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From the hunt for product to the search for
the right price
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The heady concoction of war, conflicts, capacity bottlenecks, climate change, costs, economy and COVID
still has a stranglehold on politics, the economy and society. The wind has also changed in the real
estate sector, even if the current situation does not show this to the level we seem to hear and read
about: there was a total investment volume of €53 billion in the German real estate market in the first
nine months of 2022. This is a fall of 13% compared to 2021 but is still a satisfactory result in view of the
turbulent and uncertain market conditions. Properties with a total volume of almost €17 billion changed
hands in the third quarter alone, which is more than in the period from April to June. The number of
transactions has increased again, so although there is talk of a general cooling down of the market,
there is no reason to sound the death knell for the German investment market quite yet.
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At the moment, the critical issue is less a look back to the third quarter but rather the overall market
trend going into the final quarter of the year. There are some positive signals that the market is learning
to live with the new framework conditions. At the same time, we see that investors are looking very
closely before they act and are more cautious than before the pandemic, but it is interest rates above all
which are impacting the market right now.
One reason for this is the high inflation rates and, in particular, their persistence. Players are currently
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At the moment, the critical issue is less a look back to the third quarter but rather the overall market
trend going into the final quarter of the year. There are some positive signals that the market is learning
to live with the new framework conditions. At the same time, we see that investors are looking very
closely before they act and are more cautious than before the pandemic, but it is interest rates above all
which are impacting the market right now.
One reason for this is the high inflation rates and, in particular, their persistence. Players are currently
uncertain about the effects of rising bond yields, the further development of central bank base rates and
the potential impacts of a recession on the supply and demand situation in the real estate economy, and
many are adopting a wait-and-see approach. Pricing in the bond market is generally taken as a
reference point for pricing in the property sector. The currently unclear reactions of the European
Central Bank (ECB) in terms of combating inflation through changes in interest rates indicate that
investors are likely to remain in something of a “price discovery mode” until the end of the year. This is
why it is so important that monetary policy follows a clear and comprehensible trajectory. There is some
clarity offered by the latest rise in interest rates including the announcement of at least two further hikes
by the end of the year. As a result, the dangers of a recession are tending to fade into the background, as
the persistence of inflation at the current high level would undoubtedly have had a greater economic
impact than a (hopefully) mild and shorter-term economic stagnation.

Properties remain an important building block in terms of portfolio diversification and can offer a hedge
against inflation with appropriate contractual structures. Even if, according to Preqin, there is still a
substantial volume of liquidity in the global market with over US$ 380 billion fund capital not yet
invested at mid-year, investment options for investors are narrowing because either sellers are not
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Properties remain an important building block in terms of portfolio diversification and can offer a hedge
against inflation with appropriate contractual structures. Even if, according to Preqin, there is still a
substantial volume of liquidity in the global market with over US$ 380 billion fund capital not yet
invested at mid-year, investment options for investors are narrowing because either sellers are not
prepared to accept price discounts or because debt financing is in short supply in the current market.
Nonetheless, all parties are still willing to do deals. Investors and lenders are concentrating on
transactions offering long-term orientation and promising sustainable growth potential. The market is
currently in transition, the new price levels are in a processing phase and the type of liquidity is shifting
from debt to equity capital. The capital market is also realigning itself on the side lines. Contrary to the
previous flight into real estate due to the zero to negative interest rates environment, the focus of
investment is shifting in the direction of inflation hedges, securing real returns and leveraging the
exchange rate opportunities offered by the Euro.

High purchase prices are still accepted in
the prime segment
JLL is currently observing some sales still being concluded at the same pricing level as early in the year,
but that other transactions are now based on new pricing levels. Purchasers are still prepared to pay
high prices, particularly in the prime segment. The decisive factors are the level of rental growth
potential, the equity ratio and whether banks are willing to provide financing. However, for leverageorientated investors, the investment opportunities are currently very limited in view of the total
financing cost of around 4.4%.

