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Introduction

Dear Colleague,

The International Property Handbook from Deloitteds Gl obal Re groupBracksahe owgof rEéabestaté r uct i on

capital and provides an overview of investment trends and key deals in the most active global real estate investment markets.
This handbook reflects back on 2016 analyzing economic data and real estate investment in 21 countries around the world to
provide insights on potential trends in 2017.

With a strong economic outlook, we saw increases in cross -border investment, yet the overall global transaction volume was

around the same as it was in 2015. Private and unlisted funds were the most active investors followed by institutional funds,

indicating the large amount of private capital available to be deployed to real estate investment. Given many of the investor s still
have significant amounts of capital to deploy, and the fundraising market for real estate investment remains strong, we believe

that these trends indicate strong growth in the industry moving forward. Large institutional investors and sovereign wealth f und s
have been initiating or increasing capital allocations to global real estate investments, and we believe that will help susta in real

estate investment activity into 2017 and beyond.

Our analysis also indicates that while many of the largest real estate investment markets have fully (or nearly fully) recove red
from the global financial crisis, other markets are in earlier stages of recovery, indicating potential opportunities for 201 7and
beyond.

We hope you find this report interesting. We would be delighted to discuss the details of this research with you and how it m ay

impact your business

Regards,

-

Robert T. O6 Br i en
Global Leader, Real Estate & Construction
Deloitte Global
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What has changed?
Comparing data across the 21 countries under review for 2016

A

A

The economic outlook is stronger

- Both the current year and the 5 -year outlook for GDP growth is positive for the coming years, with an average increase of 2
percent

Bond yields have fallen and stock markets have risen

- The average 10 -year government bond yield is now below 2 percent, remaining at historical lows
- On average, global stock markets rose by 20 percent in 2016

Aggregate global real estate investment totals remain broadly stable

- Overall transaction volumes are 2 percent below the amounts reached in 2015

- Investment trends are very polarized due to different macroeconomic indicators with significant increases in China and
other countries like Spain and Ireland, while other countries such as the United Kingdom and the United States show
significant decreases

- The countries with positive investment volume growth are those in which the potential investors expect capital growth due
to macroeconomic indicators, expectations of rental growth, and yield compression

United States and China received 70 percent of total global real estate investment during 2016

- Investment in residential and offices remains stable and makes up 62 percent of total investment

- Offices continue to be the preference for investors and therefore yields have declined further in most markets
- Private and unlisted funds were the most active investors, followed by institutional funds

The capital raised continues to increase, but due to the reduction in investment opportunities in the main markets, investors
are beginning to explore new alternative locations

2016 saw significant increases in cross -border activity, especially in key countries in Europe due to the strength of the US
Dollar
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Cross - border capital flows
The largest routes

$35 b n US to Europe $6 6 b n Europe t_o7l:;:rope

-42%

\ kmb N APAC_tizli/l;I’Ope

APAC to APAC
$76bn 1309%

APAC to US
$32bn i

Investment volumes 2016
Investment Volumes 2015 vs. 2016
Source: RCA
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International economic overview
Main considerations

2016 was a volatile year due to the global political 2016 GDP growth
uncertainties including Brexit, the US election, and the Italian 8% -
referendum, as well as China's slowdown. 7%
6%
The United States saw moderate growth. However, the 5% -
financial markets have responded vigorously since President 4% -~
Trump was elected and the  labor market continues to show 32;0 1
improvement. o
P 1% -
In Europe, some economies have been developing better than 0%

-1% -

others, such as Ireland, Spain and Sweden; but in general G L c = X o o, © © c s C s
terms, the European Central Bankds eco@%hgi.g&‘?p_-giﬁcqgsg%f%d%_ghéegc—gSgﬁ
countriesdéd efforts have made for a strtb@g"%Qoﬁagntﬁn%uo%sgg’gﬁ_goé’
economic recovery. -9 £ 22 3§ g %‘ © o =
° (&)
The United Kingdomdés decision to | eave the f‘:DuropZean Uniwon by
2019 has raised some concern about the future of the Union, Source: Economist/Deloitte
raising uncertainty.
Ireland has been one of the fastest growing economies in the 2016 Stock market performance
Eurozone. Meanwhile Russia stands in last place ; its economy
contracted 0.6 percent during 2016 and its inflation is above 7 70%
percent. 60%
50% -~
Some recent data from the Chinese government indicates that 40% -
the economy is stabilizing, fuelled in part by government 30% A
stimulus and an easing of monetary policy. 20% -
In property investment markets, where the major investors 10%  ~
| ook f or fima c rsee arcorrslaisnchetweenehe trend 0% -
in property investment and the macroeconomic indicators such P S s 8 >0 85 © 29 8 £ 3 2 2 ETE
as GDP growth. 2Ec 2 883858588 §=3338
TSgE oSBT zxgel S 5 2
o < s c 2 @ N
303 =
o} z v

