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Dear readers,

the decrease in the
Deutsche Hypo
REECOX in the
fourth quarter of
2018 is the largest
since 2011. At first
glance that development might seem a little
surprising, as commercial real estate mar-
kets in the most important European states
are still running well.

But when taking a second look, the current
development of the REECOX was to be expec-
ted. If we consider the neverending chaos
surrounding the Brexit, the social challenges
in many European countries or the reduced
growth forecasts. The fact that the stock
markets are collapsing in this difficult
environment, along with the Deutsche Hypo
REECOX, is certainly alarming. But it is also
understandable.

Kind regards,
Sabine Barthauer
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DEUTSCHE HYPO REECOX SEES DOWNTURN AT THE END OF THE YEAR

While recent quarterly reports have not displayed a clear trend, and the
European Real Estate Economy Index (Euro Score) has fluctuated, the
direction at the end of the year is unequivocal: the REECOX Euro Score
currently lies at 233.9 points, its lowest level in two years. Seen retro-
spectively, this development began in September, when the index value
decreased by 1.0 % compared to the previous month, ending the
stagnation seen over the summer. By the end of the year, with decreases
four months in a row, a dynamic had become established. Such distinct
movement had not been seen since the first quarter of 2018, and before
that mid-2016. In September the index was at 245.4 points, correspon-
ding to a 4.7 % decrease. Overall the Euro Score fell by 6.3 % last year,
the most significant annual decline since 2011. However, the key dif-
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ference is that the REECOX stood at 172.2 points at the end of 2011 —
compared to 233.9 points today.

There is no clear driver of the current developments. Instead the majori-
ty of the countries included in the REECOX are displaying negative
tendencies — although to significantly different degrees. The clearest
negative movement was in the United Kingdom (-5.4 %) and France
(-5.3 %), while the Polish Real Estate Economy Index more or less stag-
nated (-0.4 %). Over 2018 as a whole, Poland (-0.9 %) was also a positive
outlier while all other countries saw significant negative development.
The steepest fall was in France (-8.6 %), while the decrease in Germany
was comparatively low (-4.7 %).

Real estate economy until December 2018
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_ SHORT DECLINE OR TREND REVERSAL FOR THE
GERMAN REAL ESTATE ECONOMY INDEX

Germany was recently the only country surveyed that still displayed positive development.
But in the fourth quarter of 2018 the German Real Estate Economy Index also declined to its
current level of 298.2 points. The 4.7 % decrease reflects the development of the Euro Score.
However, it should be keptin mind that the index is just below the 300 point mark, remaining
ata high overalllevel. The coming months will show whether the German Real Estate Economy
Index is experiencing a short decline or if a sustained trend reversal is taking place.

As in most other countries, the development of the leading share index in Germany has had a
significant effect on the Real Estate Economy Index. Last quarter, the DAX fell by 13.8 % to its
recentlevel of 10,559.0 points — still above the symbolically important 10,000 point mark. The
rate of the change in the German real estate share index DIMAX was also negative. Over the
course of the fourth quarter it declined by 5.6 % to its current level of 794.4 points. It is note-
worthy that this was the first quarterly index decrease in two years. The Economic Sentiment
Indicator (ESI) developed comparatively moderately: the 2.3 % fall to its current level of 109.9
points compensated somewhat for the partially significant declines in the other input varia-
bles.

Key figures of the real estate economies

Change of input variables in Q4-18

COMMENT ON THE MARKET

Peter Kleinhdtten,
Acquisition North
Rhein-Westphalia

By the end of 2018, the Germany Score of the Deutsche Hypo REECOX had
fallen to levels last seen in April 2017. Is that a warning sign? Perhaps! Of
course, the German real estate market is still in good shape, otherwise it
could never have achieved record transaction volumes of more than € 60
billion. But it seems like the air up on the plateau, where we've been for
some time now, is slowly thinning. Geopolitical risks are increasing — that
doesn‘t just exert downward pressure on share prices, but also on senti-
ment, with the result thatinvestors are currently considering investments
very carefully. Those factors are joined by the knowledge that individual
asset classes can be more quickly affected by a weakening economy. My
conclusion: The current real estate cycle is in a state of advanced maturi-
ty. And ripe fruit can only be picked and eaten for a limited time. The ques-
tion is: How long exactly?

“Ripe fruit can only be picked and eaten for a limited
time. The question is: How long exactly?”

Values of the real estate economy

Country Leading share | Real estate |f;ig¢:;?;i2f  Basic Risk-ree Change of the real estate economy Q3-18/Q4-18 D;gi g’/‘;)
index share index sentiment interest rate interest rate Q4-18
Germany J N N -> - 313 306 308 298 4,7
UK ) N N - i 216 213 207 205 5,4
France 1 {1 L -> -> o= 236 230 229 224 5,3
Netherlands d dl N -> —— 199 195 195 191 4,0
Poland -> N -> -> l. 150 188 186 189 187 -0,4
Spain d N N - -> Q3-18 Oct 18 Nov 18 Q4-18 196 196 196 192 24
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