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TOWARDS ASSET-ROTATION
ON THE PROPERTY MARKET
In the previous edition of Newsec
Property Outlook we pointed out that
a global recovery will have a notable
impact on the Northern European
property market. We have now started
to see clear signs of that recovery. A
number of global macroeconomic indicators have begun to improve recently,
and according to our macroeconomic
scenario the world economy will go on
recovering during 2013. As this trend
develops, segments of the property
market that are considered riskier and
less attractive by investors today will
start to outperform the prime segments. As investors shift focus from
the prime end of the market, the bestreturning properties will be high-yielding assets with stable cash-flows.
ARE INVESTORS AHEAD
OF FUNDAMENTALS?
Long-term interest rates have been
rising for the past six months, and the
fundamental reasons are both cyclical
and structural. The financial markets
have started to discount a global economic recovery. As a result investors’
willingness to accept risk has increased
and capital is moving from super-safe
government bonds to more high-yielding assets.

On a structural level the direction is
also towards higher interest rates, as
a two-decade-long trend of declining
global investment is about to end. The
Western economies have underinvested for decades and it is becoming increasingly clear that investment will be
a crucial factor in increasing the developed world’s international competiveness. Simultaneously, reduced imbalances between emerging economies
and the developed world mean that
a larger part of the emerging economies’ savings will go into much-needed
domestic investments instead of consumption in the West. An increasing
global investment demand will result in
higher real interest rates.
Interest rates on investment-grade
bonds have risen since mid-2012 in
stable countries like the US, Germany
and the Nordic countries as investors
have started to move to higher-yielding assets. The result has been that interest rates for high-yield bonds have
fallen markedly and most stock indexes around the world have performed
strongly. However, has this process
been too fast? Are investors ahead of
fundamentals?
It is not at all unlikely that investors in
more liquid markets like the stock and
bond markets should have been over-
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“The property sector is capitalintensive and the key to when
this market shift will happen is
investors’ access to credit”

optimistic recently regarding the speed
of the recovery. It is likely that we will
see temporary setbacks in the development of the financial market during
coming quarters. However, the property market is relatively illiquid and inert,
and the asset-rotation process has not
yet affected pricing of Nordic secondary properties, so there are still good
potentialities here.

priced. In this environment the Northern European property market seems
an increasingly appealing investment
choice – it is just a matter of picking the
right properties.

THE KEY TO THE MARKET
SHIFT IS INVESTORS’ ACCESS
TO FINANCING

Source: Newsec
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Finland - HMA CBD

Sweden - Stockholm CBD

Sweden - Gothenburg Prime

Denmark - Copenhagen Prime

Norway - Oslo CBD

Sweden - Stockholm Central

Norway - Skøyen

Sweden - Malmö Prime

Norway - Stavanger central

Norway - Centre - Category A

Sweden - Stockholm Prime Suburb

Norway - Lysaker

Norway - Bergen central

Norway - Helsfyr/Bryn

Norway - Trondheim central

Sweden - Other Major Cities

Norway - Centre - Category B

Finland - Tampere

Finland - HMA Prime Suburbs

Finland - Turku

Sweden - Rest of Greater Stockholm

Finland - Jyväskylä

Sweden - Rest of Sweden

Finland - Oulu

The Baltic region - Tallinn Prime

The Baltic region - Riga Prime

The Baltic region - Vilnius Prime

5
4

Finland - HMA Other

All in all, the Northern European economies are expected to show stable
growth in both the short and medium
term, and high-quality properties in
secondary locations are attractively

Office Yield Intervals*

Finland - Other growth centres

The property sector is capital-intensive
and the key to when this market shift
will happen is investors’ access to credit – and there are already signs that this
is starting to improve. A number of European banks have started to compete
on the Nordic property market again
and corporate bond emissions have increased markedly all over Europe during the past year. In addition, the Nordic banks are well capitalised and, now
that the worst phase of the euro-crisis
seems to be over, property investors’
access to credit will probably improve
further during the coming year.

*2007–2013
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THE Northern
European REGION
”CHINA AND THE US
ARE DRIVING AN EXPECTED
GLOBAL RECOVERY”

Newsec’s primary markets.

Global growth is currently weak, which
is keeping down capacity utilisation and
hence both real interest rates and inflation. The euro zone is in recession, and
although the reforms implemented in
the southern European countries in the
last few years are now starting to show
some effect, growth will most probably
remain weak in 2013.

Although global growth is currently
weak, a number of global macroeconomic indicators have recently begun
to improve – which may be the key to
an economic recovery. Newsec believes
that the three factors below will be of
great importance for a global recovery,
which will start to show clear effects on
economic data in 2014.

People in the US and Europe have had
their fill of weak growth and unemployment over the past five years. Voters
are demanding growth and employment
from their politicians, and the politicians
are doing more and more to deliver. Because the current scope for fiscal stimuli
in the Western world is limited, pressure
on its central banks has increased significantly. Growth and employment have
been stimulated through continued
expansionary monetary policies, and
the balance sheets of the major central
banks have ballooned. Central banks –
especially in the US, the UK and Japan
– are now indicating that they may take
steps towards modifying their inflation
targets and paying increasing attention
to factors such as capacity utilisation
and unemployment. With a broader setting of targets, inflation rates in the upper part of the inflation bracket may be
accepted during coming years.

Rebalanced world economy
One major cause of the financial crisis was the large savings surplus in a
number of growth countries, which financed unsustainable consumption in
the Western world. Since 2007, however, the Western world has increased its
exports while the growth countries, led
by China, have turned towards domestic investment and consumption. This
process of rebalancing has also taken
place within Europe. As deleverage and
structural reforms in the weaker parts
of the euro zone continue, households
and governments in current-accountsurplus countries, including the Nordic economies, are compensating for
a weakening export demand through
more consumption and investment at
home. All in all, current-account differences, both within the developed world
and between the emerging countries
and the developed economies, are now

THE Northern European REGION
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“A number of global macroeconomic
indicators have recently begun to
improve – which may be the key to
an economic recovery”

multinational corporations have even
started to in-source production back
to America from low-cost economies
in Asia. Furthermore new technology
has revolutionised the energy sector
and significantly reduced gas prices.
In combination, this all suggests that
the US will once again be able to be
an important global growth-engine.
However, there are still Percent
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of GDP
200
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finances
are unsustainable, and 150
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beginning to even out reasonably well.
This is an essential condition for a sustainable global recovery.
US recovery
There are unutilised resources in the
US economy, and competition has
increased since the financial crisis.
Household consumption accounts
for around 70% of the US economy,
which itself represents one-seventh of
the world economy. The private sector
has reduced its indebtedness in recent
years and private house prices have
started to recover, which points towards
a stable growth in consumption in the
future. The competiveness of the US
manufacturing industry has also improved markedly in recent years, and
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Continued strong growth in China
Growth in China has slowed down in recent years. However, the country has a
politically controlled economy and undertook a change of leadership in 2012,
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“Financial markets have started to
anticipate an upcoming recovery
and are willing to take on more risk”

All in all, the US and other growth countries together account for around 60%
of the world economy, while the euro
zone represents something over 15%.
Therefore weak growth in the euro
zone need not prevent a global recovery. According to Newsec’s main macroeconomic scenario the result will be
that the world economy will not become
stuck in an extended period of stagnation – rather, as history has shown several times before, the dynamism of the
world economy will make growth rebound faster than anticipated.
LONG-TERM INTEREST
RATES ARE ON THE RISE
Real interest rates have followed a declining trend since the mid 1980s, which
is natural when considering that the
service sector has simultaneously increased its share of the world economy.
Because the service sector requires
smaller investments that the manufacturing sector, the demand for investment has fallen and real interest rates
have followed. On a well-functioning financial market, interest rates below this
trend line emanate from market expec-

Transaction Volumes

tations of low future growth – because
there have been few profitable projects
to invest in, while the propensity to save
is large. However, the particularly low –
and in some cases negative – real interest rates of recent years cannot be fully
explained by this. Growth potential in
the world economy has not really been
as bad as interest rates suggest. The extremely low interest rates can rather be
explained by a combination of risk-aversion among investors, asset purchases
by central banks and new regulations
that have been stimulating banks and
institutional capital to acquire government bonds. All in all, this has pushed
down interest rates and made investment-grade bonds overpriced in relation to economic fundamentals.
However, several factors are now indicating that we have passed the interest
rate bottom and are gradually leaving
the low-interest-rate environment. The
trend shift is driven by both cyclical and
structural factors.
The main cyclical reason is that financial markets have started to anticipate
an upcoming recovery and are willing to