Source: Bloomberg/Deloitte
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International economic overview
Main considerations

There remains significant divergence between the monetary
policies being enacted by the major central banks.

In the United States, the Federal Reserve is setting an
appropriate monetary policy with an unusual situation of low
unemployment, low interest rates and low inflation; raising its
benchmark interest rate by 0.25 percent, only the second
increase in a decade.

In Europe, although interest rates have been low for a long

time, the European Central Bankos
(which began in March 2015 by purchasing securities every
month worth 060bn) i s ex pmeea toeducet o

borrowing costs and bond yields to encourage corporate
investment. It is anticipated that there will be further
gquantitative easing in Europe and interest rates are not
expected to increase until at least the second half of 2017.

Despite this, due to higher oil prices and wage pressure in the
United States, we expect an increase in inflation over the
coming years.

Chinabés debt | evel shows potenti al
uncertainty. Total debt, including both private and public sector

debt, is now circa 260 percent of GDP. This compares with circa

280 percent for developed economies on average, suggesting

that Chinads debt | evel is not exc
emerging country, and emerging countries historically carry far

less debt as a share of GDP than developed economies.

Source: Deloitte Global Economic Outlook 4Q 2016
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International economic overview
Main considerations

The latest Deloitte European CFO Survey reported a
deterioration in confidence during 2016. Sentiment has fallen
most in northern European economies, consistent with the

Is this a good time to be taking greater risk onto your
balance sheet?

0% -

weaker export outlook for these count

perception of external economic and financial uncertainty -10% 1

remains the highest among the 13 countries covered in the 20%

survey. -30%

Europe faces an unusual situation with the rise of populist o

movements due to the declining trust in political parties and 50% 1

government institutions. The UKO6s B%e decision is a clear
warning for political leaders for 2017 and beyond. 70% -

The M&A Index model  predicts a modest decline in volumes for 80% 7

2016. Overall , volumes have heldup  reasonably well and are 90% -

down only 3 percent compared with 2015, due to slowing AUS UK GER SWIENOR - FRPOLBEL IRE - ITA - NED SPA - RUS

activity since  the second half of 2016 Source: Deloitte European CFO Survey

Global M&A deal volumes
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Source: Deloitte M&A Index
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International investment
Main considerations

Global investment in real estate
2016, overall transaction volumes
amounts reached in 2015.

activity

decelerated slightly during
were 2 percent below the

However, there is a high degree of polarization between
markets, driven by the differing macroeconomic  environments
across the regions covered.

Spain, China and Ireland saw the largest percentage increases
in transaction volumes in 2016, when compared to 2015.

Russia, United Kingdom and Norway saw the largest falls.

The biggest changes were
such as the increase in China or the decrease in
States and the United Kingdom.

in the larger investment markets
the United

Investment
12m average)

