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Momentum Building 
 
 

Although transaction volumes remain low, after seven 
consecutive quarters of decline, volumes have now stabilised. 

 

Although there are positive signals in the market, the majority of 
investor appetite is for a narrow band of prime assets in core 
markets. 

 

Cross border investment rebounded strongly in the second 
quarter with increased activity from international investors. 

 

New lending for commercial real estate remains very restricted, 
and it is banks who will determine the timing and scale of a full 
recovery. 
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Introduction 
 
Quarterly investment turnover in European commercial real estate 
markets has stabilised, ending a trend of seven consecutive 
quarters of declining transaction volumes. Despite the overall traded 
volumes remaining low, investor activity has continued to pick up 
noticeably throughout the year and to a greater extent than 
suggested by the transaction evidence alone. However, a full 
recovery will be dependant on debt markets, which remain 
constrained, and occupational markets, which look set to remain 
weak for some time to come.  

This report presents an overview of European commercial real 
estate investment transactions in the first half of 2009 and also our 
outlook for the rest of the year. 

European Investment Volumes  
European commercial real estate investment volumes in the first half 
of 2009 stood at €24 billion. This was down 42% on the previous 
half year (H2 2008) and down 67% on the same period in 2008. 
Despite the decline in half year numbers, quarterly volumes were 
marginally up, with each quarter of 2009 recording around €12 
billion in transactions. The number of deals was also broadly the 
same in each quarter with 393 deals in the first quarter and 425 in 
the second. The stabilisation is a significant shift in the market, as 
for the past seven quarters transaction volumes had been declining 
by an average quarterly rate of 22%.  

Total European Transaction Volumes 
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Source: Jones Lang LaSalle 

 

Cross-border activity in Q2 2009 rebounded to 52% of total 
investment volumes, up from a low of 27% in Q1 2009 and 
signalling increased appetite of international and pan-European 
investors.  

Cross-border investors who draw capital from Europe, Intra-
regional, and from outside Europe, Inter-regional, increased their 
overall investment activity during Q2 2009 by 61% and 169% 
respectively. Cross-border investors had been early movers into the 
downturn, reducing transaction volumes one quarter faster than 
domestic players. Domestic investment which had been seen to 
provide a cushion against declining cross-border transactions in 
some markets, continued to decline in the last quarter.  

Investment Volumes by Investor Type 
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Source: Jones Lang LaSalle 

Average lot sizes increased marginally to €48.4 million from €46.1 
million in 2008 due to a number of large deals which were supported 
by stapled debt or vendor financing. Although the restriction in new 
lending means large deals above €500 million are rare and the 
average lot size remains well below the €68.1 million recorded in 
2007. 
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Markets 
In the first half of 2009 the UK took 35% of total investment activity, 
slightly ahead of its historical average of 31% and reversing the 
trend in 2008 where the UK recorded 25% of volumes.  

Total European Transaction Volumes by Market 
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On a quarterly basis there has been a pattern of stabilisation, and 
even growth in traded volumes in European core markets, with 
some markets showing a strong upturn in volumes during the 
second quarter. This follows on from the UK which in Q1 2009 was 
the first market to see a stabilisation in volumes.  

France recorded the largest increase in quarterly volumes, almost 
doubling investment activity to €1.2 billion. Other major markets, 
which witnessed an increase in second quarter trading were Italy, 
Netherlands, Spain and Sweden. Germany and the UK remained 
broadly static whilst Belgium and CEE saw declines. A small 
number of large deals in Austria and Switzerland in the first quarter 
made up the difference. 

Total European Transaction Volumes by Market  
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Investors 
German investors remained the largest net buyers in the first half of 
2009 with net purchases of €1.8 billion across Europe. Next in line 
were the group of investors who source their capital at a Global level 
followed by Middle Eastern investors and Russian investors as the 
largest net purchasers. 

Reflecting a trend seen in the previous year, UK investors continued 
to be the largest net sellers in the region, typically disposing of their 
domestic holdings, with net sales of €4.3 billion in the first half of 
2009. This was a 110% increase compared to the divestment rate in 
the second half of 2008. UK investors were joined by Spanish and 
Dutch investors as the largest net sellers in Europe. 

