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Real GDP  
(YOY %) 

Jun/ 
2009 

Sep/ 
2019 

Dec/ 
2020 

Mar/  
2020 

Jun/ 
2020 

Germany 1.0 0.7 0.4 -2.3 -11.7 

Source: Bloomberg 

Germany (YOY %) 2016 2017 2018 2019 2020e 

Real GDP 2.2 2.5 1.5 0.6 -6.1 

Inflation 0.4 1.7 1.9 1.4 0.7 

Unemployment 6.1 5.7 5.2 5.0 6.1 

Source: Bloomberg 

Eurozone (YOY %) 2016 2017 2018 2019 2020e 

Real GDP  1.9 2.6 1.9 1.3 -8.1 

Inflation 0.2 1.5 1.8 1.2 0.4 

Unemployment 10.1 9.1 8.2 7.6 8.9 

Source: Bloomberg 

 
Source: Bloomberg 

 
Source: Bloomberg 

The COVID-19 pandemic has adversely impacted the world like never before. As the 
deadly virus started spreading its tentacles globally, governments across the world 
started imposing nationwide lockdowns and enforcing social distancing measures. 
With citizens locked in their homes, largely all the sectors globally have taken a hit. In 
this report we discuss the impact of COVID-19 on some of the real estate sub-sectors. 
We reckon investors may be attracted to sectors which are likely to remain less 
affected or to markets which offer relative stability and capital preservation in the 
near-term. 

Germany Prime Yield (Top 7) (%) 

 
Source: Savills 

Transaction Volume 

 
Source: Savills 

Many non-food retail closures likely; food retail expected 
to be immune 
The COVID-19 pandemic comes as a double whammy for the retail real estate sector 
which had been bruised by the ongoing shift to e-commerce. In our view, the 
pandemic may have exacerbated the pain by accelerating the push to online 
purchases, which may reflect in trends towards the omni-channel model. We reckon 
these trends and convenience factor may lead to customer stickiness to online 
shopping in the medium-term, with fulfilment centres and megastores 
complementing the shopping experience. However, with footfalls expected to be 
lower at least in the near-term, the non-food retail sector seems poised for a hard 
landing. Besides, we think shop owners will restrict customers from trying products, 
which may take away from the experience of in-store shopping. 

Four weeks into the lockdown in April 2020, the German Retail Association (HDE) 
estimated that up to 50,000 retailers of the total 300,000 in the country could go 
bankrupt due to lack of capital amidst ongoing rent outflow. HDE estimated that 
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 revenue losses in the four weeks of lockdown had spiralled to approximately EUR 30bn. In March 2020, citing the 
adverse impact of COVID-19, well-known retailer Esprit filed for bankruptcy protection for its German operations, 
amongst other restructuring initiatives. In April 2020, German department store operator Galeria Karstadt Kaufhof 
followed suit, after it failed to secure financial support from banks. According to the company’s management, 
mandatory store closures amidst the pandemic had been generating weekly losses of EUR 80mn. In June 2020, 
HDE and the German Property Federation (ZIA) agreed to guidelines to cut rent with the intent of providing some 
relief to retailers. The proposal entailed 50% lease waivers during the period that the stores were shut and a 
reduced cut in the subsequent three months. Although this step might provide temporary relief, many non-food 
retailers may reduce their store count and shift their focus to online channels, thereby impacting non-food real 
estate demand. 

Given that the food retail sector (grocery stores etc.) caters primarily to basic essentials, the value of corresponding 
real estate assets will likely remain steady despite shocks from the coronavirus pandemic. With food 
manufacturing units gradually starting operations and an absence of panic buying witnessed in the initial months 
of the pandemic, the supply-chain disturbance in food retail may be over. In any case, food retail properties offer 
steady returns and should exhibit very little impact from the pandemic. 

