it remains to be seen what kind of
impact Brexit will have on the Spanish hotel market going forward. In 2017, the
drop in the value of the British pound against the euro was reflected straight
away in a decrease in holiday budgets. The number of British guests staying
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overnight in hotels decreased by 4.5%. Accordingly, it is anticipated that the
length of stay and local spending of British tourists will decrease in 2018 as
well.>* Overall, there is still an atmosphere of extreme uncertainty. However,
we believe that the current Spanish tourist boom could compensate for what
might be a significant decline in British tourists.

Distribution of international
tourists 2017

USA
Ireland 4%
3% [

Portugal

Switzerland 3%
3% T~
Belgium

4%
Netherlands
5%

Italy
6%

France

Nordics_~ 17%

9%

Source: BNP Paribas Real Estate, internal research

Robust hotel performance  Performance figures also show that the Spanish hotel market is developing
robustly. Revenue per available room (RevPAR) increased from EUR 39.90 to
EUR 58.70 between 2012 and 2017. This corresponds to an increase of 47%.
In this period, the average daily rate (ADR) also increased from EUR 71.40 to
EUR 87.50. Occupancy also improved from 56.0% (2012) to 67.2% (2017).>

Development of the

Spanish hotel market 120 -
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Source: Spanish Statistical Office, 2017*: preliminary figures, internal research

Madrid and Barcelona most Madrid and Barcelona are two of the most important Spanish hotel markets. In
important hotel markets 2017, the number of overnight stays came to 19.7 million in Barcelona and
19.2 million in Madrid. As the most important business travel destination, the

> Christie & Co: Hotel Investment Overview Spain 2017
°® Spanish Statistical Office
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length of stay in Madrid is generally shorter than in Barcelona; however, at 9.3
million, Madrid recorded a larger number of guests in 2017 than Barcelona at
7.7 million. Overall, tourist demand has been developing very positively in Bar-
celona since 2011 (that is, throughout the crisis years as well). By contrast, the
Madrid hotel market felt much more of an impact during the crisis years than
Barcelona due to its importance as a business travel destination, but has been
demonstrating stronger momentum than Barcelona since 2013 with the ongo-
ing economic recovery.®

Madrid: tourist demand Barcelona: tourist demand
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With its proximity to the sea and its distinct restaurant and cultural scene, the
Catalan metropolis holds powerful appeal for international tourists (proportion
of international tourists in 2017: approx. 79.8%). Barcelona is now being con-
fronted by veritable mass tourism. In 2015, Mayor Ada Colau pulled the emer-
gency brake and passed a moratorium on new hotels and tourist apartments.
High financial penalties are the punishment for marketing illegal tourist ac-
commodation without a license. Although Catalonia’s quest for independence
led to a year-on-year decrease in international tourist figures in October (-4.7%
yoy) and November (-2.3% yoy) of last year, Catalonia remained Spain’s most
popular travel destination.>’

Madrid generally has a lower proportion of international tourists than Barcelo-
na, as it is the key trade fair and congress capital and a popular destination for
domestic tourists. In 2017, 53.5% of visitors to Madrid were international tour-
ists. Due to Madrid’s great importance as a business travel destination, sea-
sonal hotel occupancy is higher in spring and autumn. By contrast, tourist
magnet Barcelona is a popular travel destination throughout the year.

The hotel performance figures for Madrid and Barcelona also reflect the posi-
tive market developments that have been taking place since the end of the real
estate crisis in 2013. In Barcelona, another increase in ADR and RevPAR can
be expected in light of the hotel moratorium together with a higher room occu-
pancy rate. Prices in Madrid are more moderate than in Barcelona, but there is
a markedly positive upward trend in performance figures due to Spain’s eco-
nomic recovery. Overall, the hotel markets in both cities are likely to feel the
impact of additional international tourist momentum due to the introduction of
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new flight routes (such as direct flights to Seoul and Hong Kong).58

Madrid: hotel performance Barcelona: hotel performance
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In financial year 2017, Spain led the European hotel investment market behind
the United Kingdom (EUR 5.4 billion) and Germany (EUR 4.2 billion) with a
transaction volume of around EUR 3.9 billion (2016: EUR 2.1 billion). This cor-
responded to a year-on-year increase of 81%. The resort and urban segments
accounted for 65% and 35% of the market respectively. Madrid and Barcelona
had the largest shares in the urban segment with around 16% and 9% respec-
tively. Foreign investors accounted for around 49% of the transaction volume,
dominated by the US (23%), the UK (12%) and France (6%). SOCIMIs (His-
pania in particular; see chapter 7) recorded a market share amongst hotel in-
vestors of 16%.> The current result of the Hotel Investment Attractiveness
Index (Europe 2017) also demonstrates that Spain is extremely popular with
hotel investors. Barcelona took third place amongst the 20 major European
cities behind Paris and London. Madrid took fifth place behind Amsterdam.®