Net Investment by Investor Source of Capital 

-5 -4 -3 -2 -1 0 1 2 3

UK
Spain

Netherlands
Canada

Australia
Belgium
Russia

Middle East
Global

Germany

EUR billions

Net Buy ers

Net Sellers

 
Source: Jones Lang LaSalle 

With restricted debt markets equity rich Private Investors increased 
their share of activity from 10% in 2008 to 16% in the first half of 
2009, and are now the second largest investor group in Europe 
behind Unlisted Funds, whose share remained stable at 35%. Listed 
REITs were one of the largest net sellers with some €3.2 billion of 
net sales, of which the majority was made by UK REITs divesting 
their domestic holdings. Institutions were also one of the largest 
vendors in 2009 accounting for 17% of all sales in Europe, up from 
12% in 2008; this was typically Dutch and UK institutions releasing 
their domestic holdings. 
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Outlook 
Introduction 
At the start of 2009 we set out what we believed would be the 
predominant trends in the market over the coming year. At the half 
way point we see the same issues continuing to set the agenda, but 
markets do not stand still, and in the following section we outline 
how these trends have changed. 

Investor attention remains focussed on core liquid markets 
although their focus is widening 
London is currently the most active market in the world for direct 
commercial real estate investment. The reasons remain the rapid 
and deep correction in pricing, the ability to acquire prime 
properties, liquidity, transparency, the perception of an undervalued 
Sterling and London’s continued standing as the business capital of 
Europe.  

Paris is now firmly in the sights of international investors. Back in 
February, London was seeing a discernable increase in property 
inspections and multiple bids for prime assets. In Paris we are now 
seeing a definite uptick in buyer enquiries and the best assets 
generating interest from multiple parties.  

In markets where there has been an increase in investment 
appetite, demand far exceeds the available supply of prime well let 
assets, encouraging some investors to look at near-prime and 
regional cities. 

Long term secure income is the key driver for almost all active 
buyers 
If one factor will make a deal today it is long term income with a 
strong covenant. For many investors this is the primary driver to 
making an investment decision and trumps economic and even real 
estate fundamentals. Furthermore long leases allow investors to 
accept falling ERVs provided that there are upward only rent 
reviews or indexation, no break clauses and the tenant remains 
solvent. Only a few investors are currently exiting from assets in 
their portfolios which are producing regular income and are let on 
long leases. Those assets which are coming to the market, are often 
offering a share of the asset with the existing owners retaining an 
interest and often management responsibilities as well. 

Relative pricing is a key driver but London is being caught up 
in the ‘chase for the bottom’ 
Of the core markets London City remains the market where yields 
have corrected the furthest from the peak in the second quarter of 
2009. However, other major Western European markets are now 
reaching similar peak to trough yield movements. Paris CBD has 
already moved 25 basis points further than London West End and 
likewise prime Madrid yields have also decompressed further 

compared with London West End. Furthermore, prime London yields 
are witnessing clear downward pressure for long income, rack 
rented properties. This has resulted in yields moving in marginally 
for prime City of London. We expect more international investors 
facing a lack of supply or increased demand in London, to look to 
Paris and other core markets in Western Europe which have re-
priced.  

Paris is now firmly in the 
sights of international 
investors. 
London has seen the largest capital value declines since the peak in 
Q2 2007. Driven initially by yield movements, rental declines now 
continue to erode values, with peak to date falls of 53% in London 
West End. Capital values have fallen 48% in both Paris and Madrid 
and 24% in Frankfurt. London West End is still the highest value 
office location in Europe at €17,000 per sq m, compared to Paris at 
€12,200—at the peak of the market the gap was almost €17,000 
with London West End at €37,500 and Paris at €20,500. 

Investors remaining risk averse in terms of income, geography 
and secondary assets 
Investors remain risk averse and are focussed on stable, secure and 
long term cash flow. As a result, core markets in Western Europe 
which have shown most re-pricing remain firmly in favour. Beyond 
this, deal levels remains very thin. Secondary pricing levels have yet 
to move out to the extent where investors feel comfortable 
transacting and even then securing debt or secondary assets is 
extremely challenging. Where they have moved secondary assets 
have traded, although these deals remain the exception.  

Debt markets are still constrained but the outlook is clearer 
today than at the start of the year 
The sheer size of commercial real estate loan books at major 
European banks and up coming refinancing remains a huge issue in 
the sector and the overwhelming message from debt markets is that 
new lending is still very constrained. However, those banks with the 
largest real estate exposure are now more organised and clear in 
their strategy to stay focussed on working out loans with their 
existing clients. These banks are increasingly choosing not to 
foreclose or force sales at today’s depressed prices.  