Hotel and travel industry: Lower occupancy and safety measures to impact 
industry 
Bookings cancellations and travel restrictions due to fear of further spread of the virus had brought the tourism 
and hospitality industry to a standstill. The United Nations World Tourism Organization expects international 
tourist arrivals to fall by up to 80% y/y in 2020, depending on the duration of travel restrictions compared to a 4% 
y/y decline in 2009 post the global financial crisis. According to the European Parliament, during the lockdown, the 
EU block’s tourism industry was losing EUR 1.0bn in monthly revenue, adversely impacting 27 million EU workers 
associated with the sector. We expect business travel to be limited due to cost-reduction measures and video-
conferencing systems emerging as compelling substitutes. As a case in point, for the three-month period ended 
April 30th, 2020, Zoom witnessed a solid 354% y/y growth in customers having more than 10 employees. After mid-
March 2020, Germany prohibited overnight stays for tourists in hotels, with restaurants and delivery services being 
closed soon after. According to the Federal Statistical Office (Destatis), the German hotel and restaurant industry 
revenue plummeted by 45.4% y/y in March 2020. According to a survey by Bavarian hotelier association Dehoga 
Bayern, hotel owners were expecting a 57% drop in revenue in 2020. 

With business and leisure tourists at bay, the travel and tourism-related businesses are likely to be the last to 
recover from the impact of the pandemic. According to Fitch Ratings, the occupancy for European hotels will skid 
60% in 2020, managing to recover to 2019 levels only by 2023.  

European Hotels' Occupancy 

 
Source: Fitch Ratings 

We expect “staycations” and local or domestic tourists to drive a steady revival of the sector. The World Travel 
and Tourism Council expects countries such as Germany, where more than 80% of traffic is from domestic and 
regional tourists, to remain better placed compared to the rest of the nations. After losing the first few months of 
the summer season to the pandemic, European nations including Germany have gradually started opening up the 
economy and allowing tourist arrivals. According to SiteMinder, a global guest acquisition platform, domestic 
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travellers are expected to comprise 78% of all guest arrivals in Germany between July and August, 2020 compared 
to 62% during the same period in the previous year. Moreover, SiteMinder’s World Hotel Index indicated that 
domestic travel had led to a jump in Germany’s hotel booking volumes by 50% y/y in July 2020. 

Two years after deal announcement, on 28th February 2020 UK-based hotel company Whitbread Plc completed 
the acquisition of 19 hotels in Germany from Foremost Hospitality Group GmbH. The German hotel market is 
highly fragmented and dominated by a large number of independent operators (accounting for more than 70% of 
open rooms). Whitbread’s management expects the share of independent operators to continue to decline, given 
demand weakness and structural cost pressures post COVID-19. Moreover, with the operations of some branded 
operators being constrained, Whitbread sees an opportunity to grow organically and through acquisitions. The 
company has committed investments of GBP 700mn (approximately EUR 780mn) in Germany, with more than half 
that already invested. More importantly, the company expects returns of 10-14% on its investments and stated 
that the returns are developing as per their expectation. Given its operating model and end-to-end control over 
the value-chain, Whitbread’s management has expressed confidence in extracting higher profits and returns. 

The hotel and tourism industry has a high proportion of personnel costs, and has had to resort to headcount 
reductions or furloughs to lower costs amidst the weak demand and hotel occupancy rates. The pandemic may 
offer opportunistic investors with options to acquire distressed assets. As tenants struggle amidst the pandemic, 
we foresee hotel tenancy contracts in Germany, which are generally long-term in nature (around 20 years 
minimum), getting modified. We opine that property owners may allow tenants to exit the contract in exchange 
for a couple of years of rental payment upfront, especially in cases where contracts where the remaining tenure 
is still high. Such a deal would allow the hotel property tenants to avoid long-term rental commitments, especially 
in an uncertain environment. Hotel owners too may benefit from getting an upfront payment, and could partly 
deploy additional capital for converting the property into an office space or other in order to monetize asset. 
Moreover, with the absence of the need to maintain hotel staff, cash outflow is likely to be curtailed as well. 

