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DIFI-Report

Assessment of the Real Estate Financing Market



DIFI sees fifth consecutive rise

Positive assessment of current situation in the refinancing
markets, outlook slightly gloomier

Special question: attractiveness of individual real estate segments
when considering the development of inflation

The German Real Estate Finance Index (DIFI) reflects survey participants’
assessments of the current situation (the last six months) and expectations (the
coming six months) for the German real estate financing market. DIFI is pro-
duced quarterly and is calculated on the basis of an average of the results for the
real estate market segments office, retail, logistics, residential and hotel. These
figures reflect the percentage of positive and negative responses received from
survey participants relating to the current situation in, and financing expectations
for, the German real estate market. DIFI is produced and published in coopera-
tion with JLL and ZEW (Zentrum fiir Europdische Wirtschaftsforschung — Centre

for European Economic Research) in Mannheim.
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DIFI sees fifth consecutive rise

Situation indicator rises sharply

The German Real Estate Financing Index (DIFI) saw its
fifth consecutive rise in the 3 quarter of 2021 and, at

5.6 points, is 8.9 points higher than in the previous quar-
ter. While the experts' assessments of the financing situa-
tion in the past six months are significantly more opti-
mistic than in the previous quarter, the outlook for the
financing situation in the coming six months remains
almost unchanged. With a rise of 19.1 points compared
to the 2" quarter of 2021, the situation indicator has re-
turned to positive territory with 4.3 points, the highest
level since the 3rd quarter of 2018. The expectations indi-
cator also remains positive but, at 6.8 points, is slightly
lower than in the 2™ quarter of 2021 (-1.4 points).

German Real Estate Finance Index (DIFI)

Aggregate in % points

Outlook gloomier for the office, retail and hotel seg-
ments while the logistics and residential segments
are still attractive in the current market environment

Looking at the individual real estate segments, it is clear
that the German real estate financing market will conti-
nue to be significantly affected by the COVID-19 pande-
mic in the 3" quarter of 2021. While the situation indica-
tors for the segments most susceptible to the effects of
the pandemic (office, retail and hotel) improved signifi-
cantly compared to the previous quarter due, in part, to
avaccination campaign that is progressing well, the out-
look for these segments becomes slightly gloomy again
against the concerns of a possible fourth wave of infec-
tions in Autumn 2021. This is evident from a rise in the

B Financing situation

Bl Financing expectations

Average assessment of the current situation in and expectations for the five real estate market segments (Office, Retail, Logistics, Residential, Hotel).

Source: JLL and ZEW
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respective situation indicators by 33.4 points (office),
38.4 points (retail) and 36.6 points (hotel) and a fall in the
expectations indicators by 7.8 points (office), 1.2 points
(retail) and 8.5 points (hotel). Of the three segments, the
respondents are most optimistic about offices and most
pessimistic about hotels. Therefore, the aggregates of
the corresponding DIFI sub-indicators, which reflect both
the current situation and future expectations, are 3.6 points
and -16.0 points, respectively.

According to the experts, the segments most likely to profit
from the pandemic, logistics and residential, should conti-
nue to profit from the current environment, although it is
felt that the financing situation for residential real estate

deteriorated significantly between the 2" and 3" quarters.
While the expectations indicator for the residential seg-
ment rose by 7.0 points, the situation indicator declined by
15.8 points. Despite this downturn, the residential seg-
ment remains attractive according to the respondents,
and the corresponding DIFI sub-indicator is clearly in posi-
tive territory at 17.0 points. After declining in the previous
quarter, the situation indicator (+3.2 points) and expectati-
ons indicator (+3.3 points) for the logistics segment were
slightly higher again in the 3 quarter than in the previous
quarter. The corresponding DIFI sub-indicator also rose by
3.3 points and, at 34.3 points, reached the highest aggre-
gate of all of the real estate segments considered and its
second-highest value since the outbreak of the pandemic.