I Nordic Region

Transaction Volumes

BEUR

Source: Newsec

On a more structural level, global
investment and thereby real interest
rates are on the rise. The western
economies have underinvested for
decades, which is especially obvious
in the infrastructure segment. In the
future, as their economic structures
change – with deleverage and falling
current-account deficits – investment
will be a way to improve their international competiveness. Simultaneously,
declining current-account surpluses in
the emerging economies are generating a situation where a larger share of

I Nordic Region
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take on more risk – a trend that is visible in both stock and bond markets all
over the developed world. Furthermore,
banks (especially in the US) have gone
a long way in the process of reinforcing
their balance sheets and reducing risk
in their portfolios, and we are getting
closer to the point when their excessive
demand for safe assets starts to normalise. In addition, the Basel Committee on Banking Supervision announced
looser-than-expected liquidity rules for
banks in January 2013, which may ease
some of the downward pressure on
investment-grade bond yields.
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“Issuance of property bonds in
continental Europe has increased
significantly during 2012”

their saving is channelled into muchneeded domestic investment instead of
W estern consumption. All in all, higher
inflation and higher real interest rates
indicate that we are moving towards a
world economy with significantly higher nominal interest rates. This will have
a significant impact especially on prime
property, which during recent years
has benefited from the global hunt for
attractive risk-adjusted returns.
THE NORDIC ECONOMIES WILL
HAVE A STRONG POSITION
The Nordic economies have shown
strong development during recent
years, and the region seems to stand
out from the rest of the developed
world with its strong macroeconomic
fundamentals. Low sovereign debts,
transparent economies, a well consolidated banking system (except in Denmark) and consumers with sound personal finances produce a combination
of stability and growth potential. Norway has its buoyant oil and gas sector
while Sweden has a competitive export
industry focusing on investment and on
input goods such as components and
raw materials. Norway, Sweden and

Transaction Volumes

Denmark all have large current-account
surpluses in the range 5–15% of GDP,
while Finland’s balance during recent
years has moved from strongly positive to slightly negative. Although Finland has a large export industry, growth
is hampered by structural difficulties,
especially in the large telecommunications, shipbuilding and forestry sectors.
Denmark has a relatively non-cyclical
export industry but the country has suffered from slumping house prices and
problems in the banking sector since
2008, and these are still restraining
private consumption. However, Danish
government debt and interest rates are
both low, and fiscal stimulus will play an
important role in the recovery.
The main weakness of the Nordic
economies is their export-dependence
– around half the Nordic GDP consists
of exports, of which a large proportion
goes to the EU – and the global downturn will inhibit growth throughout
2013. However, the region’s economic
growth is resilient, and domestic demand becomes an increasingly important growth engine when export demand is weak.

I Baltic Region

Transaction Volumes

MEUR

Source: Newsec

GRADUALLY IMPROVING
CREDIT ACCESS
The credit crunch of recent years has
been particularly tough for small and
medium-sized companies. Many banks
have reduced their lending to the realestate market, mainly as a result of
more expensive funding and tougher
regulations regarding the risk-weighting
of assets as part of the Basel III rules.
Several major European lenders, including Eurohypo and Société Générale,
have left the property market, and since
a high proportion of real-estate lending
in Europe is bank-financed, this has had
clear effects on market pricing.
Like the rest of Europe, the Nordic and
Baltic property markets have suffered
from selectivity by banks, low credit
availability and elevated interest-rate
margins in recent years. However, as always the market is to some extent selfcorrecting. Issuance of property bonds
in continental Europe has increased
significantly during 2012, and although
the Nordic-region property companies
generally lag behind, issuance has increased significantly here too. Other
forms of alternative lending are also

I Baltic Region
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Source: Newsec
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”Well consolidated investors will
lose some of their competitive
advantages to more high-leverage
investors”
gradually taking a larger share of property financing, mainly through lightly
regulated investment funds with large
parts of their capital coming from pension funds and insurers – although so
far this is more common in the rest of
Europe than in the Nordic region. And
although alternative property financing
is increasing, this does not fully compensate for the reduced bank lending.
The situation is generating competitive
advantages for well-consolidated, large
investors with good track-records – and
the result is that the Nordic property
market is dominated by institutional
investors and low-leveraged property
companies with access to funding.

pected to improve further in 2013 as the
worst part of the credit turmoil in the
euro area seems to have settled. The
looser-than-expected liquidity rules for
banks announced by the Basel Committee may also indicate a generally softer
attitude by regulators towards banks.
All in all, the effect will be that the wellconsolidated investors that have dominated the market for the last few years
will lose some of their competitive advantage to more high-leveraged investors in the not-too-distant future.

peripheral euro countries, have shown
healthy profits in 2012 and are well-capitalised, all of which improves the banks’
ability to lend. Second, the Nordic countries are benefiting from positive current-account balances, which add stability to the regional credit supply since
they provide a way to replace credit
from abroad with domestic savings.
In 2012 also, foreign banks (mainly
German) started to lend on the Nordic
property market again after a few years
of low activity. The credit situation is ex-

Access to capital will continue to be
one of the most important factors for
property investors in 2013, but there are
now clear signs that the financing situation is starting to improve. The Nordic
and Baltic economies are in better and
more stable positions than continental
Europe when it comes to credit access
for two main reasons. First, the Nordic
banks, which also dominate the Baltic
credit market, have low exposure to the

Office Stock 2013 (capital office market)

Office New Construction (capital office market)
Source: Newsec
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“A large share of the transaction
activity is currently taking place
in a rather limited prime-end of
the market”
THE PROPERTY MARKET
SWEDEN – INCREASING INTEREST
FROM FOREIGN INVESTORS
The investment market
The Swedish property markets showed
remarkable strength at the end of 2012
– transaction volume ended up at SEK
107 billion, of which SEK 30 billion took
place in December alone. Cash flows for
core assets are strong, and the transaction market has been dominated by
institutions, which accounted for over
40% of direct investments as well as a
significant part of indirect investments
made via property funds. There has
been a clear focus on office and residential properties in prime locations in
the major Swedish cities, and these two
segments represented almost 60% of
the transaction volume.
The share of foreign investments has increased to a figure of about 20%, compared to 10–15% in recent years. The two
largest foreign investments were the
Carlyle Group’s acquisition of an office
portfolio with development potential in
Nacka Strand, and the purchase by City-

Retail Trade Turnover

Good banking relationships and access
to the corporate bond market have been
crucial. A large share of the transaction
activity is currently taking place in a
rather limited prime-end of the market,
and prime yields are expected to keep
on declining in 2013 even though credit availability is expected to improve
gradually during the year through both
bond emissions and bank lending. The
transaction volume in 2013 is expected
to be similar to the 2012 outcome. This
generates a fairly liquid property market for prime assets, due to the strong
economic fundamentals and the weak
expected risk-adjusted returns on alternative assets such as stocks and bonds.
However, interest in more secondary
segments will increase in line with improving lending and higher acceptance
of risk among investors.

I Nordic Region

Construction of new office premises
in Stockholm has been limited in the
past decade. On average the stock has
increased by about 1% a year. In 2012
nearly 130,000 m2 of office space was
completed, almost all of which is let. In
particular, Fabege let virtually all the office space in its speculative Sjökvarteret project in Arenastaden. In 2012 only
a few new-construction projects were
started, and of these only Fabege’s
Scandinavian Office Building in Arenastaden will provide more than 10,000
m2 of offices. A large number of other

Retail Trade Turnover

Percentage change on previous quarter

Source: Eurostat

I Baltic Region
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The office market
Newsec estimates the total office stock
in Greater Stockholm at approximately
12.0 million m2. Stockholm CBD is considered to be the most attractive office
area and its stock totals about 1.9 million m2. Stockholm inner city excluding
the CBD has an office stock of about
4.3 million m2. The main office areas
in Greater Stockholm are found in the
municipalities of Stockholm, Solna,
Sundbyberg, Nacka, Sollentuna, Järfälla,
Danderyd and Upplands Väsby.

con and Canada Pension Plan Investment
Board of the Kista Galleria shopping centre, both located in Greater Stockholm.
These two transactions accounted for
almost SEK 8 billion of the total of SEK 21
billion of foreign investments.

Source: Eurostat
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“The property sector’s impact
on the environment is becoming
increasingly important”

conversion projects are Vattenfall’s
former headquarters in Råcksta, which
the company left in the autumn of 2012,
moving to Arenastaden, and Ericsson’s
two former office properties in Älvsjö
and on Telefonplan which were left in
favour of Kista.

projects with completed detail plans
are currently ready to be started in
Greater Stockholm but although market sentiment is expected to begin to
improve during the year, risk aversion
among property developers and restrictive lending by banks are expected
to result in few project-starts again in
2013. The area of completed newly produced office space in 2014–2015 may
end up as low as in 2011 – about 45,000
m2 – as against 140,000 m2 in 2010
and just below 130,000 m2 in 2012. The
small addition of newly produced office
space in 2011 was due to the negative
economic sentiment in 2008 and 2009.
The property sector’s impact on the
environment is becoming increasingly
important for both investors and tenants, and most of the new construction
projects in coming years are expected
to be environmentally certified.