Due to record tourist numbers, the Spanish hotel real estate market will contin-
ue its trajectory of growth in 2018. Spain will continue to benefit from geopoliti-
cal instability in competitor markets, although tourist demand is beginning to
increase again in places such as Turkey and Egypt. After the terror attack in
Barcelona in August 2017, the figures show that tourists are defying terror. The
booking platform Airbnb has created more competition. Moreover, Catalonia’s
unresolved quest for independence could cause uncertainty amongst interna-
tional tourists, although the feared slump in tourist figures has yet to material-
ise. For this reason, the overall hotel supply in Spain is expected to increase. In
particular, there is an observable trend towards four- and five-star hotels, which
we believe could result in a continuous increase in room prices. Looking at the
major cities Madrid and Barcelona in particular, we believe that there will be an
increase in prices and revenues in both hotel markets. Both cities benefit from
their proximity to airports and their good infrastructure. However, in light of the
moratorium and ongoing political uncertainty, we expect the development in
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Barcelona to be somewhat less dynamic than that in Madrid. Moreover, Ma-
drid’s hotel market is likely to feel the impact of increasing positive momentum
as a result of the ongoing economic revival combined with an increase in busi-
ness travel activity. As a result, we expect that the hotel performance of both
markets will continue to converge in the years to come. Moreover, we believe
that the current dynamic growth in the Spanish hotel market will drive growth in
alternative hotel markets such as Seville and Valencia.

6. Logistics real estate market

Logistics real estate
market growing

Spanish logistics regions

Madrid Spain’s most
important logistics market
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After the end of the real estate crisis and with the onset of economic recovery,
the Spanish logistics real estate market is currently recording an upwards trend.
Spain is benefiting from its excellent infrastructure network. For example, the
country has Europe’s longest motorway network. The largest, most important
Spanish logistics markets are Madrid and Barcelona. Other significant locations
include Valencia (Mediterranean port, airport and proximity to Madrid and Bar-
celona), Zaragoza (favourable transport location between Madrid and Barcelo-
na) and Bilbao (proximity to the Atlantic).

France

La Coruna, “
& - Gijon
Santander

@ B0l

Vitoria-Gasteiz
®

) Zar"goza » >
Barcelona
Tarragona
Madrid 9 ®
Portugal ®
))Vale.nc:a Palma de Mallorca”
e orca’}
& )
Hielva g, i1a Alicante
9 @ Murcia
A Granada Carlggena
c“.d‘z Malaga @ [
Algeciras 3 <&
=

*) @ Major shipping ports

Madrid is located in the heart of Spain and, with its radial traffic network, is an
especially important strategic location in terms of logistics. Madrid’'s logistics
activities predominantly stretch along the motorways A2 and A4,°" and the logis-
tics market is divided into three rings. The first ring (local) is located in Madrid’'s
centre. The main focus of logistics activities here is local distribution. In the sec-
ond ring (regional), there is a focus on warehouse storage and the distribution
of consumer goods. The third ring (national) is located between 30 km and 70
km from the centre and encompasses storage areas at more affordable rents
for products with lower turnover rates, etc.®
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Barcelona logistics market Situated between the sea and the mountains, Barcelona has a less favourable

boasts Spain’s third- strategic location than Madrid. The supply of logistics space is therefore limited,

largest harbour especially in the centre, and companies are increasingly switching to the pe-
riphery. On the other hand, the city has an advantageous proximity to the Medi-
terranean. Barcelona has Spain’s third-largest harbour.?® Its logistics activities
are focussed in particular along two motorways: the A2 (heading towards Zara-
goza) and the A7 (heading south-west towards Tarragona and north towards
Girona). Like in Madrid, Barcelona’s logistics market can be divided into three
rings. The first ring (local) is within a 10 km radius of the centre and includes the
port and the airport. The adjoining second ring (regional, up to 40 km from the
centre) has the third highest density of logistics real estate. The third ring (na-
tional, between 40 and 100 km from the centre) is primarily home to sprawling
logistics spaces for national and international distribution.®

% Jones Lang LaSalle: Logistics Market Report 2016, Madrid and Barcelona
64 .
> Ibid.
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With improved confidence in the Spanish economy, demand for logistics real
estate has been steadily increasing in recent years. An important factor driving
demand is the growth in online retail, which is increasing demand for extensive
storage warehouses and distribution centres. Other factors driving the Spanish
logistics market are the increase in private consumption and higher export vol-
umes. Because less and less space is available, particularly in city centres,
continuously optimising suitable logistics space is of crucial importance.

In Madrid, take-up came to 866,405 m2 in 2017. Due to the exceptionally high
number of transactions, take-up increased by 120% year on year. Take-up of
224,570 m2 was achieved in the first quarter of 2018, which was the best result
in ten years.65 Since the end of the real estate crisis, the vacancy rate has been
falling rapidly due to increased demand for logistics space. After dropping by
significantly more than half to 6.1% between 2012 and 2015, the vacancy rate
came to 4.2% in 2017 and 3.7% in the first half of 2018. There was a total of
approx. 945,286 mz of logistics space under construction at the end of the first
half of 2018 (focus on second logistics ring), of which 90% was being built
speculatively.®®