Assessment of the real estate financing market by real estate market segment

Aggregate in % points
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Positive assessment of the current situation in the
refinancing markets; the outlook remains mixed

In the 3 quarter of 2021, the experts view the situation
on the refinancing markets as positive overall. The corre-
sponding indicators for capital deposits (14.3 points),
Pfandbrief mortgage bonds (22.7 points) and unsecured
bonds (19.1 points) as refinancing instruments are in po-
sitive territory, while those for mortgage-backed securi-
ties and real estate stocks and shares have an aggregate
of 0.0 points. Compared to the previous quarter, the situ-
ation indicators for unsecured bonds and mortgage-ba-
cked securities have improved, while those for capital
deposits, Pfandbrief mortgage bonds and real estate
stocks and shares have deteriorated. The indicators for

Development of the refinancing markets

Aggregate in % points

——— Capital deposits —— Unsecured bonds ~——— Real estate stock markets

unsecured bonds and mortgage-backed securities have
risen by 15.2 points and 4.2 points, respectively; their
fifth consecutive rise. The indicators have recovered
significantly since the 2" quarter of 2020, rising by 92.2
points and 75.0 points, respectively.

The outlook for the real estate refinancing markets sur-
veyed is mixed in the 3 quarter of 2021. While the expec-
tations indicators for capital deposits (-0.1 points) and
mortgage-backed securities (-11.2 points) show negative
aggregates, as a refinancing instrument, only unsecured
bonds (5.0 points) have a positive aggregate. The aggre-
gates of the remaining instruments are all 0.0 points.
Similar to the situation indicator, only the expectations

Mortgage bonds Mortgage backed securities

Average assessment of the current situation and expectations by refinancing instrument.

Source: JLL and ZEW
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indicator for unsecured bonds has improved since the
previous quarter (+4.9 points). While the expectations in-
dicator for capital deposits remains unchanged compa-
red to the previous quarter, the remaining expectations
indicators are lower. The strongest decline is seen in real
estate stocks and shares, whose indicator has reduced
by 14.0 points.

Real estate investments in light of

current inflation expectations

In the 2" quarter of 2021, the Federal Statistical Office
again recorded inflation rates of over 2% compared to
the respective months of the previous year. Inflation ra-
tes are expected to be even higher in the 2" half of the
year. At the same time, the European Central Bank in-
tends to continue to pursue its current, very expansive
monetary policy as part of its new strategy. With this in
mind, we asked the experts for their assessments of the
further development of inflation and refinancing costs.
Based on the experts’ outlooks for inflation, we also
wanted to know how they assess the attractiveness of
the various real estate segments.

At 59.3%, the majority of respondents expect the inflati-
on rate to fluctuate between 2% and 3% in 2021. 22.2%
expect a lower inflation rate and 18.5% expect an inflati-
on rate of over 3%. According to the experts, the inflation
rates in 2022 and 2023 will be lower than in 2021. While
just under half of the respondents expect an inflation
rate of between 0% and 2% in 2022, 29.6% and 22.2%
forecast values of between 2% and 3% and above 3%,
respectively. For 2023, most responses range between
the two response options ‘0% - 2%’ and 2% - 3%, with
63.0% opting for the former and 33.3% for the latter.

In terms of interest rate margins, around 72% of respon-
dents expect refinancing costs to increase slightly in
2022 compared to 2021. Just 5.6% anticipate a sharp
rise, while around 16.7% of the participants expect no

Cover page

change in refinancing costs and 5.6% forecast a decline
compared to 2021.

Regarding the expected development of inflation until
the end of 2023, the assessment of the attractiveness of
the various real estate segments surveyed is similar to
that of their respective financing conditions. The logis-
tics and residential segments tend to be assessed as
more attractive than the office, retail and hotel segments
across the Core, Core+, Value-Add and Opportunistic risk
categories. The respondents see the best inflation pro-
tection in the Logistics Core, Logistics Core+, Residential
Core and Residential Core+ categories. According to the
experts’ assessment, Retail Non-Food Value-Add, Retail
Non-Food Core+, Hotel Leisure Value-Add remain the ca-
tegories firmly established as niche products. More than
80% of the respondents rate these as ‘Not very attractive
and none as ‘Very attractive’. The remaining respondents
rate them as ‘Attractive’