The vacancy situation in Stockholm
CBD is very similar to that which existed
at the end of the 1990s when pressure
on the rental market was very high.
More than anything else, it is the strong
and office-dependent service sector
in Stockholm, in combination with the
shortage of new office building projects
in the CBD, which have resulted in today’s low vacancy rate. A strong office
market in the CBD, with high rents and
low vacancy levels, is expected to bene-
fit districts near the City that currently
have higher vacancies and more newconstruction projects, such as Norrtull/
Norra Station and Västra Kungsholmen/Stadshagen.

The activity on the Stockholm rental
market has slowed down to some extent
as the result of the economic downturn.
But attractive premises in inner-city
locations in general and in the CBD in
particular remain in short supply and
disappear rapidly from the market. In
less attractive submarkets and for office premises in unmodernised properties, rent discounts and contributions
towards relocation costs are common
during renegotiation.
The rental level in modern, spaceefficient office properties in Stockholm
CBD remained stable at a figure of SEK
4,500 per m2 during the fourth quarter. Newsec estimates that the market
rent will fall by SEK 150 per m2 during
2013. This is the result of psychological
effects caused mainly by general economic anxiety and worries about new

In step with a number of large companies moving from office properties in
the outer suburbs to established office
areas in the inner suburbs or the Inner
City, the number of conversion projects
has increased. Notable among these

Capital Growth Index

vacancies in office premises in Stockholm CBD when several large companies leave the submarket in the very
near future.

I Nordic Region

Between the autumn of 2013 and the
spring of 2016, Swedbank, Nordea, SEB
and Försäkringskassan will all either
greatly reduce the space they lease in
Stockholm CBD or will leave the district
entirely and set up operations instead in
the inner suburbs. This means that a to-

Capital Growth Index
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“Strong demand in combination with
the shortage of new office building
projects in the CBD have resulted in
today’s low vacancy rate”
tal of about 160,000 m2 of office space
will become empty, representing nearly
10% of the office stock in the CBD. The
properties will become empty at intervals and will be rebuilt and upgraded
before they return to the market. In
contrast, plans for new-construction
projects in Stockholm CBD that might
be able to compete with these future
rebuilding projects are conspicuous by
their absence.
Space-efficiency is one of the key features sought by tenants. The cost per
employee is what matters most, which is
why landlords can charge a higher rent
per square metre for space-efficient
premises. A strong upward trend in employment has generated an increasing
demand for high-quality office space in
Stockholm and has pushed CBD vacancy levels below those of 2008.
The retail market
Sweden had a strong retail trade turnover in 2011 and 2012 compared with
previous years. Swedish households
are well consolidated financially, and
the sluggish global economy will continue to make domestic demand an
important growth engine for the Nordic region during coming years. Private
consumption is the main component of
domestic demand and will be propelled
by low interest rates, stable employment and increasing real incomes in
2012–2014. Backed by the country’s
ongoing urbanisation this will result in
a growing urban population that also
consumes more per capita. This is creating the fundamentals for a steadily
increasing demand during the next few

years. However, competition is fierce in
many municipalities – both between different types of shopping destinations
and from the growth in internet shopping – which makes factors like the location and quality of premises increasingly important.
Consumer confidence fell during the
autumn of 2012 in line with the mood
swing in the world economy and currently stands well below the historical
average. However, retail turnover has
been resilient and in 2012 increased
by 2.3% at fixed prices. Household
consumption is one of the most important engines in the Swedish economy.
Households’ real disposable incomes
increased about 2.5% in 2012 and they
are expected to go on rising at about
the same pace in 2013–2014 due to a
combination of wage rises and low inflation. The household saving ratio has
historically been high in Sweden and
is expected to remain at around 10%.
Continuously low interest rates and a
stable labour market with increasing
wages are expected to have a positive
effect on household consumption during 2013 and 2014.
The most attractive shopping centres
in Sweden today from an investment
point of view are those owned by large
national and international companies
and institutional companies specialising in this field. The first half of 2012
was characterised by relatively small
business deals in the retail segment.
The average transaction value was
about SEK 230 million, which indi-

cates some uncertainty in the market.
The largest transactions completed in
2012 were the purchase by Citycon and
CPPIB of Kista Galleria for SEK 4.6 billion, Eurocommercial Properties’ purchase of two jointly built properties in
Halmstad from Atrium Ljungberg and
Unibail-Rodamco for a total amount
of around SEK 560 million, and Rockspring Retail Holdings’ purchase of six
retail properties from Redevco in two
transactions worth SEK 650 million and
SEK 700 million. The prices of prime
properties are stable, but the spread of
price levels between different types of
retail property has increased and factors
like location, competition, tenants and
lease-structure have a strong effect on
prices.
NORWAY – A RESILIENT
PROPERTY MARKET
The investment market
2012 was a great year for the Norwegian investment market in terms of
pure volume. We need to go back to
the boom years of 2006 and 2007 to
find its parallel. The transaction volume in 2012 ended at NOK 51 billion, a
45% increase from the NOK 35 billion
of 2011. Q4 in particular had a large impact, with a total transaction volume
of about NOK 21 billion and no fewer
than four individual sales exceeding
NOK 1 billion. The largest sale in 2012
was the part-sale of the Sektor Shopping Centre portfolio (owned by Niam
Fund V) to a Norwegian consortium of
private investors, with Niam retaining
ownership of 27.5%. The transaction
value of the company holding the port-
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“2012 was a great year for the
Norwegian investment market
in terms of pure volume”

folio was in the excess of NOK 7 billion.
The largest single properties sold were
the DNB HQ in Bjørvika, sold for NOK
4.8 billion in Q1, and Statoil HQ in Fornebu, a NOK 3.2 billion sale.
The bond market started to play a more
significant role throughout the year, as
banks started reducing their exposure
to commercial real estate. About 85%
of the financing of real estate in 2012
was done by conventional bank loans,
with about 15% from the bond market. The bond market accounted for
less than 5% in 2011. However, banks
are now starting to reassess and are
more interested again in taking part in
the funding of real estate. This is partly
because the capital requirements from
Basel III have been delayed.
Equity buyers dominated the market
last year, with net property acquisitions
of NOK 7.8 billion. However, the trend
shifted throughout the year, with several large sales, especially by the pension fund DnB LIV, whereas the pension
fund KLP continued to invest in real
estate and was still active on the buyer
side in Q4.
Investors are showing greatest interest
in core office properties and properties
with long leases, which has kept yields
down at low levels. We are still seeing
a prime yield of 5.25% in Oslo CBD.
Residential projects remain attractive
and several of the larger transactions
in 2012 were residential conversion pro
jects. Secondary objects have suffered
a yield increase in 2012, due both to fi-

nancing difficulties and to risk-averse
investors. We expect 2013 to stay segmented, with a high yield spread. Prime
yield is expected to stay at 5.25% in
2013. Value-adding properties with the
right qualities should remain attractive
and form a large proportion of the sales
market in 2013.

even more. Oslo Centre has seen several large lease contracts signed in 2012
and a drop in vacancy. The effects of
the July 22 bombing in 2011 led Government departments to lease more than
90,000 m2 of space in Oslo Centre and
Nydalen. This has pushed the rents up
to record high levels.

The office market
The total office stock in greater Oslo
was about 9.8 million m2 in Q4 2012,
after a record total of 300,000 m2 of
new construction in 2012, representing
3.15% of the stock. The two largest new
buildings (the Statoil HQ, 65,500 m2
and the DNB HQ, 60,000 m2) accounted
for about 40% of the total. Despite the
large addition of space in 2012, vacancy
has stayed stable throughout the year
and is now about 7.9%. With only about
180,000 m2 due to be constructed in
2013 and an estimated 70,000 m2 of office space to be converted to residential
premises, we expect vacancy to fall to
levels below 7.5% by year-end and to
continue to fall in 2014. A continued
strong macro market with high employment underpins this scenario. However,
local markets will of course be affected
by micro events – for example the CBD
will suffer from increased vacancy because of the 40,000 m2 made vacant by
DNB’s move.