Take-up in Barcelona has set records for the last two years in a row. After re-
cording take-up of 564,273 mz2 in 2015, the city saw take-up in 2016 increase
once more to 659,064 m2. In 2017, take-up came to 450,060 m2. This decline
can be attributed primarily to a lack of products and to transactions for smaller
spaces. In the first quarter of 2018, a new record take-up result of 185,890 m?
was achieved.®’ As in Madrid, the vacancy rate has been demonstrating a clear
downward trend in recent years. After falling by more than half to 4.3% between
2013 and 2015, in 2016, it remained at a stable level at 4.4%. However, in
2017, the vacancy rate dropped even further to 3.2%. In fact, in the first ring, it
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was as low as 1.5%. This trend continued in the first half of 2018. The average
vacancy rate dropped to 2.8%. Unlike in Madrid, most, i.e. 78%, of the logistics
space under construction (Q2 2018: 316,602 m?; focus on second ring) has
been pre-leased.?®

By 2014, there had been a drop in rents in the Madrid logistics market. Since
2015, the market has again been recording a moderate upwards trend. In the
second quarter of 2018, prime rents ranged between EUR 5.25 per m2 per
month in the first ring and EUR 3.30 per m? per month in the third ring. Barcelo-
na reached the lowest point in its rental development in 2013. In 2014 and
2015, a significant rent hike was recorded in the Catalan capital. The rental
level then remained stable. After the first six months of 2018, maximum rent
was between EUR 6.75 per m2 per month in the first ring and EUR 3.80 per m2
per month in the third ring. In spite of increased demand, rental prices for both
logistics markets are still well below the pre-crisis level of 2008. In the next few
years, we expect moderate rental price increases for both markets, although
more momentum is expected in the Spanish capital. After Manchester, London
and Dublin, Madrid is one of the top five cities in Europe in terms of the highest
rental growth forecasts on the logistics markets for the years 2018 to 2022 (Ma-
drid: +3.3% p.a.). In this ranking, Barcelona is in 29th place with an expected
rental increase of 0.4%.%°

Madrid: rental range in sub-markets Q2 2018 Barcelona: rental range in sub-markets Q2 2018
8.00 - 8.00 -
6.75
4 i 5.75
6.00 525 6.00 525
4.50 - . L .
4.25 Minimum rent in 4.25 Minimum rent in
4.00 - 3.50 330 EUR/m2#/month 4.00 - 3.80 EUR/m#month
270 i m Prime rent in 2.80 m Prime rent in
’ EUR/m2/month EUR/m2/month
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0.00 0.00
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In financial year 2017, a new all-time high was recorded in the overall Spanish
market for logistics real estate, with a transaction volume of around EUR 1.41
billion. The last quarter of 2017 was especially dynamic, with a transaction vol-
ume of EUR 833 million. The most important players were SOCIMIs (see chapter
7) and international funds. At 93%, foreign investors accounted for nearly all of
these investments in 2017. In the first half of 2018, the nationwide transaction
volume in the logistics real estate market came to around EUR 424 million, of
which Catalonia accounted for 35% and Madrid 52%. Although the transaction
volume was 13% lower than H1 2017, but it needs to be considered that the pre-
vious year’s result had been unusually high. Due to high demand, in particular for
core products, prime yields in Barcelona and Madrid decreased from 6.10% (Q4
2016; both cities) to 5.75% and 5.40% respectively (Q2 2018).”°
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The Spanish logistics real estate market is developing dynamically and demon-
strating further potential for growth in 2018. Demand is steadily increasing, which
is reflected in growing take-up. We currently expect that the political uncertainty in
Catalonia will continue to have no significant impact on the logistics real estate
market. One important market driver is the expansion of online retail, which will
have an increasingly positive impact on the Spanish logistics market in the years
to come (e.g. due to a growing need for large-scale warehouses). In light of this
development, we also anticipate that there will be a further decline in the vacancy
rate and a moderate increase in rental prices. According to our market evaluation,
the upward trend on the investment market should therefore continue in 2018 as
well, although the supply shortage is likely to become more acute. The probable
result of this will be continuing pressure on yields, meaning that a decrease in
prime yields can be expected for both Madrid and Barcelona. However, com-
pared with other important European logistics locations such as Paris, London
and Berlin, with some prime yields well below 5%, the Spanish market offers at-
tractive investment opportunities. The shortage of suitable logistics space, espe-
cially in the centres of Spain’s two largest cities, means that other logistics loca-
tions such as Valencia, Zaragoza and Bilbao are likely to continue to gain in sig-
nificance.

7. Side note: SOCIMIs

Importance of SOCIMIs

Appeal of SOCIMIs
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SOCIMIs (Sociedades Colectivas de Inversién Inmobiliaria) are real estate funds,
the Spanish version of REITs (real estate investment trusts). The goal of an SO-
CIMI is to directly or indirectly invest in real estate assets such as office, retail,
residential, logistics or hotel real estate. SOCIMIs are traded on the BME (Bolsas
y Mercados Espafioles) stock exchange or using the MAB (Mercado Alternativo
Bursétil) trading system. SOCIMIs have existed under Spanish law since October
2009. However, they only became relevant to the market in January 2013 as a
number of regulatory barriers were removed, increasing investment appeal.”*
Since then, SOCIMIs have been popular with both domestic and international
investors as investment vehicles. This is illustrated by the fact that the number of
SOCIMIs has now risen to almost 60." By comparison, the German market cur-
rently has just five REITs: Alstria Office REIT-AG (approx. EUR 2,344 million),
Hamborner REIT-AG (approx. EUR 728 million), Deutsche Konsum REIT-AG
(approx. EUR 297 million), Deutsche Industrie REIT-AG (approx. EUR 169 mil-
lion) and Fair Value REIT-AG (approx. EUR 113 miIIion),73 although there are a
number of other companies in the German “REIT pipeline”.

