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Major Commercial Real Estate Markets in Europe in H1 and outlook H2 2017
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*Commercial Real Estate Market GB: boom temporarily slowed down
due to the Brexit vote
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Stable European investment volume despite political tension

The first half of 2017 saw some continued global political turbu-
lences, especially in UK and France. However, the European
investment market was largely unaffected. Overall, the total in-
vestment volume in Europe grew steadily. The UK was still Eu-
rope’s largest investment market, with an 4 % increase of its
investment volume year-on-year in the first half of 2017. The UK
market continued to shrug off political uncertainty. Once again,
Germany recorded the second best result with an 25 % increase.
France fell by 16 % and Poland showed a 24 % decrease year-
on-year. The investment volume of the Netherlands notably grew
by 53 % and Spain by 51 %. In the first half of the year commer-
cial real estate remained attractive to international investors. The
demand for core assets in Europe tightened further on, hand-in-
hand with high prices.

Solid leasing activity on European office market in H1 2017

The strengthened overall office market performance was in line
with the economic tailwinds. The downward pressure on yields
for prime office properties persisted. European office vacancy
reached the lowest rate in Q2 2017 since Q4 2008. The annual
European office rental growth continued to exceed the 10-year
average. The selected office property markets developed as
follows: Germany's economic was performing well. This was
reflected by strong office take-up and investment appetite. Berlin
and Munich recorded particularly strong demand. Modern space
in central locations across Germany was tight. The UK continued
to face political uncertainty surrounding Brexit. However, the
office market remained a target destination for investors, with a
mixture of rental decline and growth in the submarkets. In France
the investment activity slowed. The Greater Paris region concen-
trated more than 80 % of the total investment volume in Q2
2017. Value-added office properties in Paris became popular.
The Netherlands had its highest office take-up during a first-half
period since 2008. Although the availability of prime products in
dominant areas was rather limited. Therefore investors™ focus
shifted to core+ investments in larger cities. Poland’s office
property market recorded healthy activity. Warsaw showed the
highest volume of completed office properties in 2016 since the
market has been established. However, the city had a strong
take-up level of 200.500 sg m in H1 2017. In Spain the office
market gained pace, but there is a lack of prime products to meet
investors™ demand, especially in Madrid and Barcelona.

Boom of the office markets went on in H1 2017

In our opinion there is no sign, that the boom of the office mar-
kets slowed in Europe. Transactions in the major European cities
still remained attractive for international occupiers and investors.
The country-specific parameters remained the main driver for the
activities on the occupier market. Therefore please see the spe-
cific position enclosed. Poland (Warsaw) showed a strong devel-
opment pipeline in 2016, with rising supply of newly completed
modern office space in prime locations. We do not see a cyclical
change yet despite strong take-up in H1 2017.
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Office: Market Trends 2017 Ongoing strength in office markets in H2 2017

Occupiers’ and investors® demand is expected to strengthen
Germany UK France Netherlands Poland B fyrther in 2017, in particular in Germany, the Netherlands and
p— 7 - ? ? Spain. Even in other markets, where investment volumes have
fallen, we do not see dropping prices for prime office properties.
With economic confidence European prime rental growth is
forecasted to total at around 2.2 % in 2017 and office vacancy
to remain stable. With a more buoyant 3.2 million sq m in the
H1 development pipeline, total 2017 completions are expected
to reach 5.1 million sq m, which is 25 % above the 5-year aver-
age. The target cities for new quality office space in the medium
Retail: Prime Rent term should be London, Paris, Dublin, Berlin and Munich.

EoRsamr Demand for quality retail space remains strong in H1 2017
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By The continued growth of online sales, omni-channel retailing
12000 and technical innovations were forcing many retailers to review
8.000 business models, convert larger stores and invest in distribution

Supply

Vacancy Rate

Prime Yield

2R 20 2R 2R
v ¥ N ¥ v N

N
N
Prime Rent 2
N
2

N ¥ N ¥ ¢
N ¥ N ¥ ¢
v v vy

Investment Volume

networks. Demand remained strong and prime retail rents were
2,000 | predominately stable across all asset classes. The selected
‘ ‘ ‘ s PO retail markets developed as follows: Germany was a consistent
W target for international retailers. Although rents were relatively
static. Prime rents peaked in some locations. In the UK retail
sales turned to growth in Q2 despite a fall in consumer confi-
dence following the UK general election. In France the services
sector recovery since end-2015 led to further improvement in
Retail: Real Estate Cycle H1 2017 the labor market. Retailers™ movements were numerous and
Market the trend was globally positive with stable prime rents. In the
Adjustment Netherlands demand was driven by expanding overseas retail-
ers. They were the main driver of the take-up volume in the
dominant cities. Prime rents remained stable. Sentiment and
turnover in the retail sector recovered steadily. In Poland a rec-
ord low unemployment rate in May and a stellar increase in
retail sales over Jan-May are the main growth drivers for the
retail market in H1. There was a wide rental gap between War-
saw and other major markets. Occupiers’ and investors™ de-
*Commercial Real Estate Market GB: boom temporarily slowed down mand for prime retail locations remained strong. In Spain the
dueto the Brexit vote expansion trend went on, with growing demand focusing on
prime space and stable rent levels across all prime segments.