In 2013 we expect the trend to continue.
Rents are expected to increase in Oslo
Centre, with side-effects extending into
other areas. Nydalen especially seems
poised to experience an increase, with
vacancy levels falling steadily throughout 2012. However rents in the CBD are
expected to stay stable, perhaps even
to fall. The large volume becoming vacant after the DNB move should have
an impact on prices.

Rents increased in Oslo in 2012. The average for all segments was up 6%,while
both Skøyen and Oslo Centre excluding
the CBD saw a 2-digit increase in rents.
The CBD was up about 3%. The A-category in the same segments increased

The retail market
The final figure for 2012 shows GDP
growth of 3.3%, rather less than expected. This was partly due to a low growth
in private consumption. The retail statistics show the same trend: growth in
retail sales was lower than expected
and ended with an increase of just 0.2%
from November 2011 to November 2012.
Most of this increase happened before
summer and sales then slowed down.
Sales growth in shopping centres also
stagnated. December in particular was
weaker than expected, down 1% from
last year for the full month and down
5% for Week 52. Some of the decline
was due to smaller grocery shops taking customers from the large centrebased shops, as well as growth in internet trade taking its toll.
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“In Finland, international investors
are mostly interested in properties in Helsinki city centre”

In 2013 we expect growth in private
consumption to rise to 4%. And if there
is no unexpected fall in housing prices
we expect retail sales to grow by about
3% this year. The transaction volume
for retail properties in 2012 ended at
about NOK 16 billion – over 30% of total
transaction volume. Most of this high
volume came in the second half of the
year, notably the Sektor transaction.
Several players are targeting shopping
centres with upside potential and AKA,
Scala and Salto are all expected to increase their portfolios during the year.
Retail rents have increased in 2012 and
the trend is expected to continue in
2013. We see several international players targeting the best locations in Oslo
Centre, especially on and around Karl
Johan. Gucci recently decided to open
a store at Steen & Strøm Magasin, and
Apple Store is on its way to a corner
on Karl Johan. Several others, primarily luxury brands, see Oslo and Norway
as the place to be, with a fast-growing
economy and increasing personal
wealth amongst the populace.
FINLAND – STABLE DEVELOPMENT
FOR PRIME PROPERTIES
The investment market
The sovereign-debt crisis in the euro
zone was an unwelcome development
on the Finnish transaction market
which was still struggling with transaction volumes well below those of
the years before the financial crises.
Cash flows for core assets are strong,
and the transaction market has been

dominated by financially strong investors such as institutions and well-consolidated property companies. Good
banking relationships and financial
solidity became even more important
during the autumn as the European debt
crises escalated. This development is
expected to be further strengthened
during the first half of 2013. In Finland
the market was dominated by domestic and Swedish and German investors
during the first half of 2012. Residential
portfolios, offices and industrial premises have been the main focus for domestic Finnish investors.
The transaction market was active in
Finland in 2012, with the total volume
for the year approximately EUR 2.1 billion. Almost a quarter of Finland’s property sales – and almost half the volume
in euros – took place in the Helsinki Metropolitan Area (HMA).
In Finland, international investors are
mostly interested in properties in Helsinki city centre that will maintain good
liquidity even in weaker market conditions. It is mainly domestic institutional
investors and private investors that
are interested in secondary properties
and locations in the outer metropolitan
area. The problem with sales of secondary properties on the outskirts of the
metropolitan area is that buyers’ and
sellers’ views on pricing do not meet. In
addition banks, as the main lenders, are
being more critical than before towards
funding secondary properties, and this
makes trading even more difficult.

The office market
The total office stock in the six main
Finnish cities is about 12 million m2,
with the largest volumes in Helsinki, Espoo, Tampere, Vantaa, Turku and Oulu.
About 8.5 million m2, or 70% of the total stock, is located in the Helsinki Metropolitan Area, which is the commercial
centre of Finland. Of the HMA office
stock, approximately 70% is located in
Helsinki itself and the remainder in Espoo and Vantaa. The CBD is the most
attractive office submarket and the
other prime submarkets are Ruoholahti
and Sörnäinen in Helsinki, Keilaniemi
and Leppävaara in Espoo, and Aviapolis
Business Park in Vantaa.
All in all, the demand for prime office
premises is high. Although a relatively
low amount of new office space came
onto the market in 2011, a large number of projects were initiated and the
supply reaching the market was significantly higher in 2012. There are also
several ongoing office projects which
will be completed in the years to come.
However, many developers are awaiting signs of a better economic climate
or a guaranteed occupancy rate before they are willing to initiate a project. New construction during 2012 was
around 110,000 m2, comprising 80,000
m2 in new developments and about
30,000 m2 in redevelopments. In 2013
a higher completion rate totalling about
150 ,000 m2 is estimated. The economic
climate will further hamper the number
of developments, which has already
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“Space efficiency is one of
the key features sought by
tenants”

produced massive unemployment rates
in the construction industry.
Space-efficiency is one of the key features sought by tenants, which is why
landlords can charge a higher rent per
square metre for space-efficient premises. The cost per employee is about
EUR 8,400 per workstation annually.
There is stable demand for prime offices in Finland and prime rents are rising slightly. In Helsinki CBD the vacancy
rate in the third quarter of 2012 was at
a level of about 5.0%, unchanged from
the first half of 2012, which indicates
that the central area has kept its attractiveness. During 2013 vacancies in Helsinki CBD are expected to show a small
increase because many of the present
tenants in the area are moving to new
projects near the CBD. This change is
only temporary.
The Helsinki rental market is characterised by high stability, and CBD rents
grew by about 12% in total in the period 2010 to 2012. In 2013–2014 rents
will show a stable increase. Prime office
yields have fallen from 5.5% in the second quarter of 2012 to about 5.2–5.4%
in the fourth quarter of 2012.
The retail market
Retail trade turnover in Finland has historically been strong. Combined with
relatively good consumer confidence
levels even in economically tough times
which have kept private consumption
strong, this has fuelled retail growth.
However, retail trade turnover dropped
during the autumn of 2011 due to psy-

chological effects on households that
are clearly largely related to the euroarea debt crisis. 2012 started well with a
growth rate of 3.7%, but this weakened
sharply to a figure of –1.3% in the second quarter. From December to December the preliminary figures show that
retail sales turnover increased by 2.3%.
Domestic and international investors
alike are interested in good retail locations, and this demand is clearly more
widely spread geographically than the
investment demand for offices. Good
location is usually the primary consideration for investors seeking retail targets.
A property fund managed by Sveafastigheter together with its local partner
Capitol Asset Management purchased a
property portfolio containing 68 retail
properties from Niam Fund III. The properties are located all over Finland with
a total lettable area of approximately
80,000 m2, and they are all leased to
Kesko Corporation to be used as grocery stores. The purchase price was
about EUR 100 million. Newsec acted as
the seller’s advisor in the transaction.
DENMARK – CONTINUING LOW
ACTIVITY ON THE TRANSACTION
MARKET
The investment market
The activity level on the Danish transaction market continues to be low. The
primary focus on both the office and
retail investment market is for prime
properties on long leases with strong
tenants. This type of property is easily sold in the current market, but the

supply of such properties is fairly low.
On the secondary market investors
feel that the risk premium is high and
the price difference between what the
buyer will pay and what the seller expects is wide. As a result the number of
trades in this segment is very low. A few
international investors have started to
look at some of the secondary properties, but the number of active investors
in the segment is very small.
The yield for prime office property in
the CBD remains stable at 5.00%, and
in the secondary CBD segment remains
at 5.75%. The yield for prime office
property outside the CBD has stabilised at 5.00%, and in the secondary
segment outside the CBD it currently
stands at 7.50%. In the retail market a
number of international investors have
zoomed in on high-street investments
in Copenhagen. Yields as a result are
below the 5% mark, currently at a level
of around 4.75%.
The office market
After a very long period of slow growth
the construction level is starting to
increase. There are a number of very
large office projects in the pipeline, and
activity in the residential market has
also started to pick up. There are a couple of new areas in Copenhagen where
the public authorities have large-scale
development plans. Some of the pension funds have also decided to come
together and start up a few projects.
Along the northern harbour areas in
Copenhagen a new part of the city is
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“In the retail market a number
of international investors have
zoomed in on high-street investments in Copenhagen”
being built, and in 2013 the new UN-City
will be completed. This is an office complex of more than 45,000 m2. A little
further north three pension funds have
come together and bought a new office project. This is an office building of
around 14,000 m2 that will be completed in 2014. These projects are expected
to be the first of many in the northern
harbour areas.

activity on the retail market is low. Private consumption levels in Denmark
are struggling, and as a result a lot of
small stores in secondary locations are
suffering. Investors fear that the situation will not improve in the next few
years and are therefore avoiding investing in this type of property.