Where there is lending, volumes are generally small (with only one 
or two exceptions) and only for prime investments. Lenders include 
German banks some of whom are aided by the steady flow of 
Pfandbrief issuances which are helping to clear balance sheets for 
new lending. Other new players include life funds and some 
sovereign wealth entities, with an eye on moving into new 
commercial real estate lending at rebased pricing levels.  
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The first CMBS issuance for over a year has taken place in the UK 
and was heavily oversubscribed. However, the long term income 
backed by a non-assignable lease to Tesco meant the investment 
proposition was more about covenant strength and income security 
than about the underlying real estate. (This also demonstrates how 
income security is often trumping real estate fundamentals.) 
Meanwhile the CMBS refinancing conundrum also remains an 
unresolved issue stalking the sector. 

Large deals continue to be difficult to fund but stapled or 
vendor financing is encouraging deals to take place at 
competitive pricing levels 
At the beginning of the year we expected to see a steep reduction in 
the number of large deals transacted. Some large deals have taken 
place but these are typically with financing already in place or with 
the vendor offering new financing, effectively circumventing the 
issue of having to arrange a club deal with multiple banks. For a 
bank a stapled debt deal can often create an opportunity to re-
negotiate terms and have a new injection of equity; the purchaser is 
able to secure their asset without having to separately secure 
financing or put in a large amount of equity. Overall we expect new 
lending to remain very constrained but with vendors and banks 
becoming more creative in order to assist deals, reduce loan books 
and renegotiate financing arrangements. 

Banks are increasingly 
determined not to foreclose 
or force sales at today’s 
depressed prices. 
Although a large volume of capital is still sitting on the 
sidelines more investor groups are now transacting 
Many investors who have capital and are ready to enter the market 
remain reluctant to do so. Opportunity capital has made very few 
deals in the market to date and to some extent has been frustrated 
by a lack of distress in the market—with the prospects of fire-sales 
diminishing over time and with yields stabilising or even hardening in 
some markets.  

Middle Eastern money from a variety of sources will continue to look 
for opportunities and make very selective transactions in the most 
liquid markets. Private investors and high net worth individuals will 
continue to transact in local markets around Europe, with many 
international investors from all corners of the world already actively 
seeking product in London. Private investors, in many cases, have 
the advantage of being able to transact with pure equity and 
refinance later, making them a very flexible and agile group of 
investors in today’s market. German investors will continue to be 

one of the most active investor groups across Europe, although they 
remain extremely selective with their investment requirements..   

Leasing markets are still in shock and will remain subdued for 
some time to come 
We anticipate rents falling in most markets throughout 2009 and 
2010 driven by continuing weak levels of take up. As rents fall, 
comparable transaction information will be harder to find as most 
deals will reflect varying degrees of over renting. Take-up remains 
subdued across Europe, and with unemployment lagging economic 
growth, will remain subdued beyond the point at which the economy 
begins to recover.  

Summary 
For the first time in eight quarters we have seen a stabilisation in 
transaction turnover in Europe. But beyond this there has been a 
clear increase in investor appetitive in the sector. In Europe’s largest 
markets we are seeing price tension, increased levels of bidding and 
greater investor interest, both in terms of investor types and sources 
of capital. Cross border investors have made a strong move back 
into the market and are in some cases now having difficulty in 
securing prime product. 

We expect transaction volumes to pick up in region moving into the 
second half of the year in almost all major markets—although some 
markets will remain out of favour. London has demonstrated that 
demand can ramp up very quickly once investors gain confidence 
and markets re-price. Investors who are looking at Continental 
Europe should take note that in the space of just a few months the 
London market has become a very crowded one with too few good 
buying opportunities. Paris is set to become the next market in 
Europe to see a mini investment rally and indeed this has already 
begun. 

Despite positive signals investor interest remains focussed on a 
narrow band of prime assets in core markets, which provide a 
secure income story. This is creating a two-tier investment market: 
one very thin market with limited opportunities and one very large 
market generating limited investor interest at current pricing levels. 
The full brunt of the economic slowdown is yet to be felt in 
occupational markets with economies still contracting and 
employment levels falling. Yields are reaching their ceilings, but with 
falling rents, capital values will continue to erode almost 
everywhere. Little has improved in debt markets since the start of 
the year, although banks remain more certain about their strategies, 
new debt will remain difficult and expensive to secure and banks will 
continue to set the timing and scale of an eventual recovery. 
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