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ANALYSIS-German funds to dominate Europe propertyi  n 2008

By Sinead Cruise

LONDON, Jan 29 (Reuters) - German open-ended property funds are set for a comeback in Europe this year,
with a trio of top players packing an estimated 5 billion euros ($7.4 billion) to spend in London and other markets.

Funds managed by KanAm, Union Investment and Deka Immobilien are being tipped by analysts and brokers to
dominate in Europe, where barren credit markets will keep discounted property beyond the grasp of debt-driven
competitors.

"We're seeing a lot of German activity right now. Some of the funds are talking about coming back in a big way in
2008 ...

They are definitely going to be ones to watch," said Alastair Hilton, a partner in the investment team at property
services firm Cushman & Wakefield.

Reflecting their new-found firepower, KanAm and rival Hansalnvest have been linked with 100 million pounds-
plus bids for properties in London's City financial district, brokers familiar with the deals said.

The brokers said KanAm is frontrunner to buy British Land's <BLND.L> Plantation Place South building while
Hansalnvest is eyeing One London Wall, a development owned by Hammerson <HMSO.L> and designed by
famed architect Norman Foster's firm, Foster & Partners.

"It might be a little early to predict a landmark year for the sector but I'm sure it will be a good one," said Deka
Immobilien Managing Director Franz Lucien Moersdorf, his private investor funds collected 100 million euros of
equity in a single week when they opened on January 8.

HOME-GROWN CONFIDENCE

Germany's open-ended funds suffered massive outflows in late 2005 and 2006, as concerns over inflated
portfolio values and fund mismanagement shattered investor confidence.

Their resurgence is now being underpinned by fresh cash injections from German retail investors, who are
backing a recovery in their own property market, said Frank Billand, a senior board member of Union Investment
Real Estate.

"The situation in the German property market is much better than it was two years ago," said Billand.
"Confidence continues to come back."

Average ungeared total property returns for last year should triple from the 1.3 percent seen in 2006 when
Investment Property Databank publishes its benchmark German data in April, experts said.

Open-ended funds dominate real estate investment in Germany where the creation of real estate investment
trusts (REITs) has been far slower than in Australia, Britain or the United States, for example.

For many German retail investors, buying a fund stake represents their first foray into investment. When a fund
is issuing new units, investors can buy a return generated by billions of euros of property assets at their local bank
or post office.

A lack of capital combined with rocketing property prices largely priced the funds out of the European market
until late 2007, but the tide has turned, analysts say.

Lehman Brothers' analyst Peter Barkow said the downtime spared the funds from buying expensive overseas
assets close to the peak of the market.

This has helped managers hold portfolio values steady and retain investors' confidence, in contrast to their UK
peers who are battling to stem fund exits as tumbling real estate prices spook investors.

"German properties have failed to re-rate on the way up, and therefore offer some protection on the way down,"
Lehman's Barkow said.

"Fund inflows are still positive despite negative headlines about real estate in general and the funds are sitting
on massive liquidity."

RECESSION-PROOF

Another factor drawing German investors is the volatility in German stocks, according to James Goldsmith, a
director at broker Savills.

In contrast, real estate funds offer very specific mandates to buy prime, high-yielding assets with recession-proof
characteristics.

Europe's ailing property markets promise to be a happy hunting ground but the funds are also scouring the U.S
and Asia for good quality, well-let properties.
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Michael Birnbaum, senior board member at KanAm, said his investors wanted to increase exposure
internationally, spurring KanAm to design its first Indian property fund.

Deka's Moersdorf said his fund was about to complete the acquisition of two major office investments in Japan.

"In some corners of these markets we are seeing opportunities to buy discounted assets and our investors
appreciate the fact we are diversified," said Moersdorf.

"We have 1 billion euros of equity to invest this year and there will be no asymmetry in our focus," he said.

ANALYSIS-Will banks blink as UK commercial property plummets?

By William Kemble-Diaz

LONDON, Dec 20 (Reuters) - Bankers are weighing up an 186 billion pounds ($373 billion) question: could a
record wave of commercial property buying in Britain in 2004-2007 unravel in a tsunami of forced selling now
valuations are plummeting?