in commercial real estate (quarterly, rolling
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Investment volume growth: 2015 vs 2016 ($ bn)
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Country 2015 2016 Difference Growth % : faahitin
investments
Spain 12.5 17.2 4.7 37.7% 1.4%
China 353.6 454.7 101.0 28.6% 36.5%
Ireland 4.9 6.1 1.2 24.2% 0.5%
South Korea 11.8 14.4 2.6 21.7% 1.2%
Sweden 16.3 18.8 2.5 15.1% 1.5%
Singapore 9.6 10.9 1.3 13.1% 0.9%
Netherlands 14.7 16.3 1.6 10.7% 1.3%
Poland 53 5.8 0.5 9.7% 0.5%
Canada 20.9 20.6 (0.3) (1.3%) 1.7%
Belgium 4.3 3.9 0.4) (8.9%) 0.3%
Italy 12.8 11.5 (1.3) (10.3%) 0.9%
us 464.7 414.6 (50.1) (10.8%) 33.2%
Switzerland 7.0 6.1 (0.8) (12.1%) 0.5%
Australia 40.4 355 (4.9) (12.2%) 2.8%
Germany 78.4 66.9 (11.5) (14.6%) 5.4%
France 39.4 319 (7.4) (18.9%) 2.6%
Taiwan 6.4 4.8 (1.6) (24.7%) 0.4%
Japan 51.7 36.3 (15.4) (29.8%) 2.9%
Russia 5.6 3.9 1.7) (30.1%) 0.3%
UK 107.7 61.7 (46.0) (42.7%) 4.9%
Norway 11.3 5.4 (5.9) (52.1%) 0.4%
Total 1,279 1,247 (32.0) (2%) 100%

Source: RCA/Deloitte
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International investment activity

Main considerations

For the majority of  countries covered in this research, the
greatest amount  of investment activity takes place within the
office market.

In most cases yields are falling or have stabili zed at low levels,
however the spread  between different markets remains broad.
Part of thisis down to local market nuances (in Taiwan, for
example, domestic funds have traditionally  tolerated lower
yields), while in other instances it is more a reflection of
economic and demand conditions.

The ease of entering a market is as important as being able to
exit. Compared  with other asset classes, real estate has
relatively low liquidity. Markets  where liquidity is low can
become less attractive for investors over time. Conversely,
high liquidityina  market such as Spain, South Korea and
Ireland, due to the percentage of investible market transacted,

is an attractive feature for investors
Total commercial investment volumes 2016 ($ bn)
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International investment activity
Main considerations

Comparing 2016 with 2015 shows that investment activity fell Top 20 markets by investment activity 2016
across all types of property. 35 -
The office sector was the top pick for investors in 2016, gg
however activity was focused ona  few larger markets including c 20 4
Manhattan, London, Paris and San Francisco. 8 15 4
L : . 10 A
The real decrease in activity was driven by the retail, hotel and 5 4
industrial sectors. 0 -

In addition, there_ has_ been a preferenpe by investors to & «“@@é 06\ %OK od\ ,\o‘\ S o‘{\{é\ & \é & & Q\z\o & S
_purch_ase Iow—.rlsk,_lncome —proc_iucmg alternative property, and @0 600 VQ’b 2.0 ¢ e S;@ vao VQ’D O{\Q vQ’b &oozoo é’OQV‘Q’b '5@6"@ N
in doing so, diversify their portfolios further . g\@ \90 S R ,é&v(@ A v\\,é\ & & 0}‘1‘&@ S 9o & é\’b@« Q},z? 3
2 £ & S 2 > 2 NI ;
A {\szy S \/00) VS\Q O’b ‘Z\O ?‘S'\/b @lb QQ’ N ?‘@ VS\
N4 K » I
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Source: RCA/Deloitte
Global investment volumes 2016 by sector Global investment volumes 2016 vs 2015
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’ - 24%
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Source: RCA/Deloitte Source: RCA/Deloitte
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International investment activity
Main considerations

An important characteristic of the investment market over the

past year has been the increasing share of cross -border
activity, especially in key countries in Europe. Europe is leading
as the preference for international investors. This is due to

cross -border trading within  the continent, but has also been
heavily supported by an influx of North American and Asian
investors.

A number of factors have contributed to  the recent increase in
cross -border investment , including:

A Inexpensive and more easily available credit

A The attractive yield premium over government bonds

A The strength of the US$, in the case of US investors

A The weakness of the Euro

A An overhaul of institutional regulations across Asia

The destination of cross -border capital varies depending on the

country of origin. For example, the foreign real estate that us
investors have been buying this year has mainly been in
Europe, whereas Chinese foreign investment has mainly been

in the United States. Similarly, while UK investment abroad has
been almost entirely  in Europe, as well as the French.

7 2
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2016 investment from foreign sources
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International investment activity
Main considerations
In terms of acquisitions, institutional/equity funds and private

companies were the  most active during 2016,
76 percent of all purchases made globally

accounting for

However, interms of  net investment, occupiers were the most
active playersin 2016, as well as in 2015. REITs/listed
companies and institutional/equity have sold much more than
they have purchased in 2016 following the same trend as in
2015.

