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Brighter financing expectations for the coming half year
Assessment of the refinancing markets remains cautiously optimistic

Special question: extension of the ECB-programme may boost appetite to take on risk

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 financ-
ing market. It is produced quarterly and is calculated on the basis of an average of the results for the
office, retail, logistics and residential real estate market segments. 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 cooper-
ation with JLL and the Zentrum fiir Europdische Wirtschaftsforschung (Centre for European Economic
Research, ZEW).
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Stable business environment at year-end

German Real Estate Finance Index (DIFI)
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Average assessment of the current situation in and expectations for the four real estate market segments (Office, Retail, Logistics, Residential).
Source: JLL and ZEW

Positive financing situation and improved

prospects for 2018

The German Real Estate Finance Index (DIFI) has broken expectations relating to economic growth for 2018. The

through the zero line for the first time this year. After nega- various research institutes have raised their growth fore-

tive index positions for three quarters in succession, the casts for the coming year. Some of the forecasts are now

sentiment barometer for commercial real estate financing in excess of 2%, which is around 0.5% higher than they

in Germany reached a level of 0.1 points in the 4" quarter were at the beginning of the year.

of 2017. This is 7.3 points higher than the previous quarter

and the rise has been driven by the noticeable improve- Robust financing environment for the logistics,

ment in expectations relating to financing business forthe ~ residential and office sectors

coming half year: the relevant aggregate of positive and The most significant improvements in expectations rela-

negative assessments has risen significantly by 14.7 points ting to the business situation for the coming half year are

to its current level of -9.4 points. Despite the improve- in the logistics, residential and office financing sectors.

ment, future expectations amongst finance providers After significant negative values recently, the relevant

remain cautious. One reason for this is the continuation aggregate of positive and negative forecasts from the

of the highly positive assessment relating to the current participating institutes again indicate a stable financing

financing situation: a marginal majority of the partici- environment for 2018. experts’ expectations were only

pating institutes indicated that their business situation negative in the retail sector, similar to the previous quarter.

improved again over the last six months (aggregate of Assessments relating to the growth in the financing busi-

positive and negative is 9.6 points). ness were positive over the last six months (with the
exception of retail real estate financing), pointing to

The improvement in the DIFl is accompanied by the positive overall sentiment relating to the current and

superb business situation in Germany and improving expected financing situation.
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Virtually unchanged refinancing markets
The previous quarter’s neutral, cautiously positive assess-
ment relating to the refinancing markets continued. Since

the interim downturns in relevant indicators at the begin-
ning of the year, the last three quarters’ surveys have indi-
cated stable development for all five refinancing instru-
ments. Whilst there was a continual improvement in the
assessment of the current situation relating to capital
deposits, mortgage bonds, unsecured bonds and mort-
gage backed securities, the expectations for these fell
slightly. There is a different picture emerging with regard
to real estate stocks, for which the expectations improved
significantly, whilst the development in the current situ-
ation over the last six months fell slightly compared to the
previous quarter. The long-term trend shows that classic
client capital deposits for the refinancing of deals appear
to have recovered from the interim sub-zero cycle which
has prevailed since mid-2015. Conversely, the period of
dynamic growth in the mortgage bond market - in parti-
cularin 2016 - has died down slightly.

Special question: change in the ECB’s bond
purchase programme and interest rate expectations
for2018/2019

In the current quarter, financing experts were asked for
their views on the effects of the extension and simulta-
neous modification of the ECB’s bond purchase pro-
gramme (announced on 26" October) on the price level
and price structure of commercial real estate financing,
the financing environment and the appetite amongst
German real estate finance providers to take on risk. As
the survey period commenced four days after the ECB
council meeting, the same information was available to
all participants. At its council meeting on the 26" October,
the ECB decided to continue its bond purchase programme
past the end of the year until at least September 2018. At
the same time, the volume of purchases will halve from
€60 billion to €30 billion per month from January 2018.

The most significant changes resulting from these measures
are expected to be the financing price structure and the
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appetite of finance providers to take on risk. 34% expect
that the margin will increase in importance compared
to arrangement fees (no change at 52%). A further 33%
believe there will be an increase in the inclination of
finance providers to take on risk (no change at 51%),.
The latter is justifiable as long-term interest rates have
remained at their historically low level as a result of the
extension of the programme. In terms of the absolute
financing price level and the financing environment, a
large majority of respondents (82% and 70% respectively)
expect that there will be no noticeable changes.

As in the final quarters of the preceding years, the experts
were also asked for their forecasts relating to the critical
interest rates for the coming two years. They expect that
the 3-month Euribor rate is likely to be between -0.3% and
-0.1% at the end of 2018 and between -0.1% and 0.2% at
the end of 2019. They expect the 5 (10) year Euro Swap
rate vs. the 6-month Euribor rate to be between 0.3% and
0.5% (0.9% and 1.2%) at the end of 2018 and between
0.5% and 1.0% (1.2 and 1.6%) at the end of 2019.