Both yield and rent levels have remained fairly flat through 2012. As
mentioned above there is a focus on
prime properties; there are many secondary properties for sale but investors are hard to find. Due to the overall
weak growth in the economy, the secondary office locations are suffering
quite significantly in the market. As a
result rent levels in secondary locations
are under pressure, but they are fairly
stable in prime locations. In the CBD the
occupiers are still keen on their prime
locations and this has resulted in a flat
prime rental development.

All three Baltic countries are continuing to show good results as they recover from the recession. The figures
have been exceeding expectations in
all three countries, sometimes by as
much as two percentage points. The
figures for both GDP and domestic consumption are generating increasingly
positive sentiments, and the growth of
wages in 2013 is expected to be higher
than last year.

The retail market
During 2012 the focus on the retail market has been on high-street locations
in Copenhagen. There is high demand
from retailers for prime locations and
as a result the investor interest in these
properties is growing. This is especially
evident among foreign investors. There
have been a large number of transactions on the high-street market in Copenhagen and the majority of them
have involved an international buyer.
Outside the centre of Copenhagen the

THE BALTIC REGION – RISK PREMIUMS GRADUALLY COMING DOWN

Estonia, being the first to adopt the
euro and with the closest relations to
the Nordic countries, has taken a clear
leader’s position. In Lithuania, balanced
exports, low government debt and stable domestic savings will ensure future
economic growth, which will probably
not be held back by debt reduction.
And although Latvia was considered to
be the worst-affected by the crisis, its
political decisions have increased its
chances of adopting the euro in 2014,
whereas Lithuania is aiming for the
year 2015.
All three economies share relatively
optimistic forecasts for the next two

years, though the situation is still uncertain due to the financial instability in
the euro zone and the US.
The investment market
The recovery of the investment market
in the Baltics in 2012 was slower than
was expected back in 2010–2011. With
an average transaction size of EUR 13
million, the total volume reached EUR
190 million, which was about EUR 110
million below the forecast of EUR 300
million and 42% lower than the volume
in 2011. Nevertheless, the year 2012 is
considered to be significant on the Baltic investment market: the supply side
strengthened significantly, with more
prime assets reaching the market; the
Baltics are viewed favourably by more
and more international investors; and
Estonia, having successfully adopted
the euro in 2011 and being close to Finland, has paved the way.
The first funds of present institutional
investors are coming to an exit stage,
and some of them have started either
structured or light sales processes.
BPT from Denmark, East Capital from
Sweden and Amplion from Finland are
just a few of the companies managing
funds ending in 2013 and 2014. Leading
investors like East Capital and BPT are
continuing to invest in the Baltic market with their new vehicles. Younger local funds, such as Lords LB and Eften
Capital, are active as well. Most of them
are able to invest up to EUR 50 million
of equity during the coming year.
At the end of 2012 the yield levels for
prime retail and office properties were
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“The amount of money ready to
be invested in the Baltics is quite
substantial”

around 7.75 - 8%, with prime logistics
properties 50-100 basis points higher.
Yields for secondary retail and office
assets stand at a level of 8.5 - 9.5%.
In 2013 the transaction volume is expected to reach at least EUR 300 million. The pressure on prime property
yields will arise mainly from psychological warfare among sellers and buyers,
since the amount of money ready to be
invested in the Baltics is quite substantial. Moreover, prime income-producing
assets are highly welcomed for lending
by banks, although they remain cautious about financing new development
projects.
The office market
The significantly reduced unemployment rate in all three Baltic countries
has not gone unnoticed and was highly
appreciated not only by local companies but also by international ones. Although there were relatively few new
market entrants in 2012, existing tenants have played their roles by expanding or relocating their offices to better,
higher-class business centres.
Several new projects in Vilnius are being planned which may result in higher
vacancies in secondary offices there.
Projects are also being planned in Tallinn. Nevertheless, demand for prime
offices in all three countries should
remain high, mainly because of limited
supply. A stable growth in rental level,
especially in high-class offices, is therefore predicted.

The retail market
The recovery of retail trade in the Baltics continued to accelerate in 2012.
The gradually improving labour market and strengthening consumer confidence have played major roles in this
development. Estonia was the first to
reach the pre-crisis level, and although
Latvia is still significantly below it, Latvians are beginning to purchase more
and more durable goods such as clothing, footwear and electrical appliances.
The results shown by all three countries
have been noted, and more and more
international brands are entering the
markets. The recent openings by H&M
and Massimo Dutti together with the
highly anticipated opening by IKEA in
Vilnius later this year have not only
brought additional competition to the
market, but also increased the number
of people employed in the retail sector.
The vacancies in prime shopping centres in Vilnius, Riga and Tallinn should
remain low, while the growing number
of market players and increasing demand will result in a steady growth of
rentals. The situation may change in
2014 and 2015 when several shopping
centres in Riga and Tallinn are due to
be opened, but the increased supply
will probably be absorbed within the
following year.

THE NORTHERN EUROPEAN
REGION – WELL-MANAGED
PROPERTIES IN SECONDARY
LOCATIONS WILL BE THE
WINNERS IN COMING YEARS
What then are the prospects for the
future? Domestic demand is an increasingly important growth engine in the
Nordic region – propelled by strong government finances, the absence of asset
bubbles and a stable banking system –
and growth will gradually pick up during
2014-2015. This will generate a stable
rise in both employment and consumption, and thereby stable cash flows for
well-located properties of high quality.
Nordic prime properties have had an
advantage over other asset classes
during recent years because they have
been less volatile than the stock market
while producing more attractive yields
than the bond market. This is the effect
of a general trend under which increasing risk-aversion and falling real interest
rates have generated stronger returns
for low-risk assets, such as sovereign
bonds and prime properties, than for
high-risk assets like equities and secondary properties. However, this is a
market anomaly that is about to end.
From 2014 onwards, when global growth
returns and interest rates start to rise,
there will be a market shift whereby
properties with stable cash-flows in
more secondary locations will show
stronger development than prime properties. The outcome of this market shift
will be that property segments that are
considered riskier by investors will also
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“From 2014 onwards, when
global growth returns and
interest rates start to rise,
there will be a market shift”
start to deliver stronger total returns.
The best-returning properties will then
be high-yielding assets in secondary
locations with stable cash-flows. Unlike
prime segments, these segments are
targeted more frequently by opportunistic high-leveraged investors – and
for these investors the positive effects
of a favourable rental development and
improving credit access outweigh the
negative effects of future higher interest rates.
All in all, the Nordic economies have
strong fundamentals and are expected
to show stable growth in both the short
and medium term. The interest in the
Nordic property market shown by foreign investors and banks has increased
during 2012 – and the foreign share of
the transaction volume is expected to
increase in 2013-2014.
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A EUROPEAN PERSPECTIVE:
WHY AND WHERE TO INVEST?
According to analysis and forecasts by
BNP Paribas, overall economic performance in the Nordic countries will be
better than in most other Western European countries, with a stronger GDP
forecast in 2013.

Economic context
Macroeconomic uncertainties in the euro
zone remained dominant in the final
quarter of 2012. Recession deepened in
Q4 with GDP growth of –0.6%, following
the figure of –0.1% registered in Q3. At
the country level, all the main Western
countries recorded a fall in GDP in Q4.

- In Finland growth in domestic demand
has remained modest, but it was sufficient to prevent a fall in GDP in 2012.
Nevertheless, a pickup in growth in 2013
is very much dependent on a recovery
in export growth, which should, in turn,
lead to an improvement in domestic
conditions.

The weak performance of the European
economy was accompanied by equally
weak labour market conditions. The unemployment rate in the euro zone rose
to 11.7% in December with notable job
losses in Italy and Spain. We expect further deterioration in the labour market
conditions in 2013, which will act as a
drag on Western European office occupier markets.

- Supportive domestic monetary and fiscal policies have failed to spur a pickup
in Danish GDP, which is expected to
have remained flat in 2012. In 2013 we
are likely to see a limited recovery in
tandem with an improvement in economic conditions in the euro zone.

Globally, the Western European economy will embark on a slow road to recovery in 2013, but the paths for individual
countries will be varied. In Germany and
the UK, growth will be weak. France is
expected to register no growth. Italy
and Spain will remain in recession.