Firstly, the appeal of SOCIMIs has to do with the supply side of things. In Germa-
ny, supervisory regulations, distribution specifications and investor restrictions are
more stringent than the relatively flexible stipulations of the Spanish MAB and
Spanish law. Secondly, the tax system (especially for legal persons) is less com-
plicated and more affordable in Spain.74 Investors who meet the legal require-
ments of an SOCIMI will benefit from a Corporate Income Tax (CIT) rate of 0%.
This makes SOCIMIs just as appealing to investors as the REITs in other West-
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ern countries.”

The legal requirements include the foIIowing76:

¢ Minimum share capital of EUR 5 million

e At least 80% must be used in metropolitan areas for rental purposes,
building plots or holdings in other SOCIMIs.

e At least 80% of SOCIMI revenues must be generated from qualifying as-
sets.

e The asset must have a minimum holding period of three years.

e Distribution of profits to the shareholders: 100% of the profits derived
from investments in other SOCIMIs, 80% of the rental income and 50% of
capital gains

Even though many new competitors have entered the market as mentioned, the
SOCIMI market is oligopolistic. The five largest market players account for
around 70% of market capitalisation. This is demonstrated by the strong associ-
ated accumulation of asset values in the largest five registered real estate portfo-
lios.

Top 5 SOCIMIs Market capitalization (in TEUR) Market share (in %)
Merlin Properties 5,820,460 25.2
Inmobilaria Colonial 4,100,689 17.8
General de Galerias Comerciales 2,860,000 12.4
Hispania Activos Inmobiliarios 1,989,069 8.6
Axiare Patrimonio 1,375,687 6.0

Merlin
Properties

25,2 %

Inmobiliaria
Colonial
17,8 %
Axiare
Patrimonio
6,0 %

Hispania
Activos General De
Inmobiliarios Galerias
8,6 % Comerciales
12,4 %

Source: Bolsa de Madrid (accessed: 28 June 2018), internal research

There are significant differences between the investment strategies of the top five
SOCIMIs when it comes to the asset classes that they invest in. Whereas office
real estate usually accounts for a certain proportion in every one of the top five,
the other asset classes are quite heterogeneously distributed. Overall, there is a
trend toward portfolio specialisation. Regionally, the main focal points are Madrid
and Barcelona.

: Ashurst LLP: SOCIMIs: A great success story that began with a failure, in: Built Environment Insights, Issue 1, from 1 March 2017
’® Latham & Watkins: New Legal and Tax Regime for the Spanish REITs, in: Client Alert, No. 1454, from 17 January 2013
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The new regulations, which have primarily created certain tax incentives for SO-
CIMiIs, have contributed to a considerable intensification of interest from interna-
tional investors and real estate companies in the Spanish real estate market.
SOCIMIs are now driving the Spanish real estate market as tax-privileged in-
vestment vehicles.

Since the end of the crisis years, the Spanish economy has been experiencing a
significant upturn. Spain has been able to once again develop into an attractive
real estate market that offers further potential for growth. The economy is steadily
expanding, and unemployment continues to drop. The outlook for further eco-
nomic development is also positive. This economic momentum is likely to contin-
ue, even though political uncertainty presents a negative factor. For example, the
new minority government under Pedro Sanchez is facing enormous challenges,
as there is still great need for reform. Moreover, although the conflicts relating to
Catalonia’s quest for separation have calmed down, they have not been resolved.
The international environment, including factors such as the Brexit negotiations
and US policy, is also causing uncertainty. Overall, we anticipate that Spain’s
positive economic outlook will continue to provide the real estate market with
tailwind. The main focus here is on the capital, Madrid, and the tourist metropolis
of Barcelona, although alternative locations such as Bilbao, Valencia and Seville
should continue to gain momentum.

In particular, the office real estate market is experiencing a continuous increase in
demand, although the supply of core properties has clearly dwindled, and prime
rents have risen. Take-up is expected to keep growing. Retail in Madrid and Bar-
celona has undergone a considerable revival due to the positive development of
the domestic economy. Demand is developing extremely buoyantly. For this rea-
son, it is likely that rents will continue to increase in the top locations in the cities
of Madrid and Barcelona. The hotel real estate market is also on a trajectory of
growth due to record tourist numbers. The performance of hotel markets in Ma-
drid and Barcelona has steadily improved in recent years. This trend looks set to
continue. Madrid in particular will feel the positive effects of the increase in busi-
ness travel activity as a result of the economic recovery. Barcelona is and will
remain a tourist magnet, even if the political unrest at the end of last year has led
to a slight decline in international visitors. The logistics real estate markets in



