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Disclaimer

Deutsche Pfandbriefbank AG (pbb) is the sponsor of this document. vdpResearch GmbH, Berlin, is
responsible for the content.

pbb does not verify the figures and other information used and does not accept any liability for the
content. It shall not be obliged to correct or point out any inaccuracies or incompleteness. pbb may stop
publication at any time.

Any liability for negligence on the part of pbb arising from or in connection with this document shall
be excluded unless it is a matter of injury to life, limb or health, and unless such exclusion of liability is
excluded for other legally compelling reasons.

All legal relationships arising from, or in connection with, this document in relation to pbb shall be
governed solely by the substantive law of the Federal Republic of Germany. Exclusive legal venue shall
be Munich, as far as this can be permissibly agreed upon.

Data and information contained in this publication are based on sources and methodical approaches
which vdpResearch GmbH considers to be reliable. However, vdpResearch GmbH cannot guarantee
the accuracy or completeness of the information provided. Any opinions expressed reflect the current
views of vdpResearch GmbH. However, no assurance can be given with regard to the content of such
opinions or forecasts.
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Overview

The pbblX real estate index fell in the first quarter of 2020 to 0.50 index points,
the lowest level since the fourth quarter 2012. However, the pbblX is still
above the zero line which forms the threshold between growth and contraction.

The decline is a result of the macro-economic development. The COVID-19
pandemic and the measures taken to combat it pose an exceptionally difficult
and barely predictable situation for the economy. In the first quarter, the mac-
ro-economic performance contracted by 2.2 % compared to the previous quarter.

Looking at the bare figures, as at the end of March the office property markets
do not seem to have been much affected by this. In total, both the rental and
investment markets posted solid starts into the year. Whilst letting perfor-
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mance in the rental markets was weaker than last year, the percentage of unlet
office properties was still low. For the investment markets cash inflows during
the period under review were above (and initial yields below) the figures for the
same quarter of the previous year.

All this is set to change in the next quarter. Due to the usual delays inherent in the
real estate sector, the office property markets are lagging economic development.
Given the pace of the recession, this delay is set to be rather short. We expect
the traditional office market indicators of vacancies and rents to soon reflect the
changed situation. As the economic downturn is the result the COVID-19
pandemic (instead of originating from the economy itself), a swift recovery could
be possible once the pandemic has been overcome.
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Overall economic outlook

The macro-economic development is being overshadowed by the COVID-19
pandemic. The pandemic and — above all — the measures taken to contain it,
have led to a recession during the first quarter. Depth and duration of the recession
are still uncertain — different short-term indicators as well as recent surveys
conducted by the ifo Institute and KfW (Kreditanstalt fir Wiederaufbau) lead us
to expect a significant decline in macro-economic performance. Travel
agencies, tour operators and the aviation, hospitality and automotive industries,
for example, are all reporting massive sales and production losses. In the first
quarter, Germany'’s real gross domestic product declined by 2.2% compared to
the previous quarter.

The pandemic affects the economy through numerous transmission channels.
Quarantine measures and a higher sickness level reduce the labour supply. The
shutdown of businesses causes a decline in the sale of goods and services.
Uncertainty about the future development of jobs, income and earnings lead to
restrained consumption and more cautious investment behaviour. In contrast to
previous recessions, numerous service sectors are also severely affected this
time, as the provision of many services is currently prohibited by the authorities
— or consumer demand has slumped, due to reasons of caution.

The strength and speed of the decline of overall economic activity will increase
in the second quarter. At the same time, a first easing of the containment
measures has to be taken into account. The economy as a whole should recover
in the second half of the year; the extent of this recovery, however, cannot be
forecast with certainty.

Real gross domestic product | year-on-year change in %
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Market for office space

Looking only at the first ten weeks of the current year, the rental market shows
good development with slightly declining momentum. The first quarter as a whole
did not show any extraordinary impact of the COVID-19 pandemic. While there
have been signs of a slowdown, these already started to materialise at the end
of the previous quarter. Overall, the crisis is not yet fully reflected in real
estate market statistics.

The letting performance has tapered off; during the first quarter it was already
lagging the previous quarter and the respective quarter of the previous year.
Due to restrained new construction activity, this had no impact on the develop-
ment of the vacancy rates, which remained almost unchanged at the low level of
the previous year. Thus, top rates were flat during the quarter, yet increased by
around 5% year-on-year due to basis effects. However, smaller companies in
particular are conducting initial renegotiations with their landlords on the amount
of the effective rent.