Vacancy Rates

- Swedish growth is slowing further as
the weak external market continues to
weigh on exports. Overall GDP growth
in 2012 is expected to have been just

I European Cities

Prime Office Yields

Percent

Source: BNP Paribas Real Estate

30

below 1%. An improvement in external
conditions is likely to lead to a renewed
pickup in activity starting in the second
half of 2013, and with the economy unhindered by fiscal tightening, the rise in
GDP should outpace that seen in most
other European economies, including
Germany and the UK, over the next two
years.
– The Norwegian economy has been relatively unaffected by the euro zone debt
crisis. Although growth appears to have
eased in recent months, this is largely
due to a drop in oil prices. Domestic
demand should continue to be the main
driver of economic growth through 2013.
With a relatively good GDP growth outlook, the Nordic office markets look attractive with the exception of Denmark,
where GDP growth is expected to be
sluggish.
Office market development
Because of the relatively good economic performance of the Nordic countries
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SCORING ANALYSIS – A RANKING OF THE MAIN OFFICE MARKETS IN WESTERN EUROPE
Each quarter BNP Paribas Real Estate uses a specific scoring methodology to build a ranking of office markets. The
analysis aggregates diverse information into three key dimensions.
The liquidity dimension is presented as a bubble of varying size depending on how liquid each market is. The other two
dimensions are the occupier-demand score and the yield impact score of each market, shown on the horizontal axis
and the vertical axis respectively.

the vacancy rate in the main office markets has trended downward since 2009.
The same trend has occurred in the
Baltic States. In Western Europe, the vacancy rate declined only in the German
and London markets during the same
period, whereas it rose in Milan and
Madrid. Nevertheless, the actual vacancy rate in 2012 remained relatively
high in most of the Nordic and Baltic
countries. Indeed, at around 9% the
level is slightly above the average vacancy rate in the core European markets
of London, Paris, Munich, Hamburg and
Berlin, which is under 8%. But it is also
far below the levels in Madrid, Milan or
Amsterdam, where the vacancy rate
ranges between 11% and 18%.
Consequently the situation of the underlying office markets in the Nordic
and Baltic countries looks to be right on
the European average, but unlike most
European markets it has significantly
improved since 2009. This is definitely
an encouraging sign for investors.

Real Estate Investment

Scoring Analysis

Source: BNP Paribas Real Estate
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ed Kingdom (EUR 38 billion), Germany
(EUR 26 billion), France (EUR 17 billion)
and Sweden (EUR 12 billion). They represent around 85% of the total Western
European investment in 2012, as against
less than 80% in 2010. These figures
show how greatly investors are focused
on the most liquid and secure markets.
The implication of the convergence of
large investors’ interest on the same
types of products is that prime office
yields in the most sought-after markets will continue to trend downwards
despite their already low level. For the
past three years the UK has recorded
the lowest yield at 4%. In Q4 2012 the
French, German and Swedish markets
recorded a decline in prime yields to
a level between 4.50% and 5.00%,
whereas Italy, Spain and Portugal experienced an increase to between 5.60%
and 7.75%.
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“Stockholm appears as one of the
most attractive office markets in
Europe for the core investor”

Relative to its size, Stockholm is one of
the most liquid European markets and
its office yields are in line with those
prevailing in the best Western European
markets.
A pan-European investment
strategy
Office vacancy risk currently remains
high in Western Europe, and it is not
expected to improve materially in the
near term. A core strategy therefore
looks to be attractive, whereas a valueadded strategy should be avoided in the
short term. This is also the right time to
look at a speculative strategy, because
heavy refurbishment or construction
should take place in a period when GDP
growth is expected to be low, with delivery following in a period of early economic recovery. The current inflexion
point in economic evolution in Western
Europe presents an opportunity for just
such a strategy.
Nevertheless, targeting locations with
a low level of expected deliveries from
competitors is also a key element in this
strategy. The main issue is that, despite
the crisis, there are still few distressed
assets available on the market and current financing conditions do not support
such a strategy. So today, core remains
the most attractive strategy, and thanks
to their sound economic development,
the best Nordic markets are a natural
target for core-strategy investors. Nevertheless, for a large pan-European investor, a core strategy also means liquid
1 Central London, Paris, Munich, Frankfurt,
Hamburg, Berlin, Milan, Stockholm, Amsterdam,
Madrid, Brussels

markets. That is why BNP Paribas Real
Estate focuses solely on 11 large office
markets in Europe today.1

methodology. The three key dimensions
are: liquidity, expected office occupier
market variables, and yield shift.

According to the latest BNP Paribas
Real Estate portfolio analysis on the
main European office markets, the main
German markets significantly dominate
all optimal portfolios today thanks to
a historically low level of volatility and
a forecast 5-year total return that is in
line with the other best markets such as
central London, Paris or Stockholm. In
this context, Stockholm appears to be
a very good investment target in a panEuropean portfolio – and especially for
investors targeting a higher return.

According to the liquidity dimension,
Stockholm is definitely one of the most
liquid office markets in Europe. According to the expected development in the
occupier market Stockholm is also one
of the best European markets to look at,
thanks to a sound market structure and
a strong expected economic development. It is when you look at the expectation on yields that comparative risk
arises.

To be able to take into account not only
market return and volatility information but also all the key fundamentals
of each office market, BNP Paribas Real
Estate builds, each quarter, a ranking
of the main office markets in Western
Europe, using a specific scoring methodology. Basically, we aggregate diverse
information into three key dimensions
through a centred and normalised

However, if you put together the BNP Paribas Real Estate portfolio analysis and
scoring analysis, Stockholm appears as
one of the most attractive office markets in Europe for the core investor,
along with central London, central Paris
and the main German markets.
Author:
Christophe Pineau
MRICS, PhD
Head of International Research
BNP Paribas Real Estate
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Wind power as
part of the investment
portfolio
Wind power is a relatively new class of
alternative investment assets that provides attractive long-term cash flows.
The Nordic wind power market has developed rapidly in recent years and, especially in Sweden, is providing largescale investment opportunities in what
is often seen as an infrastructure asset.
While the investor market has been
dominated in past years by utilities and
independent power producers and relatively opportunistic financial investors
with short exit horizons, there has been
a clear market trend recently towards
institutional buy-and-hold investors.
The drivers for these investors are riskadjusted returns that are more attractive than bond rates and listed stocks.
Compared with other alternative asset
classes, wind farm investments also
have the benefit of a different risk profile: they offer low correlation to GDP
together with protection against inflation. As a long-term investment, the
duration of the asset also matches that
of pension funds’ and insurance companies’ liabilities.
Investors such as Munich RE and Allianz in Germany, ABP and PGGM in the
Netherlands and PensionDanmark in
Denmark have allocated several billion
euros for investments in renewable energy, and more and more international
players are following them in this direction. In some cases institutional inves-

tors have also formed external teams
or investment companies focusing on
these investments in order to manage
the knowledge barriers and difficult internal processes needed when investing in a new asset class.
While initially focusing only on feed-intariff markets – from which a fixed sum
is received over a period of time as payment for the power produced – institutional investors have increasingly also
accepted the merchant risk inherent in
the joint Swedish/Norwegian electricity certificate system. The reasons for
this are to seek new growth markets
with low political risk and a potential
for higher returns. The sovereign debt
crisis in the southern European countries has made investors increasingly
aware of the higher political risk in
feed-in-tariff systems. In addition, the
fierce competition in mature markets
like Germany and France has led to an
increased interest in growth markets
with higher potential return.
Based on long-term expectations for
power and certificate prices, average
unleveraged post-tax returns are usually in the range of 8-10% for newly
commissioned wind farms. This would
also include a full asset-management
solution enabling investors to invest
fully passively.
The market trend has increasingly been
toward lower leverage. While financial

Wind power as part of the investment portfolio

NEWSEC PROPERTY OUTLOOK • SPRING 2013

27

“Investors in Germany, in the
Netherlands and in Denmark have
allocated several billion euros for
investments in renewable energy,
and more and more international
players are following”
investors with relatively short exit horizons strove for high loan-to-value nonrecourse project finance, new buy-andhold investors often seek low-leverage
or no-leverage investments. While
some of these investors may be prohibited from using senior debt, part of the
logic behind this is also that low leverage significantly reduces the risk level.
For competitive wind farms, return sensitivity analysis on an unleveraged basis typically keeps the post-tax returns
in a span of 6-12%, while repayment
of debt over 15 years and interest payments would have had a more negative
impact on the returns in scenarios with
low future power prices. The investment returns, as calculated for wind
farms, lack the residual-value risk assumed when estimating total returns
for properties.