€53 bn

-13 %

volume of transactions
in Q1-3 2022

compared to
Q1-3 2021

JLL stands by its forecast that the full-year transaction volume in 2022 will settle at around €70 billion,
corresponding to a fall of 37% compared to the previous year. This means that we expect a volume of
around €17 billion over the final quarter. No-one expects the traditional year-end rally in 2022. We are
currently going through a period of re-orientation which is likely to last at least three to four months.
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JLL stands by its forecast that the full-year transaction volume in 2022 will settle at around €70 billion,
corresponding to a fall of 37% compared to the previous year. This means that we expect a volume of
around €17 billion over the final quarter. No-one expects the traditional year-end rally in 2022. We are
currently going through a period of re-orientation which is likely to last at least three to four months.
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During this phase, we expect that institutional investors in particular will increase their investments in
fixed-rate government bonds. The yield for 10-year German government bonds is around 2.0%. On a
nominal basis, the yield gap between these and real estate (based on the average prime yield for office
properties) has narrowed to around 1.0%-point. As soon as the orientation phase in the real estate
market comes to an end, we expect that more capital will return to real estate as an asset class. The
longer the inflationary environment persists, the sooner this will happen as even despite the rising
yields for government bonds, these remain negative in real terms after a deduction for inflation. For the
first time in decades, we have significantly negative real interest rates in Germany., However, this
liquidity will shift back towards equity-driven real estate investments as soon as insurance companies,
pension funds and private savers have recognised this loss of purchasing power and wealth.
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Fewer portfolio transactions; and is retail
on the verge of a comeback?
The volume of single-asset transactions totalled €31 billion at the end of the third quarter, a fall of 13%
compared to 2021. Portfolio transactions were no longer quite as dynamic compared to the first half of
the year, with a volume of just under €22 billion, which is also down 13% year-on-year. Nonetheless, the
two largest transactions over the past quarter were portfolio sales including the 64% takeover of
Deutsche Euroshop led by the Otto family and Oaktree. The takeover included the transfer of ownership
of 17 shopping centres in Germany. As the largest single-asset transaction, the VoltAir deal in Berlin was
placed third with a volume of over €450 million. But it is not only these high-volume transactions that
confirm that the investment market is still functioning: transactions in the mid-range segment between
€50 and €100 million also totalled over €3.6 billion, which is an increase of 22% compared to the second
quarter.

Transaction volume Q1-3 2022
Living

Logistics-Industrial

Office

Retail

Total

Berlin

Hamburg

Frankfurt (Main)

Munich

Düsseldorf

Cologne

Stuttgart
0

2,000

4,000

6,000

8,000

€ million
Status: October 2022; Source: JLL

At almost €20 billion (in the first three quarters), the greatest proportion of capital was invested in office
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At almost €20 billion (in the first three quarters), the greatest proportion of capital was invested in office
properties (37% of the total transaction volume in Germany). This was followed by the residential
segment with €12 billion (23%). Logistic properties came in at €7.6 billion, increasing their share to 14%.
Retail properties experienced a marginal revival with a volume of €7.1 billion (also 14%). Whether this
heralds a reversal of trend in this sector remains to be seen, but in addition to the Deutsche Euroshop
takeover, a number of mixed-use retail and commercial buildings, shopping centres and department
stores were sold in the market, ending the total dominance of food-anchored retail warehouses and
supermarkets.
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Yields are tending to rise, particularly for
B-grade properties in secondary locations
One of the most frequently asked questions at the moment is the issue of market pricing or simply:
where are yields? Prime yields in the Core segment are relatively stable overall. In the case of office
properties, there was a slight increase by an average of 12 bps to a current yield of 2.84%. This
observation is confirmed by the transactions which have taken place over recent weeks. The situation is
different for office buildings in weaker locations or poorer quality properties. The average yield for these
has risen by 44 bps to 4.69%, which is a big jump for the Big 7 cities. The gap between prime and
secondary properties has therefore widened and also reflects the behaviour of investors and financing
banks, which are now significantly more risk averse.
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Transaction Volume by Risk Profile of the Investments
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In the logistics segment, we also see a significant hike in yield of 32 bps to 3.43%. Particularly in the top
logistics regions, there is still a lack of reliable comparable transactions compared to the office segment.
However, investments have shifted to other regions, which may be an indication that sellers in the Big 5
are currently less prepared to sell and buyers are being forced to switch to other locations.
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In the logistics segment, we also see a significant hike in yield of 32 bps to 3.43%. Particularly in the top
logistics regions, there is still a lack of reliable comparable transactions compared to the office segment.
However, investments have shifted to other regions, which may be an indication that sellers in the Big 5
are currently less prepared to sell and buyers are being forced to switch to other locations.
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It remains to be seen at which level prices will settle in future. There will need to be greater calmness on
the interest rate front before the market stabilises. Clarity and stability are the foundation stones for the
reinvigoration of the investment market.
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Do you have any questions or suggestions regarding the Investment Market Overview? Contact us:
Download offline version of report
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