)

Within the risk categories for the real estate segments,
the attractiveness generally decreases from Core to Op-
portunistic, although there are some exceptions where
the Opportunistic risk category is at least assessed as
more attractive than Value-Add. Examples are Hotel
Business Opportunistic and Hotel Leisure Opportunistic.
The former is even considered more attractive than the
Core to Value-Add risk categories from the same real
estate segment. It can be concluded that market parti-
cipants in this segment currently prefer assets with the
potential to be repositioned due to the high profit poten-
tial. This is also consistent with the results of our special
question from the DIFI Report of the 1t quarter of 2021,
in which market participants placed significantly greater
emphasis on the third-party usability of properties com-
pared to the pre-pandemic situation. We are currently
observing that a high degree of third-party usability is
crucial, particularly in the consideration of financing
such countercyclical investment approaches.
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development until the end of 2023

ion

to inflat

lew

dual asset classes with a vi

ivi

The attractiveness of ind

in Percent

100 -

90 -

80 -

70 -

60 -

50 -

40 -

30 -

20

10

onsiunpoddQ ssauisng 1910H

ppy-anjeA ssauisng |930H

+2100) SSaUISNg |910H

2107 SsauISNg |210H

onsiunpoddQ poo4-UoN |ielsy

PPY-aN|eA POO4-UON |1B1Y

+2107) POO4-UON 1210y

2100 POO4-UON |1€39Y

spsiunpoddo poo4 J1eisy

PPY-anjeA poo 1819y

+2100) Po04 |1e13Y

9100 POO4 |1B19Y

onsiunpoddQ 892110

PPY-9NjEA IO

+3100) 32IPO

2100 2140

Very attractive

Bl Attractive

Bl Not very attractive

in Percent

100

90 -

80 -

70 -

60

50

40 -

30 -

20 -

10 -

onsiunpoddQ |enuapisay

PPy -onjeA |euapIsay

+2107) |eRUSpISaY

2100 |eNUPISIY

onsiunyoddo sonsigo

ppy-njeA so1sigoT

42100 $1351307

2107 sos1807

onsiunyoddQ a.ansta |910H

ppy-anje 2ins1a |910H

+2100) 8INS197 |910H

2107 24ns[a |930H

Very attractive

Bl Attractive

B Not very attractive

Source: JLL and ZEW

Contacts

Cover page



DIFI-Report: Results of Responses, 3™ Quarter 2021

German Real Estate
Finance Index

Financing situation

Office
Retail
Logistics
Residential

Hotel

All real estate segments
Financing expectations

Office

Retail

Logistics

Residential

Hotel

All real estate segments

Situation in the
refinancing markets

Capital deposits

Pfandbrief mortgage bonds
Unsecured bonds
Mortgage-backed securities
Real estate stocks and shares

Expectations in the
refinancing markets

Capital deposits

Pfandbrief mortgage bonds
Unsecured bonds
Mortgage-backed securities
Real estate stocks and shares

Spreads compared to
German Government bonds

Pfandbrief mortgage bonds

Unsecured bank bonds
Development of segments

Syndication business (volume)

Underwriting (volume)

Improved

20.7

Improved

17.9
18.6
46.4
18.5
12.0
22.7

Will improve

74
19.2
22.2
193
25.0
18.6

Improved

143
22.7
28.6
59
9.5

Will improve

52
5.0
15.0
55
15.8

Will increase

25.0
37.5

Willincrease

26.9
11.1

AQ2
(+1.7)

AQ2
(+15.2)
(+15.9)

A Q2

(-34.2)
(-16.7)

Unchanged

64.3

Unchanged

714
44.4
53.6
81.5
44.0
59.0

Will not change

85.2
571.7
77.8
76.9
50.0
69.5

Unchanged

85.7
773
61.9
88.2
81.0

Will not change

89.5
90.0
75.0
7.8
68.4

Will not change

66.7
50.0

Will not change

65.4
4.1

AQ2

(+5.6)

AQ2

(+3.0)
(+6.6)
(+22)
(+15.8)
(+12.6)
(+8.1)

