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Introduction

The global spread of coronavirus has led to a substantial reduction in economic activity.  
Strict government regulations have come into force worldwide that severely restrict social life.

The current crisis has its origins in the real economy, with an impact on both the supply and demand 
side. It is not yet possible to make a full assessment of the humanitarian and economic effects and 
consequences. Experience has shown that real estate markets in particular react with a time lag.  
Accordingly, it is still too early to make reliable predictions about the performance of the investment  
and rental markets. Nonetheless, some market trends are already emerging and must be closely 
monitored. Increased uncertainty, a reluctance to spend, declining visitor numbers, disrupted supply 
chains and insolvencies are all having complex economic and social impacts.

The hotel and retail sectors are the most directly affect-
ed and, as things stand, also the hardest hit. Around the 
world, most hotels have temporarily closed their doors 
or are running skeleton operations to keep costs down. 
The situation is similar in the retail sector. Worldwide, 
shops have been closed for weeks almost everywhere 
apart from local daily-needs retail; in some countries, 
stores are now gradually re-opening. Hotels and retail-
ers in particular thus face a major shortfall in sales for 
the year as a whole.

In contrast, the office sector is currently less affected by 
the direct impact of the crisis. In particular, core office 
properties in good to very good locations remain relatively  
stable even when markets are weaker, especially since 
vacancy rates in most European office centres are at  
historically low levels.

Hotel property markets – hotel operators are currently 
under severe pressure
As experience from previous crises shows, the hotel  
sector reacts to exogenous shocks very rapidly – in both 
directions. Nonetheless, experts don’t expect a recovery 
before 2021. Hotel occupancy rates will only rise gradu-
ally after re-opening and full occupancy will not be pos-
sible for a long time due to social distancing require-
ments.

Retail property markets – business activity to rise 
again after lockdown
Temporary closures by the authorities are affecting  
demand for non-essential items and the restaurant trade 
in particular. Food retailers and suppliers of everyday  
essentials, on the other hand, are doing well. Despite 
the slump in demand in 2020 caused by the lockdown, 
a resurgence in consumer spending is expected across all 
European markets from 2021 onwards. The coronavirus  
pandemic will reinforce trends that were already appar-
ent before the crisis. Offerings in the food and daily-needs 
sector will move even closer to the customer in future.  
Discounters will regain market share. Secondary shopping 
centres / hybrid centres are likely to face the greatest chal-
lenges. Market polarisation in favour of dominant centres 
looks set to accelerate, while there will be an even greater 
– and more urgent – focus on multi-channel sales.

Logistics real estate markets – logistics companies 
mostly holding up well
Logistics real estate continues to be regarded as a com-
paratively stable asset class, and in some segments as 
a potential winner in the crisis. It remains to be seen 
whether the increased use of e-commerce during the 
lockdown will have a lasting impact on consumer be-
haviour and boost the existing trend towards online 
shopping. However, changing consumer behaviour in a 

A look at the real estate sectors

2

The current state of the property markets – May 2020



3

The current state of the property markets – May 2020

recession will also have an impact on online retailing,  
especially for luxury goods. Weaker consumer demand 
for goods bought in brick-and-mortar outlets through 
existing supply chains may also indirectly affect the 
logistics sector. Having said that, demand for logistics 
space is driven primarily by inventory levels and vertical 
integration in capital goods production, such as in the 
German automotive industry, which has been severely  
affected by the coronavirus crisis of late. Any reassess-
ment and increase in inventory within existing supply  
chains may result in a significant rise in demand for 
space in this sector over the medium term. Just-in-time 
concepts are coming under scrutiny and weaknesses  
being exposed, which may lead to a significant increase 
in production capacity and warehouse space require-
ments in the German market.

Office property markets – office users defying the crisis
The office property market usually reacts less directly to 
economic fluctuations, but the effects are nonetheless 
felt as well. The expected recession will thus eventually  
trigger rent losses or a loss of tenants in this segment. 
Demand for space will generally be somewhat weaker, 
with decisions about renting being postponed due to the 
uncertain economic outlook. Planned expansion will be 
put on hold. At present, however, low vacancy rates and 
limited new build activity are mitigating this trend.

Vacancy rates in the European office markets were at 
historically low levels almost everywhere prior to the 
coronavirus epidemic. There is currently a shortage of 
space in some European office centres, such as Paris, 
Amsterdam and Stockholm. Compared to previous eco-
nomic booms, the number of speculative development 
projects is relatively low in most markets.

The direct impact of the coronavirus crisis on the office  
sector can be seen primarily among providers of co-work-
ing space and flexible office solutions. Strategic rental  
decisions by large office users are mostly not being  
reconsidered in the current letting environment. The 
short-term outlook has deteriorated due to the corona-
virus crisis. Weaker demand for space and declining or 
stagnating rents are expected in most markets in 2020 
and 2021.

Residential property markets – housing appears  
crisis-proof
The number of households renting instead of buying 
property has risen in almost all Western European markets 
since 2010, with the exception of France and the Nether-
lands. Markets are reflecting this societal trend towards 
increased mobility and flexibility. Rents performed well 
across all Western European markets during this period.  
Even in times of elevated economic uncertainty, apartment 
rents have generally not fallen significantly in the past. As 
a result, it can be assumed that residential real estate will 
prove relatively crisis-proof, even in a prolonged recession.