The answer is 'no' but some casualties appear inevitable -- defaults always rise in a downturn.

With banks lending a record 10.9 billion pounds to property investors in the three months to end-September, a
sizeable chunk of the 186 billion pounds of UK debt the Bank of England says is secured on commercial property
has been used to buy assets near the top of the market.

The U.S. subprime mortgage crisis -- though distinct -- has led to market chatter about whether UK commercial
property is also vulnerable given a recent history of booming valuations and record lending, followed by a sharp
correction.

And the longer the current logjam in interbank lending persists, the louder that chatter could get.

"Banks will not want to foreclose but it could simply be a matter of time if we get further covenant weakness,"
said the European head of real estate investment banking at a U.S. bank, who declined to be named.

"If you end up getting banks being frozen then they will have to start pulling the rugs on a number of private
companies that have been buying recently and that will have knock on effects," he said.

Australian firm Centro <CNP.AX>, the owner of 700 U.S. shopping malls, this week showed how quickly things
can go wrong after it had difficulty refinancing A$3.9 billion ($3.35 billion) of debt and its shares dived by 80
percent.

According to Investment Property Databank, which collates data from surveyors, British commercial property
values have on average sunk almost 8 percent from their summer peak. Some property sectors, such as
secondary shopping malls and retail warehouses, have fallen by significantly more in the period.

BULL MARKET LATECOMERS

That means some property investors, particularly latecomers to the bull market, may have slipped into negative
equity. And with derivative pricing and some economists forecasting a 15-20 percent drop in values overall, such
unrealised losses could yet become an issue for bankers.

"Anyone who has bought property in the last year is going to be breaking their loan-to-value covenants already,"
the investment banker said.

But commercial bankers said they were relaxed about the situation, because it was the borrower's problem not
theirs.

"Every bank is going to have one or two loans where they think, 'nmmm, | wish we hadn't done that', but on
balance this market is not a banking predicament but an equity one," Neil Lawson-May, a senior managing director
in Commerzbank's real estate division, said.

He said funding for property developments could be pulled.

"But if you have income producing property, and the vast majority of funding in this cycle has been on income
producing property, there is a tendency to run with it and wait for yields to compress again or for rents to catch up
with where yields are today, and to take the long view," he said.

Lawson-May helped to establish the investment banking arm of Commerzbank <CBKG.DE> unit Eurohypo -- the
biggest commercial property lender in Europe with a 100 billion euro loan book.

As long as the economy holds up there is little scope for corporate tenants to cease paying the rent so landlord
debt will still be serviced, and that is what matters. UK property leases are also among the longest, giving creditors
extra comfort.

"No one here is saying, gee, we've got a real problem building up in our UK property portfolio," said the head of
loan markets at one of Britain's biggest commercial property lenders, who also preferred not to be named.
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He also said his structurers in the last year recognised property valuations were unsustainable and had tried to
"get enough equity in the deal to protect our debt contribution."”

Like Lawson-May, he said bankers would generally not force borrowers to sell property into a weakening market
and risk damaging the rest of their book even if some loan-to-value covenants are breached. They would first
exhaust a range of other options and negotiatiate with the borrower because running a property was an intricate
and specialist business.

"The banks don't want to get into the property management business," the commercial banker said. "That's why
they are debt investors not equity investors, and also why they are going to try really hard to keep that deal going."

ANALYSIS-Spanish housing bonanza risks ugly end

By Andrew Hay

MADRID, April 26 (Reuters) - Spain's boom economy could risk recession by late this year if a slump in
residential property stocks triggers an ugly end to its decade-long housing bonanza.

The repercussions could be felt throughout Europe, given Spain has generated over a third of new euro zone
jobs in the last decade, northern Europeans own millions of homes on its coasts, and Spanish property and
construction firms have spread their risk across the continent in an acquisition spree.