Global investment by investor type 2016

5%
3%

® Equity / Institutional funds
= REITs/ Listed companies
= Unknown

= Private / Unlisted companies
= Occupier

Source: RCA/Deloitte
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Global investment by investor type 2015 vs. 2016
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International investment activity
Main considerations

Regional investment by investor type 2016

The makeup of investors differs from region to region. While private and institutional/equity funds are the largest players i
United States, they play a smaller role in Asia.

Private investors are a more significant market player in the United States than in Europe and Asia, where they only account
14 percent and 17 percent of investment respectively.

Cross-border investors are very significant in Europe and Asia, showing the general interest for these regions globally. This tr
is due to the strength of the US Dollar with US investors buying in Europe.

us Europe Asia

A

3% 6% 2%

A 46%

5%

v

B Cross-Border W Instl /Eq Fund [ Listed/REITs B Private B Occupier/Other B Unknown

Source: RCA/Deloitte
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Unlisted real estate funds
Main considerations

The latest data from INVREV, the European Association for Evolution of total equity raised for non - listed real estate
Investors in Non -Listed Real Estate Vehicles, shares insight vehicles by regional strategy 2012 -2015 boX
into the European  unlisted sector , including their  strategies 140 -
and preferences over the next two years. 1
120 A 9
Total equity raised gll2naih 2095 0fncreagmsged to 0 ay 17
the capital raised, 51 percent was expected to target European 80 -
vehicles.
60 - 63
Investors have indicated that their preferred route into 40 -
European real estate is through non -listed funds, followed by
separate accounts investing directly in real estate. 20~ 26 35 35
0 T T
2012 2013 2014 2015

B North America B Europe M Asia Pacific B Other
Source: INREV/Deloitte

Expected change in investors' European allocations over the next two years (equally weighted)

100% -

80% A
60% -
40% A
20%
0% T T T T T T T )
Non-listed Joint Directreal Fund of Separate Listed real Real estate/ Real estate
funds ventures estate funds accounts estate mortagage  derivatives
& club deals investments debt
B Do not invest in/not part of real estate portfolio B Decrease B No change M |ncrease

Source: INREV/Deloitte
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Private fundraising
Main considerations

The capital raised by private real estate funds provides an
indication of future levels of investment.

Funds with an opportunistic strategy raised the most significant
share of capital overthe lastyear. This highlights an increasing
investor appetite for higher  risk allocations

fi D r powder , dhe uncalled capital held by closed -end private
real estate funds , stands at $237bn atthe end of December
2016. The largest  proportion of dry powder, 56 percent, is
within funds witha  focus on North America, followed by

Europe. Funds with value added and opportunistic ~ strategies
hold 23 percent and 43 percent

Dry powder by strategy ($ bn)
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Aggregate capital raised ($ bn)
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Pricing and performance
Main considerations

Broadly speaking, 2015 was a year in which the performance of All property total return
directly held property improved across many markets, as
capital value growth returned or rose in magnitude.

However , the range of returns recorded in 2015 was extremely
wide. IPD data shows that Ireland was far out ahead followed
by Spain, with a very strong recovery in capital values driving

overall performance and still having some more upside

potential.

In many countries, capital values suffered a significant decline

during the downturn, particularly in 2008 and 2009. Some,

such as the United States and the United Kingdom,  have since

seen values recover to pre -downturn levels.  And there are

some countries that still have an upside potential to recover

their lost capital value, such as Japan, Italy, Spain and Ireland

Others , including Belgium, Switzerland and South Korea, never Source: MSCI/Deloitte
really saw any notable decline in values during this time.

Cumulative all - property capital value growth

Early indications for 2016 suggest performance has varied

across the regions, but itwas arelatively strong  year for global
real estate performance, with results over 10 percent for

Ireland, Netherlands, Norway and Sweden.

Meanwhile , the IPD Global Property Quarterly Fund Index
reported strong direct property total returns across the three
main regions, with  Asia outperforming Europe and North
America, in the year to September 2016.

Source: MSCI/Deloitte
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