2020 2021

London

Paris

Amsterdam

Warsaw

Stockholm

Forecast Prime Office Rents

Prime Office Rents 
in € / m²  / month

London

115.6 118.1

Paris

68.3 71.7

Amsterdam

37.5 37.5

Warsaw

23.5 24.0

Stockholm

56.5 58.7

n Q / 1 2019    n Q / 2 2020

Source: JLL, as of April 2020

Source: Union Investment, as of April 2020



It is still too early to make a reliable prediction about how  
investment markets will perform during and after the 
coronavirus pandemic. That said, it’s already apparent 
that the economic consequences of this global crisis will 
eventually impact on property markets since real estate  
is ultimately a cyclically sensitive product.

Transactions in the real estate investment market are also 
likely to be delayed due to possible travel restrictions on  
counterparties and increased uncertainty about future 
market developments. Current activity primarily involves 
transactions already in the pipeline, which were negoti-
ated weeks ago and are now being completed. In many 
cases there is also a lack of new properties coming onto 
the market, making it impossible at this stage to assess 
exactly where the investment market currently stands, 
or will stand at the end of the year. Uncertainty regard-
ing future rent levels and the resulting initial yield re-
quirement is making pricing difficult and is likely to put 
a brake on transaction levels in real estate markets for 
some time to come, especially outside the core markets. 
Market players’ risk appetite is likely to decline appreci-
ably in the near term, with a need to carefully assess the 
long-term yield of potential acquisitions. To allow for 
the anticipated risks and to stabilise investments in this 
exceptional situation, we are currently already seeing 
demands for cash guarantees for weaker tenants with 
a higher risk of default and for purchase price adjust-
ment, for example.

Despite this situation, there is currently only limited price 
elasticity in the investment markets. The reluctance of  
investors to buy is not having any measurable effect on 
price levels as yet. There is also no market evidence of fire 
sales, i.e. distressed sales at major discounts.

“Transaction volumes have been at  
historically high levels for some time now. 
The first quarter of 2020 was actually an 
all-time high for the German investment 
market. We are at the end of an eleven- 
year property cycle, and as such a very  
long one. We can now expect the letting 
and investment markets to recalibrate.  
This situation will also give rise to new  
opportunities for institutional real estate  
investors.”

Martin Schellein 
Head of Investment Management Europe
at Union Investment
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Q / 1 2010 Q / 1 2012 Q / 1 2014 Q / 1 2016 Q / 1 2018

 Direct Commercial Real Estate Transaction Volumes
 Economic Sentiment Indicator

Source: RCA; Eurostat, as of: 31 March 2020

A look at the European  
transaction market

European Rolling 12-Months Direct Commercial Real Estate Transaction Volumes 
in billion euros

Q / 1 2020
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There have been indications of a decline in business confidence and  
in transaction volumes since as early as mid-2018.



Germany seems comparatively well placed to cope with 
the current crisis, thanks to its sound budgetary policy,  
high credit rating and not least its excellent healthcare  
system. But here as well, it’s likely that a gradual return 
to normality will be followed by subdued spending, a 
drop in visitor numbers, disrupted supply chains and in-
solvencies. Depending on how long the lockdown and 
subsequent weakness last, these economic effects will 
be reflected in the letting markets and consequently also 
in the investment markets. Particularly compared with 
other European countries, though, Germany is doing 
well in terms of ongoing crisis management and the  
situation in the real estate markets.

Based on the measures already adopted and the expected  
economic stimulus package, it’s likely that German prop-
erty markets will recover from the crisis relatively quick-
ly and return to their previous growth path. This applies 
chiefly to the office, residential and logistics markets, 
which were very buoyant before the coronavirus-induced  
recession. In the hotel and retail markets, meanwhile,  
it remains to be seen how quickly the route to a “new 
normal” can be taken, and how well and flexibly each  
of the operators or retailers can adjust and adapt to  
the new situation.

German office market –  
office users in robust position
The German office property markets continued to register  
high demand for space in the first quarter of 2020. Although  
letting performance declined slightly on average across the 
five German property hotspots of Berlin, Düsseldorf, Frank-
furt / Main, Hamburg and Munich compared with the same 
quarter of the previous year, this was primarily due to the 
very low supply of vacant space. This shortage of space was 
also reflected in the average vacancy rate, which stood at 
just 3.7 % at the end of the quarter, the lowest level since 
the end of 2001. Due to a combination of strong demand 
and low supply, office rents in the five largest German of-
fice markets rose by an average of 4.4 % year-on-year.
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Prime Office Rents 
in €/m²/month

Berlin

34.0
37.0

Dusseldorf

28.0 28.5

Frankfurt / Main

40.0 41.5

Hamburg

28.0 29.0

Munich

39.5 41.0

Source: JLL, as of April 2020

2020 2021

Berlin

Dusseldorf

Frankfurt / Main

Hamburg

Munich

Forecast Prime Office Rents

A look at the financing market –  
“business as usual” for finance providers

n Q / 1 2019    n Q / 1 2020

While the banks continue to provide finance, they are  
being more restrictive in some cases and are notably more  
cautious about hotel financing. Risk-averse properties  
that deliver stable income currently get preferential 
treatment when loans are being granted.