While the commercial property market remains steady, problems at small property firm Astroc were enough to
prick a residential property stocks bubble that has grown during Spain's transformation from European
underperformer to the world's eighth-largest economy.

Spain's central bank governor and economy minister both sought to reassure investors as former stock market
favourites registered double-digit falls this week before recovering a little.

The question dividing analysts is whether Spanish stock and corporate credit woes will infect the economy by
sapping consumer confidence and cutting jobs.

Economists see Spain going from euro zone star to low growth laggard if faith in its credit- and construction-
fuelled economy fades among foreign investors.

After 13 consecutive years of economic growth, property and construction firms in Spain now owe domestic
banks 250 billion euros ($341 billion), or around 25 percent of Spanish GDP.

Spanish banks guaranteed loans on firms' stock values and bank shares have also been hit as valuations
crumble.

The most exposed firms are focused on the residential sector with large stocks of building land, such as Urbis,
Fadesa and Inmocaral, analysts say.

Even usually more optimistic analysts in Spain, where the central bank has warned of complacency and
excessive confidence, see rising risks that a virtuous cycle of housing demand and
foreign credit inflows will break down.

"There is a danger of a chain reaction; building projects stop, consumers get scared, defaults rise and finally the
economy slows well below European Union partners,” said Jose Ramon lturriaga, head of investment firm Abante
Asesores in Madrid.

END OF AN ERA

BNP Paribas says the Spanish property market has been largely funded with loans in low-yielding Swiss franc
and yen.

"In the case of real estate falling into negative equity. the 'real estate carry trade' would be at risk," said BNP
Paribas in a note.

Foreign investors, especially in Germany, could also be indirectly exposed to Spanish stock losses by holding
bonds issued by Spanish banks to fund their lending.

At risk in Spain is the consumer confidence of households, whose debts have doubled to 130 percent of
household income in 10 years. Although this is still below rates of 150 percent in the UK and 250 percent in the
Netherlands, Spaniards may stop spending if their property assets end rapid gains that have
allowed them to keep on borrowing.

Spain's central bank has dismissed real estate stock falls as panic selling and sees a gradual slowdown in
economic growth to over 3 percent over the next two years, from 4 percent now.

But in an environment where banks are becoming risk averse on falling stock values and rising interest rates,
Spain will sooner or later face a credit crunch, said David Owen at Dresdner Kleinwort Wasserstein in London.

Including sectors other than property, Spanish firms' total financial deficit -- a measure of borrowing requirements
-- amounts to 10 percent of GDP versus 5.5 percent in France, 2 in Italy and a 1.25 surplus in the UK.
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"The best-case scenario is that Spain goes through a very long period of very weak growth," said Owen who
sees Spanish GDP growth slipping to 1 percent in the next two years.

Investment adviser Lombard Street Research told its clients to expect upward pressure on euro zone interest
rates to ease by summer, courtesy of deflation in Spain as the housing market
implodes.

Charles Dumas, head of international services at the London-based firm, said on Thursday that a deteriorating
economic situation in Spain had prompted Lombard to expect rates to peak at 4.25 percent from the current 3.75
percent.

Spanish property is up to 30 percent overvalued, according to the Bank of Spain.

But real estate consultant Roger Cooke saw only limited economic impact from the property stock sell off, saying
firms would simply redirect money out of residential property and into other property sectors after Spanish house
prices gained 150 percent in the last 8 years.

"I do not see a real estate or economic disaster," said Cooke, a managing partner of global property services firm
Cushman & Wakefield. "This is not much more than a correction.”

RISK AND OPPORTUNITY

Spain's housing market has been supported by the arrival of over 3 million immigrants since 2000 and the best
job market since 1979, says the Bank of Spain.

"With the demographic factors we see in Spain, it is really going to be very difficult to have anything but a
gradual slowdown in the housing market," Bank of Spain Governor Miguel Angel Fernandez Ordonez told
Congress on Tuesday as the stock market tanked.

Spain has a chance to "steer the spending of Spanish
families and businesses toward a more sustainable pace", he said.