L]
5 Finanzgruppe

NORD/ LB DEUTSCHE/HYPO

Ein Unternehmen der NORD/LB

Barcelona and Madrid also promise further prospects for growth. Demand is
steadily increasing, which means there is also a shortage of prime locations in
these centres. One significant driving force is online retail, which is increasing the
need for large warehouses. SOCIMIs (Spanish REITs) have become important
market players in the Spanish investment market. The reform of the Spanish
REIT law in early 2013 has made investing in the Spanish real estate sector
much more attractive. Ultimately, this has facilitated the recovery of the real es-
tate sector. Even though political events are presenting the Spanish real estate
market with a certain degree of uncertainty, the good economic framework means
that the signs are pointing towards growth.
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Contact at NORD/LB Group
Deutsche Hypo

Deutsche Hypo is a Pfandbrief bank specialising in the financing of commercial real estate. It is a member
company of the NORD/LB Group, of which it forms the centre of competence for the core business area of
commercial real estate financing (office and retail real estate, tower block construction, hotels and logistics).
Founded in 1872, Deutsche Hypo operates in Germany, the United Kingdom, France, the Benelux countries,
Spain and Poland. The Bank has its headquarters in Hanover, with locations in Hamburg, Frankfurt, Dissel-
dorf and Munich, as well as in Amsterdam, London, Paris, Madrid and Warsaw. With some 400 employees
and total assets of EUR 23.7 billion, Deutsche Hypo is one of the major German real estate financing institu-
tions. You will find more information at www.deutsche-hypo.de.

Contact:

Ralf Vogel H_ead of Domestic Property +49 (511) 3045-790 ralf.vogel@deutsche-hypo.de
Finance

. Head of International Real ingo.martin@deutsche-

Ingo Martin Estate & Structured Finance +49 (511) 3045-742 hypo.de

Thomas Staats Head of In@ernauonal +49 (511) 3045-163 thomas.staats@deutsche-
Property Finance hypo.de

Dieter Koch Head of Real Est_ate +49 (511) 3045-871 dieter.koch@deutsche-
Investment Banking hypo.de

Maria Teresa Linares Head of Madrid Office +34 618 109 905 maite.linares@deutsche-

Fernandez hypo.de

NORD/LB

NORDILB is the leading universal bank in northern Germany. As the state bank of the federal states of Lower
Saxony and Saxony-Anhalt, it supports the local governments in the provision municipal financing and acts as
a central bank for the savings banks in these two states and in Mecklenburg-Vorpommern. For over 20 years,
NORD/LB has been operating successfully as a consultant, financier and partner to municipal companies in
the housing sector and is now one of Germany's top 10 financiers in the sector. Thanks to its in-depth market
knowledge and years of expertise analysing housing companies, it is able to develop innovative, customised
financing solutions for its customers. You will find more information at www.nordlb.de.

Contact:

Valuation Manage-

Dr Karsten Schroter ment/Quality Assurance

+49 (511) 361-8790 karsten.schroeter@nordlb.de

Corporate Housing Sector

Jens Zillmann Clients

+49 (391) 589-1539 jens.zillmann@nordlb.de

Dr Martina NoRR Esggot:;)ll?esearch/Natlonal +49 (511) 361-8701 martina.noss@nordlb.de

L]
5 Finanzgruppe


http://www.deutsche-hypo.de/
mailto:ralf.vogel@deutsche-hypo.de
mailto:ingo.martin@deutsche-hypo.de
mailto:ingo.martin@deutsche-hypo.de
mailto:thomas.staats@deutsche-hypo.de
mailto:thomas.staats@deutsche-hypo.de
mailto:dieter.koch@deutsche-hypo.de
mailto:dieter.koch@deutsche-hypo.de
mailto:maite.linares@deutsche-hypo.de
mailto:maite.linares@deutsche-hypo.de

NORD/ LB DEUTSCHE/HYPO

Ein Unternehmen der NORD/LB

Disclaimer / Additional Information

This research study (hereinafter the ,Material’) was drawn up by NORDDEUTSCHE LANDESBANK GIROZENTRALE
(,NORD/LB"). The supervisory authorities in charge of NORD/LB are the European Central Bank (,,ECB*), SonnemannstraBe
20, D-60314 Frankfurt am Main, and the Federal Financial Supervisory Authority (Bundesanstalt fur Finanzdienstleitung-
saufsicht - ,,BaFin“), Graurheindorfer Str. 108, D-53117 Bonn, and Marie-Curie-Str. 24-28, D-60439 Frankfurt am Main. Details
about the extent of NORD/LB’s regulation by the respective authorities are available on request. Generally, this Material or the
products or services described therein have not been reviewed or approved by the competent supervisory authority.

This Material is addressed exclusively to recipients in Australia, Austria, Belgium, Canada, Cyprus, the Czech Republic, Denmark, Esto-
nia, Finland, France, Germany, Greece, Indonesia, Ireland, Italy, Japan, Korea, Luxembourg, the Netherlands, New Zealand, Poland,
Portugal, Singapore, Spain, Sweden, Switzerland, the Republic of China (Taiwan), Thailand, the United Kingdom and Vietnam (hereinaf-
ter the ,,Relevant Persons” or ,Recipients”). The contents of this Material are disclosed to the Recipients on a strictly confidential basis
and, by accepting this Material, the Recipients agree that they will not forward to third parties, copy and/or reproduce this Material with-
out NORD/LB’s prior written consent. This Material is only addressed to the Relevant Persons and any persons other than the Relevant
Persons must not rely on the information in this Material. In particular, neither this Material nor any copy thereof must be forwarded or
transmitted to Japan or the United States of America or its territories or possessions or distributed to any employees or affiliates of Re-
cipients resident in these jurisdictions.