Opportunities could arise for cash-rich investors. For ex-
ample, properties or projects could be picked up that are 
no longer being financed by the banks due to a lack of 
cash flow or letting challenges.

In the spotlight: the German real estate markets

Source: Union Investment, as of April 2020



Contact:
Union Investment lnstitutional GmbH
Weissfrauenstrasse 7
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Telephone + 49 69 2567 - 7652
Fax + 49 69 2567 - 1616
E-mail: institutional@union-investment.de
Web: www.union-investment.com

Summary and outlook
Where the economy goes from here, and in turn the depth  
of the downturn in the international real estate markets, 
currently depend on the success of the measures taken to 
combat the COVID-19 virus and when the current restric-
tions can be eased or lifted. It is too early to make a defini-
tive statement at this point in time. Much will also depend 
on the impact of the support packages in the individual  
countries and on the extent to which rent deferrals and 
other measures help tenants to maintain the viability of 
their businesses. Travel restrictions mean that cross-border 
investments are currently not possible at all, or only to a 
much reduced extent. As a result, domestic capital will 
become much more important in the short term. Large 
liquid markets, such as Germany, France and the UK, will 
benefit from this.

At the end of the first quarter of 2020, which was very 
positive for the German office markets, the global spread 
of coronavirus led to a significant downturn in economic  
activity. As it is not yet possible to make a full assessment 
of the humanitarian and economic consequences of the 
pandemic, reliable statements about the trend in office  
property markets cannot be made at this stage. In all 
probability, the impending recession will also lead to 
some rent losses or a loss of tenants in the office property  
segment, with a time lag. Demand for space will gener-
ally be somewhat weaker, with decisions about renting 
being postponed for now due to the uncertain economic  
outlook.

Nevertheless, the current low availability of space, very 
high occupancy rates and limited new build activity will 
act to mitigate the subdued level of demand going for-
ward. A key feature of the office segment is also that a 
large proportion of the workforce can continue to work 
from home and that most office space is still open and 
accessible. As a result, a modest recovery is already being 
forecast for some letting markets from 2021 onwards

By reception of this document, you agree to be bound by the following  
restrictions:

This document is intended exclusively for Professional Investors and you 
confirm that you are a Professional Investor. This document is not for 
distribution to Retail clients.

The information contained in this document should not be considered as 
an offer, or solicitation, to deal in any of the funds mentioned herein, by 
anyone in any jurisdiction in which such offer or solicitation would be  
unlawful or in which the person making such offer or solicitation is not 
qualified to do so or to anyone to whom it is unlawful to make such offer 
or solicitation.

This document does not constitute a recommendation to act and does 
not substitute the personal investment advice of a bank or any other suit-
able financial services consultant or specialist in taxation or legal advice. 
The descriptions and explanations are based on our own assessments and 
are limited to the facts at the time of the preparation of this document. 
This applies in particular also as regards the present legal and taxation 
environment, which may, at any time, change without advance notice.

This document was prepared with due care and to the best of knowledge  
of Union Investment Institutional GmbH, Frankfurt / Main, Germany. 
Nevertheless, the information originating from third parties was not 
verified. Union Investment Institutional GmbH cannot guarantee that 
the document is up to date, accurate or complete.

All index and product names of companies other than those belonging 
to the Union Investment Group may be trademarks or copyrighted pro-
tected products and brands of these companies.

This document is intended exclusively for information purposes for Pro-
fessional Investors and is meant for personal use only and should not be 
disclosed to Retail clients. The document, in whole or in part, must not 
be duplicated, amended or summarised, distributed to other persons or  
made accessible to other persons in another way or published. No respon-
sibility can be accepted for direct or indirect negative consequences that 
arise from the distribution, use or amendment and summary of this 
document or its contents.

When referring to fund units or other securities, there may be an analysis  
within the meaning of (EU) Regulation No. 565/2017. If, contrary to the 
aforementioned stipulations, this document were to be made accessible 
to an unauthorised reader, or otherwise distributed, published, and where 
applicable, amended or summarised, the user of this document may be 
subject to the provisions of (EU) Regulation No. 565/2017 and the stipu-
lations of the supervisory authorities set out for this purpose (in particular 
the applicable regulations on Financial Analyses).

Information on the performance of Union Investment funds is based on 
past performances and/or volatility. Past performance is no guarantee 
for future returns and there is no guarantee that invested capital may 
be returned.

For detailed product-specific information and indications on the risks  
of the Funds mentioned in this document, please refer to the latest 
Sales Prospectus, contractual terms, Key Investor Information Document 
and the annual and semi-annual reports, which you can obtain, from 
www.union-investment.com. These documents form the sole binding 
basis for the purchase of Union Investment funds.

READ THE PROSPECTUS BEFORE INVESTING

Unless otherwise stated, all information, descriptions and explanations 
are dated 8 May 2020.
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