First quarter house price growth slowed to 7.2 percent, its lowest level in 8 years, and prices declined in some
areas.

The housing market is saturated. Annual demand has slipped to 500,000 homes, building permits hit 862,000 in
2006 and there are over 3 million empty homes.

Analysts like Bernard Connolly at AIG say Spain's housing glut will cause construction investment to fall sharply,
even if economic growth and the job market remain strong.

He points out Spain has been building twice as many new homes as the United States was at the peak of its
housing boom. He forecasts a prolonged recession for Spain, currently the fourth largest euro zone economy.

"A soft landing for the Spanish economy is simply not possible," said Connolly, who added: "Spanish assets
stink."  (Additional reporting by William Kemble Diaz in London)

ANALYSIS-A US recession may hit commercial property  -investors

By llaina Jonas

NEW YORK, Jan 6 (Reuters) - As the chances of a U.S. recession increase with each new batch of economic
data, some investors are worrying that commercial property could follow residential housing down the path of
steep decline, leaving behind unpaid debt that would be difficult to unwind.

"Real estate is a derivative of the economy and credit. If the outlook for those two items is not good, that
obviously affects real estate," UBS analyst Alexander Goldfarb said on Friday. "Clearly, expectations of growth
have changed significantly."

A crisis in the credit market has led to tighter lending requirements forcing some sellers to dramatically reduce
prices and in some cases to take properties off the market.

Simultaneously, demand for space is down compared with 2006 when pent-up demand by businesses was still
causing them to snap up space. According to preliminary data by real estate services company CB Richard Ellis
Group <CBG.N>, the fourth-quarter of 2007 vacancy rate for U.S. offices, the largest commercial real estate
group, inched up to 12.8 percent from 12.6 percent from the third quarter.

While U.S. downtown office vacancies remained unchanged at 10.3 percent, suburban office vacancies rose to
14.2 percent from 13.9 percent in the third quarter.

In 2007, the amount of space tenants rented over and above the amount of space they vacated (called net
absorption) fell 24.5 percent, according to Property & Portfolio Research (PPR). The firm expects this to fall
another 15 percent in 2008.

BOOM TIMES GONE
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Since 2003, the U.S. commercial real estate market had been riding a wave of high prices as investors, loaded
with cheap debt, bought shopping centers, apartment houses, distribution centers and office buildings. As interest
rates fell, prices soared. And rents went through the roof with demand.

But the boom times are gone. On Friday, the U.S. Labor Department reported that employers added only 18,000
jobs in December and that the unemployment rate reached 5 percent, its highest rate since October 2001.

That sent the MSCI U.S. REIT Index, a yardstick used to measure real estate investment trust share
performance, to 803.04, its lowest level since November 2005.

Weakness in commercial real estate demand is concentrated in previously hot housing markets in Florida,
Southern California, Phoenix and Las Vegas, PPR said.

"Housing-related employment declines in those areas have impacted the demand for office space," said Joshua
Scoville, PPR director of Strategic Research.

Like their counterparts in housing, some commercial real estate buyers financed their purchases with interest-
only loans, banking on a near-term sale or better refinancing terms to repay the original loan. But those buyers
could face trouble as demand declines and real estate prices slip.

"A lot of the deals that were underwritten in 2006 and the first half of 2007 will go belly up," Scoville said.

Many of the loans used to finance those deals were packaged and sold as commercial mortgage-backed
securities, that were later repackaged into commercial real estate collateralized debt obligations.

Yet prospective buyers, such as those circling credit-strapped Centro Properties Group <CNP.AX>, owner of
700 U.S. shopping centers, may not get bargains because while there is still money to be spent on commercial
property but unlike the housing market, the commercial market is not flooded with supply.

"There's a lot of vulture capital looking for distressed deals," he said. "You're not going to see properties trading
at 50 cents on the dollar. It's going to be anywhere from 85 to 90."

In New York City, for example, is "actually net down 18 million square feet in office space in the last 15 years,"
said Darcy Stacom, vice chairman of CB Richard Ellis.