Attractive returns, inflation protection and its complementary risk profile
should increasingly make this asset
class interesting to Nordic institutional investors, who typically will also
invest in properties. For real estate
companies, which are large energy
consumers, wind power also creates
an opportunity to become independent from changing power prices via
their own power production. Producing
wind-power electricity for their own
consumption means that the cost of
electricity will be set by the operational
costs of running the wind farm plus depreciation, providing a predictable cost
of energy over an assumed lifetime of
at least twenty years. While benefiting
from this cost control, the wind turbines, which are defined as machinery
from a tax point of view, can be depreciated over five years, providing prop-

Swedish Wind Power Growth
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erty companies with an attractive tax
shield. An investment in ‘green power’
also brings image benefits seen from a
sustainability perspective. Examples of
players who have invested in wind power for both financial and environmental
reasons include Google, IKEA, VindIn
(Boliden, Holmen, Cementa, LKAB,
Stora Enso and others), Wallenstam and
a number of Swedish municipalities.
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WELL-MANAGED PROPERTIES
IN SECONDARY LOCATIONS WILL
BE THE WINNERS
Total Return vs Risk
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PORTFOLIO OPTIMISATION – FINDING THE OPTIMAL RISK/RETURN COMBINATION
It is possible to draw an effective frontier which identifies the best possible total return for each level of risk for each of
the prime property segments in the Northern European region. The Baltic property market is a riskier market than the
Nordic one, but is also expected to have a stronger total return. To illustrate this, Newsec has outlined three model portfolios based on the prime property segments in our region and their different levels of risk. The first portfolio, ‘Safe haven’,
is a diversified portfolio with good return and low risk and consists mainly of residential, logistic and office properties
in prime locations in Finland. The second portfolio, ‘Risk return’, includes a larger share of office and logistic properties,
partly in the Baltic region. The third portfolio, ‘Risk lover’, consists of logistic and office properties in the Baltic region and
produces high return but with high risk attached.
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“The region has stood out from
an otherwise uncertain global
economy with its strong macro
economic fundamentals and its
stable growth”
THE PROPERTY MARKET IS
HIGHLY POLARISED

A
B
C
D
E
F
G
H
I

Office Stockholm Prime
Office Gothenburg Prime
Office Malmö Prime
Office Oslo Prime
Office Helsinki Prime
Office Copenhagen Prime
Office Tallinn Prime1
Office Riga Prime1
Office Vilnius Prime2

J
K
L
M
N
O
P
Q
R

Retail Stockholm Prime
Retail Gothenburg Prime
Retail Malmö Prime
Retail Oslo Prime
Retail Helsinki Prime3
Retail Copenhagen Prime
Retail Tallinn Prime4
Retail Riga Prime5
Retail Vilnius Prime4

S
T
U
V

Residential Stockholm Prime
Residential Gothenburg Prime
Residential Malmö Prime
Residential Helsinki Prime

W Logistics Stockholm Prime
X Logistics Gothenburg Prime
Y Logistics Malmö Prime
Z Logistics Oslo Prime
AA Logistics Helsinki Prime
AB Logistics Tallinn Prime4
AC Logistics Riga Prime5
AD Logistics Vilnius Prime4
AE Wind Power
Portfolio 1 - Safe Haven
Portfolio 2 - Risk Return
Portfolio 3 - Risk Lover

The Nordic economies have shown
a strong development during recent
years, and the region has stood out from
an otherwise uncertain global economy
with its strong macroeconomic fundamentals and its stable growth. This has
generated stable rents and low vacancies for high-quality properties in prime
locations – which have resulted in strong
investor demand for prime assets.
The transaction volume on the Nordic property market recovered fast after the downturn in 2009, especially
in Sweden and Norway, and the total
annual volume in the Nordic countries
has been in the bracket EUR 18–20 billion since 2010. The market has been
driven by well-capitalised institutions,
most of which have been demanding secure cash-flows – and the major part of
the transaction activity has been in the
prime part of the property market. Because many investors have been seeking return on capital in such a limited

Based on historical total-return data since the early
2000s, Newsec has assessed the risk level for each
property segment in the Northern European region by
calculating the standard deviation in both the historical and the forecast future total return. The assessed
risk has then been set in relation to each segment’s expected development of total return for 2013–2015, and
risk-adjusted return has been calculated.

Portfolio 1

part of the market, prime yields have
fallen to record-low levels. At the same
time, secondary yields are stuck on the
elevated levels of 2009. Looking ahead,
the big question now is ‘Is the pricing on
today’s property market reasonable?’.
RECOVERING GROWTH AND
HIGHER INTEREST RATES WILL
CHANGE THE PREREQUISITES
FOR THE PROPERTY MARKET
A number of global macroeconomic indicators have begun to improve recently,
and according to Newsec’s main macroeconomic scenario the world economy
will go on recovering in 2013–2014. The
stronger economic growth will increase
real interest rates towards the historical
average of 1.5–2%, while a higher global
inflation pressure will increase nominal
long-term interest rates towards the 4%
level. When the economy recovers and
the performance of other asset classes,
like stocks and bonds, improves further,
the property market will lose its unique
ability to produce real return. Because
the Nordic property market has been
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“The appearance of more and better
alternatives will push yields for the
most attractive property segments
upwards”
Sharp Ratio/Internal Rate of Return I 2013–2015
Source: Newsec and IPD
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Logistics Vilnius Prime

Residential Stockholm Prime
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Office Stockholm Prime

Retail Riga Prime

Portfolio 3

Portfolio Weight, %

Logistics Tallinn Prime

Office Oslo Prime
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Retail Stockholm Prime
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0.0

Residential
*Calculated with
10-year German
Bund as risk-free
interest rate

I Risk Lover

Portfolio Weight, %

Source: Newsec
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“The positive effects of a favourable
rental development and improving
credit access outweigh the negative
effects of future higher interest
rates”
dominated in recent years by well-capitalised investors with a lack of secure
investment alternatives offering reasonable yields, the appearance of more
and better alternatives will push yields
for the most attractive property segments upwards.
As this trend develops, segments of the
property market that are considered
riskier and less attractive by investors
today will start to out-perform the prime
segments. The best-returning properties in three to five years’ time will then
be assets with higher yields in secondary locations with stable cash-flows.
Unlike prime segments, these segments
are targeted more frequently by opportunistic high-leveraged investors – and
for these investors the positive effects
of a favourable rental development and
improving credit access outweigh the
negative effects of future higher interest rates.
The key to when this market shift will
happen is investors’ access to credit –

Total Return

and there are already signs that this is
starting to improve. A number of German banks have started to compete
on the Nordic property market again
and corporate bond emissions have increased markedly all over Europe during the past year. In addition, the Nordic
banks are well capitalised and, now that
the worst phase of the euro-crisis seems
to be over, property investors’ access to
credit will probably improve further during the coming year.
FINNISH LOGISTIC AND OFFICE
PROPERTIES HAVE THE BEST
RISK-ADJUSTED RETURN
The Nordic property market in general
offers a low risk and a stable total return – and the Finnish property market
stands out with expectations of a strong
total return due to relatively high yield
levels combined with low historical volatility. Properties in Norway and Sweden
generally have a similar total return but
a somewhat higher risk. However, cashflows are stable in these markets and

I Nordic Region

Total Return

Percent

Source: Newsec and IPD

25

the risk is still low in an international
perspective.
Due to the combination of a sluggish
global economy and strong economic
fundamentals in the Nordic region,
properties with a strong link to domestic demand will have the best riskadjusted return in 2013-2014. The bestperforming segments are expected to
be logistic and office properties in good
locations in the major Finnish cities,
propelled by a stable demand resulting from low interest rates, rising real
incomes and population increase. However, logistic properties in Sweden also
stand out even if the historical volatility
is somewhat higher. Although low yields
are hampering total returns for prime
residential properties in the main Swedish cities, there is a clear undersupply
of residences in the main cities and the
regulated rents make cash-flows extremely safe.
Except in Denmark, where household
finances are still impaired from the

I Baltic Region

Percent

Source: Newsec
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“Properties with a strong link to
domestic demand will have the best
riskadjusted return in 2013–2014”

property bubble of earlier years, Nordic
households are fundamentally strong
and private consumption is expected to
be one of the most important growth
engines during coming years. Retail
properties – and logistic properties connected to the retail sector – are therefore expected to perform well, although
competition between shopping centres
is fierce. The service sectors in the major Nordic cities will keep on growing
during coming years and will generate
a continuous demand for high-quality
office premises. However, risk-adjusted
returns for the office segments are
hampered by historically high rental volatility, especially in Stockholm and Oslo.

are prime offices in Tallinn and prime
logistic properties in Latvia. Prime offices in Tallinn have a development of
total return in line with Baltic retail and
office properties in general, but with a
considerably lower risk. Although prime
logistic properties in Latvia are expected to have the best development of total
return, the segment still has the largest
risk of all prime property segments in
the Baltic region. Major investors prefer
less risky prime office and retail assets
in Estonia. Other sectors where investor
interest is expected to increase during
2013–2014 are prime offices and shopping centres in Lithuania, as well as the
Riga property market in general.