In June 2020, Germany unveiled a EUR 130bn package including tax and spending measures for economic recovery. 
The relief package also includes a EUR25bn loan support programme for small companies witnessing a minimum 
60% sales decline for June-August 2020, which may potentially include support for the hospitality industry as well. 

Despite widespread adoption of remote working practice, prime office rental 
continues to be insulated; residential likely to fare better 
Office Yield, Prime (%) 2Q19 3Q19 4Q19 1Q20 2Q20 
Berlin 2.90 2.75 2.65 2.65 2.65 
Cologne 3.20 3.20 3.20 3.20 3.20 
Dusseldorf 3.20 3.10 3.10 3.10 3.10 
Frankfurt 2.95 2.85 2.85 2.85 2.85 
Hamburg 3.05 2.95 2.95 2.95 2.85 
Munich 3.10 3.00 2.80 2.80 2.80 

Source: JLL 

According to real estate advisory services provider Savills, prime rents for core European office real estate had 
witnessed approximately 20% decline during the 2008 financial crisis. Since then the constantly falling vacancy 
rates (around 5% at the end of 1Q20) have driven a consistent jump in prime rents across Europe. In all the major 
markets in Germany, the vacancy rate was around 3% at the end of 2Q20. Given the relatively low vacancy rates, 
the major cities are well-placed to ride any pressure on rentals, following the pandemic. According to JLL, in 1Q20 
only 6% of the 220,000 sqm of new office space completions was available for letting. This implies that pre-letting 
remained a key trend, although future deals would probably hinge on new office supply and business continuity 
of small offices. With the pace of ongoing construction likely to slow due to various restrictions including 
maintaining social distancing, new office supply could get impacted in medium-term. 

We opine that prime office rentals may remain largely unaffected, given the demand and also the fact that offices 
have slowly got back to normal operations in Germany. In addition, office properties in Central Business Districts 
(CBD) of cities provide a certain level of safety to owners, given the quality of tenants. Moreover, we believe that 
work-from-home trends are temporary and should not lead to a fundamental shift in office occupancies as such. 
Since office leases are generally long-term in nature, we reckon that only a prolonged impact of the pandemic will 
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have any substantial adverse impact on office property prices. We believe smaller companies which may be worse 
off in the current situation may prefer to renegotiate leases with their landlords. In the near-term, sub-leasing of 
office space could gain traction wherever possible, in a bid to use space judiciously, while generating income and 
lowering effective lease expenses. Post pandemic, some corporates may go partially virtual and reassess their real 
estate requirements. Further, a cautious stance on long-term office lease commitment, especially by small 
corporates may boost demand for flexible working spaces. Importantly, despite the massive GDP decline in 2Q20, 
unemployment rate in Germany was cushioned and largely stable, mirroring the positive impact of the short-work 
hours programme.  

As for residential real estate, we think valuations may take a slight hit as investment decisions get postponed and 
immediate potential buyers seek sizeable discounts. Multi-family dwellings may still witness resilient demand as 
relatively smaller units could likely find favour with potential buyers, amidst the economic adversity. Separately, 
residential property tenants may continue to seek rental deferrals or renegotiations which may impact mortgage 
repayments; however, in the medium-term this should get normalized with recovery in job market. 

Germany House Price Index 

 
Source: Bloomberg 

Germany Building Permits (Housing) 