One reason for the tighter supply of commercial properties is that construction costs are high because of high
commodity prices.

"You never really got a lot of construction to begin with," Scoville said, adding that tighter credit is making it more
difficult to get construction loans.

Still, if the U.S. economy goes into recession, tight supply may not be enough to keep the commercial property
market steady, said Karl Almstead, vice president of Turner Construction. "There may be too many factors to focus
on supply.”

ANALYSIS-Shake-up ahead as Chinese property boomdi  es

By John Ruwitch and Dominic Whiting

GUANGZHOU/HONG KONG, Jan 20 (Reuters) - Trained vet Wu Qixin left a career in dog medicine for the
money-spinning world of Chinese property in September, only to find a five-year boom on its last legs.

China's steps to cool a frenzied residential market are finally biting and look likely to usher in an industry shake-
out that could see thousands of small-time developers forced out of business, leaving large listed operators sitting
pretty.

Beijing wants to stave off the kind of price bubble and crash that fed the U.S. subprime crisis, flung Southeast
Asia into economic meltdown in 1997 and depressed Japan in the early 1990s.

But bankruptcies could flood banks with bad loans and end up sparking the social unrest that Communist party
chiefs dread.

After four months as a budding real estate agent, 24-year-old Wu was protesting at his employer's gleaming
headquarters in the southern city of Guangzhou. It had been three months since his
first and last pay packet.

Chuanghui, one of China's biggest property agencies, said it closed more than half its 1,800 outlets since
October as a clampdown in bank loans prompted a sharp fall in home sales, especially in southern China.

Employees said the firm had shut up shop completely and local media reported looters had taken computers and
printers.

"We went to work one morning and the doors were locked," Wu said. "We kept going back because we had
nowhere to go," he added. "The whole industry is poorly managed."

Led by multi-millionaire developers often in their thirties, China's private property industry is barely a decade old,
with mortgages only made widely available in 1997.
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In the last five years, a surging economy fuelled a huge construction boom as farmers bought one-way bus
tickets to cities, and the urban middle class left crumbling houses for sparkling new flats.

FOREIGN FUNDING

Foreign investors have funded much of the activity.

Chinese developers such as Guangzhou R&F <2777.HK> and Agile Property <3383.HK> have launched hugely
popular Hong Kong initial public offerings and bond issues, and more are on their way.

Funds run by the likes of Dutch financial group ING <ING.AS>, Morgan Stanley <MS.N> and Deutsche Bank
<DBKGnN.DE>, have also funnelled Western pension money into Chinese home building.

With average home prices doubling since 2002 and high-end apartment prices rising much further, Beijing has
tried, but mostly failed, to cool markets with curbs on supply and demand.

It has raised interest rates regularly, imposed taxes on capital gains and land appreciation, stopped non-
residents buying apartments, told banks to curb loans to developers and employed a "use it or lose it" policy to
deter land speculation.

But because of its immature market economy, the government often prefers edicts to market tools, often with
clumsy results.

For example, authorities blocked building on farm land but backtracked because it cut land supply and drove up
prices.

"The problem with heavy-handed market interference is it often leads to unintended consequences," said Peter
Churchouse, manager of a property hedge fund for LIM Advisers.

Thousands of developers are likely to go bankrupt as bank loans dry up, which would please a government bent
on slowing economic growth, Churchouse said, but a consequent drop in housing supply could stoke property
prices rather than cool them.

A construction industry slowdown would also hurt consumption in the world's fourth biggest economy, which
some economists hope will take up the slack from any U.S. recession.

"It just takes a hiccup and non-performing loans will rise, just as banks are cleaning up balance sheets,"
Churchouse said.

However, unlike in the United States, securitisation of mortgages and other loans is almost non-existent in
China, so the impact of loan defaults would be limited, and property-related lending typically makes up less than
15 percent of bank business.

DEMAND TO REBOUND?

Signs have emerged that the government's measures are hitting home. In November, property sales in
Shenzhen ground to a near halt and other markets either slowed or fell.