This Material is not an investment recommendation/investment strategy recommendation, but promotional material solely intended for
general information purposes. For this reason, this Material has not been drawn up in consideration of all statutory requirements with
regard to the impartiality of investment recommendations/ investment strategy recommendations. Furthermore, this Material is not sub-
ject to the prohibition of trading before the publication of investment recommendations/ investment strategy recommendations.

This Material and the information contained herein have been compiled and are provided exclusively for information purposes. This
Material is not intended as an investment incentive. It is provided for the Recipient’s personal information, subject to the express under-
standing, which is acknowledged by the Recipient, that it does not constitute any direct or indirect offer, recommendation, solicitation to
purchase, hold or sell or to subscribe for or acquire any securities or other financial instruments nor any measure by which financial
instruments might be offered or sold.

All actual details, information and statements contained herein were derived from sources considered reliable by NORD/LB. For the
preparation of this Material NORD/LB uses issuer-specific financial data providers, own estimates, company information and public
media. However, since these sources are not verified independently, NORD/LB cannot give any assurance as to or assume responsibil-
ity for the accuracy and completeness of the information contained herein. The opinions and prognoses given herein on the basis of
these sources constitute a non-binding evaluation of NORD/LB. Any changes in the underlying premises may have a material impact on
the developments described herein. Neither NORD/LB nor its governing bodies or employees can give any assurance as to or assume
any responsibility or liability for the accuracy, adequacy and completeness of this Material or any loss of return, any indirect, consequen-
tial or other damage which may be suffered by persons relying on the information or any statements or opinions set forth in this Material
(irrespective of whether such losses are incurred due to any negligence on the part of these persons or otherwise).

Past performances are not a reliable indicator of future performances. Exchange rates, price fluctuations of the financial instruments and
similar factors may have a negative impact on the value and price of and return on the financial instruments referred to herein or any
instruments linked thereto. In connection with securities (purchase, sell, custody) fees and commissions apply, which reduce the return
on investment. An evaluation made on the basis of the historical performance of any security does not necessarily give an indication of
its future performance.

This Material neither constitutes any investment, legal, accounting or tax advice nor any representation that an investment or strategy is
suitable or appropriate in the light of the Recipient’s individual circumstances, and nothing in this Material constitutes a personal recom-
mendation to the Recipient thereof. The securities or other financial instruments referred to herein may not be suitable for the Recipient’s
personal investment strategies and objectives, financial situation or individual needs.

Also this Material as a whole or any part thereof is not a sales or other prospectus. Correspondingly, the information contained herein
merely constitutes an overview and does not form the basis for an investor‘s potential decision to buy or sell. A full description of the
details relating to the financial instruments or transactions which may relate to the subject matter of this Material is set forth in the rele-
vant (financing) documentation. To the extent that the financial instruments described herein are NORD/LB’s own issues and subject to
the requirement to publish a prospectus, the conditions of issue applicable to any individual financial instrument and the relevant pro-
spectus published with respect thereto as well NORD/LB’s relevant registration form, all of which are available for downloading at
www.nordlb.de and may be obtained, free of charge, from NORD/LB, Georgsplatz 1, 30159 Hanover, shall be solely binding. Any poten-
tial investment decision should at any rate be made exclusively on the basis of such (financing) documentation. This Material cannot
replace personal advice. Before making an investment decision, each Recipient should consult an independent investment adviser for
individual investment advice with respect to the appropriateness of an investment in financial instruments or investment strategies as
contemplated herein as well as for other and more recent information on certain investment opportunities.

Each of the financial instruments referred to herein may involve substantial risks, including capital, interest, index, currency and credit
risks, political, fair value, commodity and market risks. The financial instruments could experience a sudden substantial deterioration in
value, including a total loss of the capital invested. Each transaction should only be entered into on the basis of the relevant investor's
assessment of its individual financial situation as well as of the suitability and risks of the investment.

NORD/LB and its affiliates may, for their own account or for the account of third parties, participate in transactions involving the financial
instruments described herein or any underlying assets, issue further financial instruments having terms that are the same as or similar to
those governing the financial instruments referred to herein as well as enter into transactions to hedge positions. Such actions may affect
the price of the financial instruments described in this Material.

To the extent the financial instruments referred to herein are derivatives, they may involve an initial negative market value from the
customer’s point of view, depending on the terms and conditions prevailing as of the transaction date. Furthermore, NORD/LB reserves
the right to pass on its economic risk from any derivative transaction it has entered into to third parties in the market by way of a mirror
image counter-transaction.

Further information on any fees which may be included in the sales price is set forth in the brochure ,Customer Information Relating to
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Securities Transactions” which is available at www.nordlb.de.

The information set forth in this Material shall supersede all previous versions of any relevant Material and refer exclusively to the date
as of which this Material has been drawn up. Any future versions of this Material shall supersede this present version. NORD/LB shall
not be under any obligation to update and/or review this Material at regular intervals. Therefore, no assurance can be given as to its
currentness and continued accuracy.

By making use of this Material, the Recipient shall accept the foregoing terms and conditions.