 
Source: Bloomberg 

Germany Home Ownership Rate in 2019 and Future Forecast 

 
Source: Trading Economics (Eurostat) 
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Logistics and data warehouse real estate offers steady income 
The attractiveness of logistics real estate for investors lies in generating a stable rental income, while asset 
appreciation is not a priority for such investors. In these challenging times, logistics real estate could prove to be 
more resilient to price shocks compared to other alternative commercial real estate options. During the lockdown, 
customers in Germany shifted to online purchases for items such as household items and medicines, amongst 
others. Insider Intelligence expects retail e-commerce sales in Germany to jump 16.2% to EUR 82.46bn. 
Accordingly, we expect demand for logistics and warehousing assets to continue to generate steady income for 
owners. In June 2020, Swiss Life Asset Managers announced EUR 1.0bn planned investments in European industrial 
and logistics real estate in Germany, Swtizerland, France, Benelux countries and the UK. The company expects 
various trends including e-commerce, urban logistics, de-globalisation and Industry 4.0 (trends towards digital 
transformation of production) to offer lucrative returns. Furthermore, the company expects logistics real estate 
properties to offer robust growth potential. In June 2020, Savills Investment Management (IM) took possession of 
a huge logistics complex at Ansbach, Germany as part of a deal in 2019. Post deal completion, Savills IM expects 
demand for large distribution centers to be higher than earlier expectation, given increased e-commerce 
momentum amidst the coronavirus pandemic. 

In our view, demand for data centers may provide a robust alternative investment option, especially in the post 
coronavirus world. As more organizations go digital and cloud-based solutions become the norm amidst ongoing 
mobility offerings and rising broadband data usage, we expect data center demand to jump. Moreover, the 
growing e-commerce market is likely to further drive growth of the data center market. Many data centers which 
would generally witness utilization of 60-70% of their capacity, have seen loads jumping to close to full capacity 
during the pandemic. With a high possibility of remote working practices becoming an integral part of the 
operating model for many corporates in future, we reckon data center real estate may witness robust investments 
going forward. 

Swiss commercial real estate market could emerge as a safe haven 
Switzerland’s stable government, strong economic status and low interest rates makes the country an attractive 
real estate investment destination. Moreover, a robust and independent currency system, and uncertainty over 
the future of Euro currency following Brexit, should also add to Switzerland’s allure. 

In June 2020 Swiss National Bank (SNB) warned of a sharp recession in Switzerland (2020E: 6% y/y decline) as the 
coronavirus crisis impacted growth and employment levels. An increase in bankruptcies and unemployment 
consequent to the COVID-19 pandemic was a major concern for the Swiss economy. With the easing of lockdown 
measures in the country and work life returning to normal, we expect demand for office real estate to pick up 
gradually as well. However, with work-from-home at banks, insurance companies, law firms and several other key 
Swiss services companies becoming the norm for the near term, the extent and pace of demand pick-up in office 
real estate properties remains uncertain. Even investments in the hotels and hospitality sector may be curtailed 
at least in the near term. As a case in point, AEVIS VICTORIA SA, a company which has investments in healthcare 
sector and luxury hotels in Switzerland, expects the hospitality sector to remain impacted from the pandemic for 
several years with respect to international travellers. 

Having said that, prospective real estate investors could alternatively consider Switzerland’s logistics sector, which 
is resilient even amidst the pandemic weakness witnessed in other sub-sectors of the real estate market. Although 
much like other markets, even the Swiss logistics sector witnessed yield compression, we opine that the market 
offers attractive investment opportunities. The Swiss logistics market has a high owner occupancy of around 60-
70%, reflected in customized new developments. According to CBRE, the ongoing new construction activity, 
specifically in the French-speaking regions of Switzerland, could be indicative of the strong demand for quality 
assets. Accordingly, the Cantons of Vaud and Fribourg seem to be emerging as a transhipment link between the 
French-speaking and German-speaking Swiss regions for dual logistics concepts (through trains for the main 
logistics route and trucks for delivery areas on the following day). 

On the other hand, Swiss residential property prices have been relatively stable (relatively low home ownership: 
~42.5%), despite the fall in demand amidst the coronavirus pandemic. 
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In conclusion, Switzerland’s negative interest rates and low yields on the government’s fixed income assets lead 
us to believe that real estate assets will offer relatively favourable investment opportunities compared to other 
asset classes. With most of the markets in Europe looking relatively unattractive, Switzerland could emerge as a 
safe haven for investors. Despite the low yields on real estate in Switzerland, we think investors seeking capital 
preservation may be tempted to acquire real estate assets in the country. 

Swiss Real Estate Offer Index (Rental Objects) 

 
Source: Immo Scout 24 
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