Robust trend in retail will continue in H2 2017

France, the UK and Germany are still the largest markets for
shopping centres and account for around half of the total shop-
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Recovering Boom Declining

Retail: Market Trends 2017
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Demand > > > 2 5 P ping centre space in Western Europe. However, prime shop-
Supply > > > > 7 7 ping centre rents are expected to record the strongest growth in
ooy N : : : N ; Spain among others in 2017. Prime high street rents in Barce-
] 5 . = . 2 N lona and Madrid among others are forecast to see the most
Investment Volume > > 2 > 2 robust uplifts in the medium term. Little change of the retail

market trends is expected in 2017 further on (see enclosed).
Outlook for commercial real estate in Europe in H2 2017

Economic fundamentals, overseas capital and monetary policy
will push the European commercial real estate market in 2017.
g’;';fla; ibas Real Estate: Investment Market in Poland ata glance  However, the risk of terrorist attacks and political uncertainties
Cushman & Wakefield: Office and Retail Market Snapshot DE, GB, CC_)UId mfluence mvestmeqt deCISlan' Furthe_rmqre geOpO“tIC_S
FR, NL, PL, ES Q2 2017, European Shopping Centres April 2017 will continue to play a major role in determining investor senti-
Jones Lang LaSalle: Global Market Perspective August 2017; ment and market activity in 2017. The level of interest rates is
Office Property Clock Q2 2017 still forecasted to remain unchanged this year. Local imbalanc-
NORD/LB Economics: Economic Adviser August 2017 (inGerman) a5 of prices should still persist. Although yields are at their cy-
clical low, the weight of capital targeting the commercial proper-
ty market shall continue to increase.

Reference of source

Real Capital Analytics: Europe Capital Trends Q1 2017
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Disclaimer

This material is approved and issued by NORDDEUTSCHE LANDESBANK GIROZENTRALE (“NORD/LB”). NORD/LB is supervised by
the European Central Bank (ECB), Sonnemannstr. 20, D-60314 Frankfurt am Main, and by the Bundesanstalt fir Finanzdienstleis-
tungsaufsicht (BaFin), Graurheindorfer Str. 108, D-53117 Bonn und Marie-Curie-Str. 24-28, D-60439 Frankfurt am Main.

This material is only to be made available to, is directed only at, and is approved only for distribution to:

persons resident within Germany, the United Kingdom, Ireland, France, Belgium, Luxembourg, the Netherlands, Spain, Italy, Greece,
Austria, Switzerland, Norway, Lithuania, Latvia and Estonia. (all such persons together being referred to as “relevant persons”). The
investments or services to which this material relates are not available to any person other than relevant persons and should not be
relied on by any person who is not a relevant person. Neither this material nor any copy thereof may be taken or transmitted to Canada,
Japan or the United States of America, its territories or possessions or to employees or affiliated companies of the recipient based in
these countries.

This research report and the information contained therein is furnished and has been prepared solely for information purposes. It is not
intended to be an inducement to engage in investment activity. It is fumished for the recipient’s private information with the express
understanding, which recipient acknowledges, that it is not a direct or indirect offer, recommendation or solicitation to buy, hold or sell,
an invitation to subscribe for or purchase, or a means by which any financial instrument may be offered or sold.

All information contained in this material is obtained from sources we believe to be reliable, but which have not independently been
verified. Therefore, we cannot assume any guarantee or make any representation or warranty and accepts no responsibility or liability
as to the accuracy or completeness of the information contained in this material. Any opinions, forecasts estimations and comparable
information given in this material are non-binding opinions of our research staff. Changes to assumptions may have a material impact on
any performance detailed. Neither NORD/LB nor any of its directors, officers or employees can assume any guarantee or give any rep-
resentation or warranty nor does any such person accept any responsibility or liability for the accuracy, adequacy, or completeness of
any information or for any loss of profit, indirect or other consequential losses or other economic loss suffered by any person arising
from reliance upon any information, statement, or opinion contained in this material (whether such losses are caused by the negligence
of such person or otherwise).

Past performance is not necessarily indicative of future results. Foreign currency rates of exchange, fluctuations or similar factors may
adversely affect the value, price or income of any financial instrument or related instrument mentioned in this material.

All information in this material is expressed as at the date indicated in this material and is subject to changes at any time without the
necessity of giving prior notice or other publication of such changes. NORD/LB gives no representation or warranty for the consecutive
accuracy of such information.

Nothing in this report constitutes investment, legal, accounting or tax advice, or a representation that any investment or strategy is suita-
ble or appropriate to the recipient’s individual circumstances, or otherwise constitutes a personal recommendation to the recipient of this
report and you should not rely on it in that regard. The securities or other financial instruments referred to in this material may not be
suitable for the specific investment objectives, financial situation or individual needs of each recipient. This publication does not replace
personal consultancy. Prior to taking any investment decision any recipient should contact an independent investment adviser for further
and more up-to—date information on specific investment opportunities and for individual investment advice, regarding the appropriate-
ness of investing in any financial instruments or investment strategies discussed in this report.

Any financial instrument referred to herein may involve a high degree of risk, which may include principal, interest rate, index, currency,
credit, political, liquidity, time value, commodity and market risk. The financial instruments may experience sudden and large falls in their
value causing losses equal to the original investment when that investment is realized. Any transaction should be entered into only upon
the recipient’s own judgment as to financial, suitability and risk criteria.

This material and its contents may not, whether in whole or in part, be copied, reproduced, redistributed or otherwise published without
our prior written consent.

This document was prepared in accordance with the applicable provisions of the German Securities Trading Act and of the German
Regulation on Financial Analysis. NORD/LB Research is independent, from an organisational, hierarchical, functional and locational
perspective, from any units that are responsible for issuing securities and for investment banking, for securities trading (including propri-
etary trading) and sales, and for lending business.
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