THE YIELD SPREAD BETWEEN THE
NORDIC AND BALTIC REGIONS IS
GRADUALLY DECLINING

WIND POWER – PROVIDING
ATTRACTIVE RISK-ADJUSTED RETURN

Over time the Baltic property market is
expected to converge with the Nordic
market because the current risk premium linked to the region will gradually decline. However, this process was
temporarily halted in 2012 due to the
European sovereign-debt and bank crises, selectivity by banks and high riskaversion among investors. The Baltic
property market has a higher overall
risk than the Nordic market, but the expected development of total return is
also expected to be stronger.
The trend in rents for high-quality properties in prime locations is expected to
be favourable and the yield compression
is expected to continue in 2013-2014.
The segments with the best risk-adjusted return on the Baltic property market

Expectations of rising power prices create an opportunity for institutions and
financial investors to gain attractive

risk-adjusted returns by investing in
wind power. Wind power assets can often produce operating cash flows with
annual returns before debt service exceeding 10%, and unleveraged IRRs of
6–8% over 20 years without considering any residual value. Beside attractive returns, wind power provides the
investor with an additional asset class
with low correlation to broad market
indices and a long investment horizon,
combined with a green profile. Risk is
primarily related to short-term volatility
in Swedish power and electricity certificate prices, but can be handled by active hedging strategies. Internationally,
in countries where wind power development has advanced further than in Sweden, institutional capital is increasingly
challenging utilities for large-scale energy infrastructure investments in wind
farms.
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definitions
Offices
• In the Nordic region, the forecast
refers to new or newly refurbished
modern and flexible office premises
with normal area efficiency.
• In Finland, the forecast refers to
office premises with normal area
efficiency in office buildings in office
areas.
• The size of the premises is assumed
to be around 1,000 m2.
• In the Baltic region, the forecast
refers to new or newly refurbished
stand-alone modern business
centres.

Retail
•R
 ent levels refer to attractive, mod
ern high-street or centrally located
shopping-centre retail premises
with a prime location on the high
street or in the shopping centre.
• In Norway, rents refer only to shopping centres.
•T
 he rents do not refer to premises
used for groceries and daily necessities (except in the Baltic region).
•T
 he size of the premises is assumed
to be around 250 m2.

• In Sweden the market rent includes
heating and excludes Property Tax.

•T
 he rent excludes heating and
Property Tax in all Nordic countries
except Finland where heating and
Property Tax are included.

• In Finland the market rent includes
heating and Property Tax.

• In the Baltic region the market rent
excludes all applicable taxes.

• In Norway and Denmark the market
rent excludes heating and Property
Tax.
• In the Baltic region the market rent
excludes all applicable taxes.

Logistics
• In the Nordic region the size of the
premises is assumed to be 5,000–
20,000 m2 with 5–10 years lease
agreement.
• In the Baltic region the size of the
premises is assumed to be from
3,000 m2 with 3–5 years lease
agreement.
• In the Nordic region the rent excludes heating and Property Tax.
• In the Baltic region the market rent
excludes all applicable taxes.
RESIDENTIAL
• The forecast refers to attractive
locations.
• The standard assumes buildings
constructed in the late 1990s and
with an apartment area of around
60–70 m2.
• The rent includes heating and
Property Tax.
EXCHANGE RATES
All rents and transaction volumes are
calculated using exchange rates from
February 2013.
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The Full
Service Property
House in Northern
Europe
Newsec – The Full Service Property
House in Northern Europe – is by far
the largest specialised commercial
property firm in Northern Europe.

OULU

TRONDHEIM
JYVÄSKYLÄ

JOENSUU

TAMPERE
BERGEN

TURKU
OSLO

VÄSTERÅS

HÄMEENLINNA
HELSINKI

STOCKHOLM
ÖREBRO
TALLINN
ESKILSTUNA
JÖNKÖPING
GOTHENBURG

VETLANDA
KALMAR

HALMSTAD
COPENHAGEN

MALMÖ

RIGA
VILNIUS

Today, Newsec employs over 550 professionals in over 20 offices and covers all parts of the
commercial property market. Newsec provides
services to most of the leading property owners,
investors and corporates in the region.

Newsec manages more properties and
carries out more transactions, more
lettings and more valuations than any
other firm in Northern Europe. Through
this great volume, and the knowledge
and depth of our various operations,
we acquire extensive and detailed
knowledge of the real estate market. In
turn, we can quickly identify business
opportunities that create added value.
Our prime market is Northern Europe,
but through our well-maintained international network, we can offer our services on the global market. This makes
Newsec Northern Europe’s only fullservice property house, and provides
us with an unique ability to forecast
the future.

A history of growth
Newsec is the result of a unique history
of growth, characterised by constant
originality of thinking. The first issue
of the comprehensive market analysis,
Newsec Property Outlook, was published in 2001.
The Group expanded internationally
into Finland in 2001, Norway in 2005
and the Baltic countries in 2009.
Newsec is a stable and long-term player. The company was founded in Sweden in 1994. The founding family have
been the main owners from the start,
with the rest of the company owned by
key executives in the Group.

THE FULL SERVICE PROPERTY HOUSE
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CAPITAL
MARKETS

Newsec offers a comprehensive range of services
in the business areas Capital Markets, Leasing,
Asset & Property Management, Valuation &
Advisory, and Corporate Solutions.

LEASING

ASSET & PROPERTY
MANAGEMENT
VALUATION
& ADVISORY
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CORPORATE
SOLUTIONS

Capital Markets
In recent years Newsec has carried out
property transactions with an under
lying property value of close to EUR
10 billion. Newsec has 75 professionals working in Capital Markets. Our offering includes transaction advice on
Single properties, Property portfolios,
Development properties, Sale & Leaseback and Renewable energy.

Asset & Property
Management
Newsec’s more than 400 professionals
manage 1,000 properties with a total footprint of over 10 million square
metres with a value of EUR 10 billion
- including 50 shopping centres. Our
services include Asset Management,
Property Management, Leasing, and
Project Development.

Leasing

Valuation & Advisory

Last year our 30 professionals arranged leases for commercial space
totalling 700,000 square metres in all
types of properties. Newsec’s broad
network and experienced team provide
the right conditions to minimise vacancies and to find the best tenants.

In recent years our team of 60 professionals has valued properties with
an underlying value of EUR 70 billion
each year. Due to our comprehensive
market presence, our team has access
to more market intelligence than any
other player on the market.
Corporate Solutions
Newsec’s 25 professionals in Corporate
Solutions manage projects for our clients in cooperation with the more than
550 employees of the whole Group.
Newsec advises tenants and owneroccupiers in all matters concerning the
best use of premises.

contact
and
addresses

NEWSEC SWEDEN
Stockholm – Head Office
Stureplan 3
P.O. Box 7795
SE-103 96 Stockholm,
Sweden
Tel: +46 8 454 40 00
info@newsec.se
Gothenburg
Kungsportsavenyn 21
SE-411 36 Göteborg,
Sweden
Tel: +46 31 721 30 00
Öresund Office
Dockplatsen 12
SE-211 19 Malmö, Sweden
Tel: +46 40 631 13 00

NEWSEC ASSET
MANAGEMENT
Stockholm
Humlegårdsgatan 14
P.O. Box 5365
SE-102 49 Stockholm,
Sweden
Tel: +46 8 55 80 50 00
info@newsec.se
Gothenburg
Lilla Bommen 5
P.O. Box 11405
SE-404 29 Göteborg,
Sweden
Tel: +46 31 721 30 00
Malmö
Dockplatsen 12
SE-211 19 Malmö, Sweden
Tel: +46 40 631 13 00

NEWSEC FINLAND

NEWSEC ESTONIA

Helsinki
Mannerheiminaukio 1 A
P.O. Box 52
FI-00101 Helsinki, Finland
Tel: +358 207 420 400
info@newsec.fi

Tallinn
Roseni av. 7
EE-10111 Tallinn, Estonia
Tel: +372 664 5090
info@newsec.ee

Tampere
Aleksanterinkatu 32 B
FI-331 00 Tampere, Finland
Tel: +358 207 420 400

NEWSEC LATVIA

NEWSEC NORWAY
Oslo
Filipstad Brygge 1
P.B. 1800 Vika
NO-0123 Oslo, Norway
Tel: +47 23 00 31 00
info@newsec.no

Riga
Zala street 1
LV-1010 Riga, Latvia
Tel: +371 6750 8400
info@newsec.lv

NEWSEC LITHUANIA
Vilnius
Saltoniskiu str. 2
LT-08126 Vilnius, Lithuania
Tel: +370 5 252 6444
info@newsec.lt