A Q2

AQ2

(-12.1)
(+3.1)

AQ2

(+29.3)
(+13.0)

Deteriorated

15.1

Deteriorated

10.7
37.0
0.0
0.0
44.0
18.3

Will deteriorate

7.4
23.1
0.0
3.8
25.0
11.9

Deteriorated

0.0
0.0
9.5
59
9.5

Will deteriorate

53
5.0
10.0
16.7
158

Will reduce

8.3
125

Will reduce

77
14.8

AQ2

(+1.7)
(+5.0)
(-15)
(+12.4)
(+7.8)

AQ2

(+2.2)
(+3.1)

A Q2

(+4.9)
(+3.7)

Aggregate A Q2
5.6 (+8.9)
Aggregate A Q2
72 (+33.4)
-18.4 (+38.4)
46.4 (+3.2)
18.5 (-15.8)
-32.0 (+36.6)
43 (+19.1)
Aggregate AQ2
0.0 (-7.8)

39 (-1.2)
222 (+3.3)
15.5 (+7.0)

0.0 (-8.5)

6.8 (-1.4)

Aggregate A Q2
14.3 (-2.9)
22.7 (-9.6)
19.1 (+15.2)

0.0 (+4.2)

0.0 (-15.4)

Aggregate AQ2
-0.1 (+/-0.0)

0.0 (-6.7)

5.0 (+4.9)
-11.2 (-6.9)
0.0 (-12.0)

Aggregate AQ2
16.7 (+7.7)
25.0 (-9.3)

Aggregate AQ2
19.2 (-39.1)
31 (-20.4)

Comment: The German Real Estate Finance Index survey was carried out between 26.07.2021 - 17.08.2021 and involved 29 experts. These experts were asked for their
assess-ments of the market situation (preceding six months) and market expectations (coming six months). The results shown are the percentages of the response
categories and the changes in per cent compared to the previous quarter (A previous quarter). The aggregates are calculated from the difference between the positive
and negative response categories (such as ‘improved’ and ‘deteriorated’). DIFI is calculated as an unweighted average from the aggregates of the financing situation and

financing expectations for all use types.

Source: JLL and ZEW
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Contacts JLL

Timo Wagner

Associate Debt Advisory Germany
Frankfurt

+49 (0) 69 2003 2363
timo.wagner@eu.jll.com

jll.de

Contacts ZEW

Frank Briickbauer

Department International Finance
and Financial Management

+49 (0) 621 1235 148
frank.brueckbauer@zew.de

zew.de | zew.eu

Helge Scheunemann

Head of Research Germany
Hamburg

+49 (0) 40 350011 225
helge.scheunemann@eu.jll.com
jll.de

About JLL, (Global)

JLL (NYSE: JLL) is a leading professional services firm that specializes in real estate and investment management. JLL shapes the future
of real estate for a better world by using the most advanced technology to create rewarding opportunities, amazing spaces and sustai-

nable real estate solutions for our clients, our people and our communities. JLL is a Fortune 500 company with annual revenue of $16.6
billion in 2020, operations in over 80 countries and a global workforce of more than 91,000 as of March 31, 2021. JLL is the brand name,
and a registered trademark, of Jones Lang LaSalle Incorporated. For further information, visit http://jlLde.

jll.de Information regarding JLL and our services

jll.de/research All research reports on current market figures and special topics

jll.de/immo Commercial real estate properties for sale or to let througout Germany
jll.de/investment Information and offers on condominiums in exciting German metropolises

Best terms for
your investment

Copyright © ZEW - LEIBNIZ-ZENTRUM FUR EUROPAISCHE WIRTSCHAFTSFORSCHUNG GmbH MANNHEIM und JONES LANG LASALLE SE, 2021.

No part of this publication may be reproduced or transmitted in any form or by any means without prior written consent of Jones Lang LaSalle
SE and Zentrum fiir Europdische Wirtschaftsforschung. It is based on material that we believe to be reliable. Whilst every effort has been made
to ensure its accuracy, we cannot offer any warranty that it contains no factual errors. We would like to be told of any such errors in order to
correct them.
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