NORD/LB is a member of the protection scheme of Deutsche Sparkassen-Finanzgruppe. Further information for the Recipient is set
forth in clause 28 of the General Terms and Conditions of NORD/LB or at www.dsgv.de/sicherungssystem.

Additional information for recipients in Australia

NORD/LB IS NOT A BANK OR AN AUTHORISED DEPOSIT TAKING INSTITUTION AUTHORISED UNDER THE BANKING ACT 1959
OF AUSTRALIA. IT IS NOT REGULATED BY THE AUSTRALIAN PRUDENTIAL REGULATION AUTHORITY.

NORD/LB is not providing personal advice with this Material, and has not considered one or more of the recipient’s objectives, financial
situation and need (other than for anti-money laundering purposes).

Additional information for recipients in Austria

None of the information contained in this Material constitutes a solicitation or offer by NORDI/LB or its affiliates to buy or sell any securi-
ties, futures, options or other financial instruments or to participate in any other strategy. Only the published prospectus pursuant to the
Austrian Capital Market Act should be the basis for any investment decision of the Recipient.

For regulatory reasons, products mentioned in this Material may not being offered into Austria and are not available to investors in Aus-
tria. Therefore, NORD/LB might not be able to sell or issue these products, nor shall it accept any request to sell or issues these prod-
ucts, to investors located in Austria or to intermediaries acting on behalf of any such investors.

Additional information for recipients in Belgium

Evaluations of individual financial instruments on the basis of past performance are not necessarily indicative of future results. It should
be noted that the reported figures relate to past years.

Additional information for recipients in Canada

This Material is a general discussion of the merits and risks of a security or securities only, and is not in any way meant to be tailored to
the needs and circumstances of any Recipient.

Additional information for recipients in Cyprus

This Material constitutes an analysis within the meaning of the definition section of the Cyprus Directive D1444-2007-01(No 426/07).
Furthermore, this material is provided for informational and advertising purposes only and does not constitute an invitation or offer to sell
or buy or subscribe any investment product.

Additional information for recipients in Czech Republic

There is no guarantee to get back the invested amount. Past performance is no guarantee of future results. The value of investments
could go up and down.

The information contained in this Material is provided on a non-reliance basis and its author does not accept any responsibility for its
content in terms of correctness, accuracy or otherwise.

Additional information for recipients in Denmark

This Material does not constitute a prospectus under Danish securities law and consequently is not required to be nor has been filed with
or approved by the Danish Financial Supervisory Authority as this Material either (i) has not been prepared in the context of a public
offering of securities in Denmark or the admission of securities to trading on a regulated market within the meaning of the Danish Securi-
ties Trading Act or any executive orders issued pursuant thereto, or (ii) has been prepared in the context of a public offering of securities
in Denmark or the admission of securities to trading on a regulated market in reliance on one or more of the exemptions from the re-
quirement to prepare and publish a prospectus in the Danish Securities Trading Act or any executive orders issued pursuant thereto.
Additional information for recipients in Estonia

It is advisable to examine all the terms and conditions of the services provided by NORD/LB. If necessary, Recipient of this Material
should consult with an expert.

Additional information for recipients in Finland

The financial products described in this Material may not be offered or sold, directly or indirectly, to any resident of the Republic of Fin-
land or in the Republic of Finland, except pursuant to applicable Finnish laws and regulations. Specifically, in the case of shares, those
shares may not be offered or sold, directly or indirectly, to the public in the Republic of Finland as defined in the Finnish Securities Mar-
ket Act (746/2012, as amended). The value of investments may go up or down. There is no guarantee to get back the invested amount.
Past performance is no guarantee of future results.

Additional information for recipients in France

NORDI/LB is partially regulated by the Autorité des Marchés Financiers for the conduct of French business. Details about the extent of
our regulation by the respective authorities are available from us on request.

This Material constitutes an analysis within the meaning of Article 24(1) Directive 2006/73/EC, Article L.544-1 and R.621-30-1 of the
French Monetary and Financial Code and does qualify as recommendation under Directive 2003/6/EC and Directive 2003/125/EC.
Additional information for recipients in Greece

The information herein contained describes the view of the author at the time of its publication and it must not be used by its Recipient
unless having first confirmed that it remains accurate and up to date at the time of its use.

Past performance, simulations or forecasts are therefore not a reliable indicator of future results. Mutual funds have no guaranteed
performance and past returns do not guarantee future performance.
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Additional information for recipients in Indonesia

This Material contains generic information and has not been tailored to certain Recipient’s specific circumstances. This Material is part of
NORD/LB’s marketing materials.

Additional information for recipients in Ireland

This Material has not been prepared in accordance with Directive 2003/71/EC, as amended, on prospectuses (the “Prospectus Di-
rective”) or any measures made under the Prospectus Directive or the laws of any Member State or EEA treaty adherent state that
implement the Prospectus Directive or those measures and therefore may not contain all the information required where a document is
prepared pursuant to the Prospectus Directive or those laws.

Additional information for recipients in Japan

This Material is provided for information purposes only and it is not intended to solicit any orders for securities transactions or commodi-
ties futures contracts. While we believe that the data and information contained in this Material is obtained from reliable sources, we do
not guarantee the accuracy or completeness of the data and information.