It remains to be seen what this generally good market data is worth, in view of
the economic slowdown. We will surely see deterioration in results from the
rental markets during the second quarter. First client surveys of major realestate
agents indicate reluctance to take on new leases, and also to extend existing
leases. Cost-cutting programmes will gain importance and, as experience
shows, not all planned new construction projects may be realised. It also
remains to be seen to what extent the need for floorspace will decrease struc-
turally, since new forms of work (home office) are unlikely to simply recede and
vanish after the pandemic.

Office space vacancies (BIG 7) | in % of the portfolio

11,0
10,0
9,0
8,0
70
6,0
50
40
3,0
20

15

10

5

0

S & o &6 & &6 &5 &6 &8 o &6 o o o 5 o o oo
[a] m <t lo] © o~ [e0] D o — N (92 < o © o~ [e0] (&) o
o o o o o o o S — — — — — — — — — — N
(@] o o o o (@] o o o o (@] o (@] o o o o o o
N N N N N N N N N N (@) N N N N N N N N
Top rents (BIG 7) | year-on-year change in %
S & o &6 & &6 &8 &5 &8 8 &6 S &6 8 5 &8 S 5o
§ 83288588328 232 ecE 2 2]
S & & & &6 &6 & & © © © o © o o o o o ©
N N N N N N N N N N N N N N N N N N N

pbb

DEUTSCHE
PFANDBRIEFBANK

~




pbblX | Office Property Market Germany | 2020 | Q1 | page b

Investment market

On the investment market, too, the pure figures for the beginning of the year
paint a surprisingly positive picture at first. For example, the funds used for the
acquisition of office properties were relatively high. According to Real
Capital Analytics (RCA), slightly more than € 5 billion was spent on the acquisi-
tion of office properties in the big 7 markets. Although this was well below the
record results of the previous quarter, the amount was 11 9% above the average
value of the first quarters of the last five years.

The high transaction volume suggests that market participants have not yet
(or only barely) paid attention to the shocks caused by the COVID-19
pandemic, which did not materialise until March. Normally, a more cautious
approach should have been adopted in such an environment.

This assessment is confirmed by the development of net initial yields, which
continued to move sideways. Thus, neither the low rental growth to be expected
as a result of the pandemic nor an increase in the risk premium seem to be
priced in.

Accordingly, it can be expected that net initial yields have bottomed out and will
rise again in the quarters ahead. Associated with this, the investment volume
in the second quarter is likely to be significantly lower than in the first three
months of the current year.

Net initial yield (BIG 7) | in %
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BIG 7

BERLIN

In Berlin, the letting performance in the first quarter amounted to approximately
170,000 sgm, with consultancy firms, other service providers and public admi-
nistration being the main tenants. Even though the amount of available office
space taken up was materially lower (compared to the previous quarters), demand
remained intact. The vacancy rate was slightly up, but at around 1% it is still
clearly below the fluctuation reserve. Rental development was not yet influenced
by the COVID-19 crisis, as most of the contracts were negotiated some time
ago. Top rents remained at the 2019 year-end level, with the average rents con-
tinuing to increase. According to RCA figures, € 1.5 billion was spent during the
first quarter on the acquisition of properties. The turnover thus matched the
average of the last four quarters. Initial yields.

HAMBURG

In Hamburg, the take-up of available office space was almost 100,000 sgm.
While this result slightly exceeded the previous quarter, it was significantly lower
than the average for all quarters of the previous year. However, vacancy rates
declined to 2.5%. Rents for newly let space were not yet affected by the
COVID-19 pandemic and remained flat during the period under review. On the
investment market, between € 300 billion and € 424 billion was spent on the
acquisition of office properties, depending on the source. Cash inflows thus
remained well below the average of the past four quarters, however, they signi-
ficantly exceeded the results of the first quarter 2019. Activity was largely
dominated by domestic investors, and initial yields remained stable.
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BIG 7

MUNICH

The Munich office space market again achieved very strong results. In the first
three months, the take-up of available office space totalled approximately
185,000 sgqm, thus outperforming all other big 7 markets. Consultancy firms
accounted for around one third of this take-up, followed by companies in the
information and communication technology sector with more than 20%. Free
space is still limited, and the vacancy rate is below 2%, especially in the urban
area. Top rents remained unchanged at a high level in recent months. According to
RCA, the Munich investment market recorded cash inflows of around € 1 billion
in the first quarter of 2020, thus exceeding the previous year's result. However,
investment levels were significantly down compared to the previous two quarters.
Net initial yields for first-class properties remained unchanged at around 2.8 %.