Range of interest rate forecasts for 3-month
Euribor and Euro Swaps
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Source: JLL and ZEW
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Effects of the modification of the bond
purchase program of the ECB

Overall price level of commercial real estate
financing in Germany

Price structure of commercial real estate financing

i) Significant increase Source: JLL and ZEW
ii) Increase

iii) Remains the same

iv) Decrease

v) Significant decrease

Real estate finance providers’ appetite to take on
risk in a competitive market
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i) Margin loses importance in relation to fees Source: JLL and ZEW

i) Price structure remains the same
iii) Margin gains importance in relation to fees

Commercial real estate financing environment

i) Increase Source: JLL and ZEW
ii) No change

iii) Decrease

i) Increased consolidation Source: JLL and ZEW
ii) Financing environment remains the same

iii) Increased diversification
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DIFI-Report: Results of Responses, 4™ Quarter 2017

improved AQ3 unchanged AQ3 deteriorated AQ3 aggregate

German Real Estate
Finance Index

Financing situation improved unchanged deteriorated AQ3 aggregate

Office 14.3 (-2.8) 85.7 (+2.8) 0.0 (+/-0.0) 14.3 (-2.8)
Retail 73 (-0.2) 80.5 (+3.0) 1222 (-2.8) -4.9 (+2.6)
Logistics 17.1 (-5.4) 80.5 (+3.0) 2.4 (+2.4) 14.7 (-7.8)
Residential 16.6 (+2.3) 81.0 (+2.4) 2.4 (-4.7) 14.2 (+7.0)
All real estate segments 13.8 (-1.6) 81.9 (+2.8) 4.3 (-1.2) 9.6 (-0.2)
Financing expectations improve AQ3 e AQ3 deteriorate AQ3 aggregate AQ3

unchanged

Office 4.8 (-2.3) 85.4 (+18.7) 9.8 (-16.4) -5.0 (+14.1)
Retail 2.5 (-2.3) 65.0 (+11.3) 325 (-9.0) -30.0 (+6.7)
Logistics 5.0 (+0.2) 87.5 (+18.5) 75 (-18.7) -2.5 (+18.9)
Residential 46 (-0.2) 90.7 (+19.3) 47 (-19.1) -0.1 (+18.9)
All real estate segments 4.2 (-1.2) 82.2 (+17.0) 13.6 (-15.8) -9.4 (+14.7)

Refinance market situation improved aggregate

Capital deposits 18.9 (+2.3) 75.7 (-2.1) 5.4 (-0.2) 13.5 (+2.5)
Mortgage bonds 9.8 (+0.1) 90.2 (+4.8) 0.0 (-4.9) 9.8 (+5.0)
Unsecured bonds 9.8 (-0.8) 87.8 (+8.9) 2.4 (-8.1) 7.4 (+7.3)
Mortgage backed securities 17.3 (+7.0) 79.3 (-3.5) 3.4 (-3.5) 13.9 (+10.5)
Real estate stock markets 22.6 (-3.2) 64.5 (+/-0.0) 12.9 (+3.2) 9.7 (-6.4)

::;:‘;::;r:sa 1. improve AQ3 unr::; E:gne d AQ3 deteriorate AQ3 aggregate AQ3

Capital deposits 9.1 (-2.3) 81.8 (+1.8) 9.1 (+0.5) 0.0 (-2.8)

Mortgage bonds 0.0 (-5.0) 91.9 (+11.9) 8.1 (-6.9) -8.1 (+1.9)
Unsecured bonds 0.0 (-5.6) 789 (+3.9) 21.1 (+1.7) 21.1 (-7.3)

Mortgage backed securities 0.0 (-10.7) 88.0 (+13.0) 12.0 (-2.3) -12.0 (-8.4)

Real estate stock markets 6.9 (+0.5) 2.4 (+14.3) 20.7 (-14.8) -13.8 (+15.3)
TGN increase Gkl decrease aggregate

German government bonds unchanged

Mortgage bonds 22.0 (+4.1) 75.6 (+3.8) 2.4 (-7.9) 19.6 (+12.0)
Unsecured bank bonds 45.0 (+16.1) 50.0 (-13.2) 5.0 (-2.9) 40.0 (+19.0)
Segment development increase unr::; ?‘igne d decrease aggregate

Syndication business (volume) 38.4 (-7.7) 59.0 (+20.5) 2.6 (-12.8) 35.8 (+5.1)
Underwriting (volume) 28.2 (-10.2) 61.5 (+23.0) 10.3 (-12.8) 17.9 (+2.6)

Comment: The German Real Estate Finance Index survey was carried out between 30.10.2017 and 14.11.2017 and involved 44 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 cate-
gories (such as ‘improved’ and ‘deteriorated’). DIFl is calculated as an unweighted average from the aggregates of the financing situation and financing expectations for all use
types. Figures have been rounded to one decimal place.

Source: JLL and ZEW

DIFI-Report | 4" Quarter 2017 7



O)ILL 2.

Contacts JLL

Anke Herz

Team Leader Debt Advisory
Frankfurt

+49 (0) 69 2003 1943
anke.herz@eu.jll.com

jll.de

Helge Scheunemann

Head of Research Germany
Hamburg

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

Contact ZEW

Dr. Oliver Lerbs

Acting Head Department International
Finance and Financial Management
+49 (0) 621 1235 147

+49 (0) 621 1235 223

lerbs@zew.de

zew.de | zew.eu

Copyright © Zentrum fiir Europaische Wirtschaftsforschung GmbH and Jones Lang LaSalle SE, 2017.

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 Europaische Wirtschaftsforschung
GmbH. Itis 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.