Additional information for recipients in Korea

This Material has been provided to you without charge for your convenience only. All information contained in this Material is factual
information and does not reflect any opinion or judgement of NORD/LB. The information contained in this Material should not be con-
strued as an offer, marketing, solicitation or investment advice with respect to financial investment products in this Material.

Additional information for recipients in Luxembourg

Under no circumstances shall this Material constitute an offer to sell, or issue or the solicitation of an offer to buy or subscribe for Prod-
ucts or Services in Luxembourg.

Additional information for recipients in New Zealand

NORDI/LB is not a registered Bank in New Zealand. This Material is general information only. It does not take into account your financial
situation or goals and is not a personalized financial adviser service under the Financial Advisers Act 2008.

Additional information for recipients in Netherlands

The value of your investments may fluctuate. Results achieved in the past do not offer any guarantee for the future (De waarde van uw
belegging kan fluctueren. In het verleden behaalde resultaten bieden geen garantie voor de toekomst).

Additional information for recipients in Poland

This Material does not constitute a recommendation within the meaning of the Regulation of the Polish Minister of Finance Regarding
Information Constituting Recommendations Concerning Financial Instruments or Issuers thereof dated 19 October 2005.

Additional information for recipients in Portugal

This Material is intended only for institutional clients and may not be (i) used by, (ii) copied by any means or (iii) distributed to any other
kind of investor, in particular not to retail clients. This Material does not constitute or form part of an offer to buy or sell any of the securi-
ties covered by the report nor can be understood as a request to buy or sell securities where that practice may be deemed unlawful. This
Material is based on information obtained from sources which we believe to be reliable, but is not guaranteed as to accuracy or com-
pleteness. Unless otherwise stated, all views herein contained are solely expression of our research and analysis and subject to change
without notice.

Additional information for recipients in Singapore

This Analysis is intended only for Accredited Investors or Institutional Investors as defined under the Securities and Futures Act in Sin-
gapore. If you have any queries, please contact your respective financial adviser in Singapore.

This Analysis is intended for general circulation only. It does not constitute investment recommendation and does not take into account
the specific investment objectives, financial situation or particular needs of the Recipient. Advice should be sought from a financial ad-
viser regarding the suitability of the investment product, taking into account the specific investment objectives, financial situation or
particular needs of the Recipient, before the Recipient makes a commitment to purchase the investment product.

Additional information for recipients in Sweden

This Material does not constitute or form part of, and should not be construed as a prospectus or offering memorandum or an offer or
invitation to acquire, sell, subscribe for or otherwise trade in shares, subscription rights or other securities nor shall it or any part of it form
the basis of or be relied on in connection with any contract or commitment whatsoever. This Material has not been approved by any
regulatory authority. Any offer of securities will only be made pursuant to an applicable prospectus exemption under EC Prospectus
Directive, and no offer of securities is being directed to any person or investor in any jurisdiction where such action is wholly or partially
subject to legal restrictions or where such action would require additional prospectuses, other offer documentation, registrations or other
actions.

Additional information for recipients in Switzerland

This Material has not been approved by the Federal Banking Commission (merged into the Swiss Financial Market Supervisory Authority
“FINMA” on 1 January 2009).

NORD/LB will comply with the Directives of the Swiss Bankers Association on the Independence of Financial Research, as amended.

This Material does not constitute an issuing prospectus pursuant to article 652a or article 1156 of the Swiss Code of Obligations. This
Material is published solely for the purpose of information on the products mentioned in this advertisement. The products do not qualify
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as units of a collective investment scheme pursuant to the Federal Act on Collective Investment Schemes (CISA) and are therefore not
subject to the supervision by the Swiss Financial Market Supervisory Authority (FINMA).

Additional information for recipients in the Republic of China (Taiwan)

This Material is provided for general information only and does not take into account any investor’s particular needs, financial status, or
investment objectives. Nothing in this Material should be construed as a recommendation or advice for you to subscribe to a particular
investment product. You should not rely solely on the Material provided when making your investment decisions. When considering any
investment, you should endeavour to make your own independent assessment and determination on whether the investment is suitable
for your needs and seek your own professional financial and legal advice.

NORD/LB has taken all reasonable care in producing this Material and trusts that the information is reliable and suitable for your situa-
tion at the date of publication or delivery, but no representation or warranty of accuracy or completeness is given. To the extent that
NORDI/LB has exercised the due care of a good administrator, we accept no responsibility for any errors, omissions, or misstatements in
this Material. NORD/LB does not guarantee any investment results and does not guarantee that the strategies employed will improve
investment performance or achieve your investment objectives.

Additional information for recipients in the UK

NORDI/LB is subject to limited regulation by the Financial Conduct Authority (“FCA”) and the Prudential Regulation Authority (“PRA”).
Details about the extent of our regulation by the FCA and PRA are available from NORD/LB on request.

This Material is a financial promotion. Relevant Persons in the UK should contact NORD/LB’s London Branch, Investment Banking
Department, Telephone: 0044 / 2079725400 with any queries.

Investing in financial instruments referred to in this Material may expose an investor to a significant risk of losing all of the amount in-
vested.

Time of going to press
Friday, 10 August 2018 12:00h (CET)
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