COLOGNE

The office rental market started the current year with subdued take-up of available
space. The letting performance amounted to only 40,000 sgm. By comparison,
in both 2019 and 2018 an average of 73,000 sgm and 76,000 sgm respectively
was achieved in each quarter. Office space remains scarce in view of a vacancy
rate of around 2%, while rents continued to move sideways. Investment volume
lagged the result of the fourth quarter of 2019, by a wide margin — following
the exceptionally high amount of €1.1 billion in the previous quarter, investment
volume in the first quarter 2020 amounted to around €220 million. A further
decline due to the COVID-19 pandemic can be expected. The initial yield for
first-class properties remained at the low level of the previous quarter.
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BIG 7

FRANKFURT

In the first quarter, the take-up of office space amounted to approximately
70,000 sgm. Using the average values of the last years as a benchmark, this is
not a particularly good result. The take-up was primarily driven by consultancy
firms, accounting for almost 50 % of the amount. The vacancy rate in the wider
Frankfurt area stands at around 6%, in the CBD at less than 4 %. On the whole,
rents in the period under review were pointing slightly upwards. By contrast, the
Frankfurt investment market got off to a good start in the new year. Around
€ 1.2 billion was spent on the acquisition of office properties. Domestic investors
accounted for 80% of this sum, with the remainder divided almost equally bet-
ween continental European and other international investors. Initial yields have
not changed markedly compared with the previous quarter.

DUSSELDORF

The Dusseldorf office market achieved very strong results in the first quarter.
With about 110,000 sgm, the take-up of available office space reached the level
of the previous year's quarter and exceeded the medium-term average. The
vacancy rate, which compared to the other big 7 cities is rather high, increased
slightly. Both, top and average rents remained stable. Dusseldorf's investment
market also achieved very strong results in the first quarter. According to RCA,
€ 550 million was spent on the acquisition of office properties during the period
under review — the highest amount invested in a first quarter in a long time.
Compared with the development of the initial yields, price development was
stable. Net initial yields for first class properties remain at around 3.1 %.
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BIG 7

STUTTGART

The letting performance was down sharply in the first quarter. At around 33,000 sgm,
the take-up of available office space decreased by approximately 60 % compared
to the previous year, whilst falling short of the previous quarter’s result by around
509%. Since new construction activity remained subdued, vacancy rates remained
at a low level compared with the previous quarter, while rents also held steady
in the period under review. The investment market also showed a moderate to
weak development: according to various sources, the investment volume was
significantly lower than in the previous quarter, partly due to a lack of foreign
investor interest. Yields for first-class properties remained unchanged at around
39%. As hardly any new contracts have been concluded since the beginning of
March, this reflects the pre-COVID-19 result.

pbblX Stuttgart | Index
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About the pbblX real estate index

SCOPE AND METHODOLOGY

As the last two decades have shown very clearly, the development of real estate markets is not a
continuous trend that is free of disruption — instead, they are characterised by significant cyclical
fluctuations. The pbblX index family tracks these fluctuations on Germany's key office property markets.
The index family comprises a total of eight indices: seven individual indices for the office property
markets in Berlin, Cologne, Dusseldorf, Frankfurt, Hamburg, Munich and Stuttgart, plus a composite
index which tracks overall economic development of the ,BIG 7‘ markets.

The indices are based on the results of a dynamic factor model, which brings together eleven variables,
using time series to extract the key driving forces for economic trends of office property markets.
Specifically, these variables relate to macroeconomic developments, the rental market, and the invest-
ment market across the seven office property markets covered. As a preparatory step for the factor
analysis, the various market-related indicators are aggregated to form a market indicator measuring a
development overall (for example, vacancies or new construction activity). The data list shown below
sets out the indicators which were used for the dynamic factor analysis.

In addition to the office property market indices, the presentation contains assessments regarding
the components of ;macroeconomic developments’, ,market for office space’, and ,market for office
investments". The directional impact of these components on the composite indicator is colour-coded:
GREEN indicates a positive, BLACK a negative and GREY a neutral impact.
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DATA LIST OF THE DYNAMIC FACTOR MODEL

Macro-economic developments
Real gross domestic product, (YOY change, in %)
Workforce in the BIG 7 markets (YOY change, in %)
Consumer prices, (YOY change, in %)
Current yield (Umlaufrendite) for public-sector bonds
with a minimum remaining term of 10 years (in %)

Rental market
Completed office and administrative buildings
(m? of floor space in the BIG 7 markets)
Marketing volume (m? of floor space, in the BIG 7 markets)
Vacancies (% of gross available area, in the BIG 7 markets)
Top rent (€ per m? for the BIG 7 markets
Average rent (€ per m? for the BIG 7markets.

Investment market
Net initial yield (in %, for the BIG 7 markets)
Inflow of funds (€ millions)