However, many analysts believe housing demand will stay strong as household disposable income grows at 20
percent a year, and recommend investing in listed Chinese developers who can obtain cheap land by devouring
small, cash-strapped rivals.

With some Chinese property stocks falling as much as 46 percent since a peak in October, Credit Suisse has
outperform ratings on shares in Guangzhou R&F and China Resources Land <1109.HK>, and BNP Paribas likes
Shimao Property <0813.HK> and China Overseas Land <0688.HK>.

"Chinese developers have priced in a lot of the bad news, and most can deliver 30 percent earnings growth,"
said William Leung, who manages a property fund for Deutsche Bank's RREEF unit.

Despite a bad start, Wu vowed to persevere with property, believing a drop in building would boost the
secondary market.

"Real estate develops with society so the potential is great," he said as he boarded a bus to lodge a complaint
about his employers at the local labour bureau.

"The second-hand market is going to take off."

ANALYSIS-Office rents set to slide as London job cu  tsrise

By Sinead Cruise

LONDON, Jan 25 (Reuters) - Property experts are facing increasing pressure to slash London office rental
growth forecasts as equity and debt market turmoil forces investment banks to axe hundreds of jobs.

Forecasts for 4 percent-plus rental growth in London's key financial districts of the City and Canary Wharf could
be dramatically cut as occupier demand wobbles and the storm in debt and equity markets shows little sign of
lifting.

JPMorgan property analysts said they were forecasting a 10 percent decline in rental values in the City through
2009, compared with 11.6 percent growth seen in 2007, according to data from broker CB Richard Ellis.
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The news is another blow to UK commercial property investors, already reeling from a 12 percent drop in capital
values from their summer peak, and were hoping for strong rental growth to compensate.

Earlier this week, the Centre for Economics and Business Research (CEBR) upped its forecast for financial
sector redundancies to 8,000 in 2008 from an October forecast of 6,500.

The revised forecast coincided with news on Thursday that Citigroup <C.N> planned to cut nearly 400 London-
based jobs, echoing an action from Credit Suisse <CSGN.VX>, which on Monday said it planned to cut 150
London jobs.

Despite the revision, JPMorgan said the latest CEBR forecasts were conservative. It forecasts 13,000 job cuts in
London's financial sector in 2008 and a further 8,000 in 2009.

Kelvin Davidson, property economist at Capital Economics, said he was yet to release an up-to-date rental
growth forecast, but said his November forecasts were for a 2 percent drop in rental values in the City in 2008 and
3 percent in 2009.

"The balance of risks to those numbers are now on the downside. The basic answer is that it's going to be a
much weaker period for the London office market ... since November, it's only got worse," Davidson said.

NO NEED TO PANIC

But some experts said the job cuts were no more than short term cyclical measures and banks were unlikely to
dump unused accommodation because a lack of prime office space could hamper their recovery when markets
rebound and recruitment resumes.

"The total stock in the City and Canary Wharf office market is around 128 million square feet," said James
Roberts, head of central London research at broker Knight Frank.

"Assuming each employer allocates 100 square feet per person, 8,000 job cuts only equates to an increase of
unused space of 800,000 square feet, which -- spread across several banks -- is just a drop in the ocean.”

December data from specialist property research house Ingleby Trice Kennard showed occupational demand
was still robust, with 522,746 square feet of City office space let in December, the highest December take-up since
1997.

Davidson said prospects for London office rental growth were further weakened by an expected injection of
office supply as well as headcount losses.

Yet property firms Land Securities <LAND.L> and Great Portland Estates <GPOR.L> indicated this week they
could delay high-profile office developments until they were certain of sufficient occupier demand.

Land Securities' 20 Fenchurch St project in the City for instance, dubbed locally the "Walkie Talkie" because of
its distinctive shape, won consent in July after years of planning work, but its construction could yet be put back.

"We have a little time yet before we have to make a decision on our 20 Fenchurch St project,” Land Securities'
Chief Executive Francis Salway said.

"l think we have a prospect of a short-term setback in occupier demand in the City, but the long-term strength of
London as a financial centre will continue."



