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Emerging Europe to underperform the Euro-zone

* Over the next two years we envisage rising yields and widespread falls in capital values across non-Euro-zone markets.

e Valuations look most stretched in Hungary, Romania and Turkey. The UK and Switzerland look closest to fair value.

* Most economies will experience a period of sub-trend growth, if not recession. Rental value falls will be widespread.
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Retail sector rankings: Next two years and next five years

Chart A9: Initial yields by country, % end-2007 Chart A13: Initial yields by country, % end-2010
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Chart A10: Rental growth by country Chart A14: Rental growth by country
(2009 & 2010 average) (2008-12 average)
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Chart A11: Capital value growth by country Chart A15: Capital value growth by country
(2009 & 2010 average ) (2008-12 average)
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Chart A12: Total Return by country Chart A16: Total Return by country
(2009 & 2010 average ) (2008-12 average)
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Table A3: Office property

ECONOMICS

Average
Data is in local currency terms 2007 2008 2009 2010 2011 2012 2008- 12
Czech Republic
Rental growth 5.3 2.0 -3.0 2.0 1.5 3.0 0.3
Yields 5.3 6.3 6.8 6.8 6.8 6.6 6.6
Capital value growth 12.3 -14.3 -10.2 -2.0 1.5 5.3 -3.9
Total return 18.2 -9.0 -4.1 4.6 8.4 12.3 2.4
Denmark
Rental growth 1.0 2.0 -4.0 -3.0 2.0 2.0 -1.0
Yields 4.9 5.3 5.8 6.2 6.2 6.3 5.9
Capital value growth -5.0 -8.2 -12.3 -10.0 2.0 1.2 -5.5
Total return -0.3 -3.4 -7.3 -4.5 8.3 7.5 0.1
Hungary
Rental growth 1.0 -1.0 -10.0 -4.0 1.5 1.8 2.4
Yields 5.7 7.0 8.8 10.0 9.5 9.0 8.9
Capital value growth 4.8 -19.4 -28.0 -16.0 6.8 7.4 -9.8
Total return 10.8 -13.7 217 -7.6 17.0 17.1 -1.8
Norway
Rental growth 60.3 3.0 -3.0 2.0 2.0 3.0 0.6
Yields 4.8 6.3 6.6 6.6 6.4 6.2 6.4
Capital value growth 47.6 -21.8 -8.1 -2.0 52 6.3 -4.1
Total return 54.6 -16.9 -2.1 4.5 11.9 12.9 2.1
Poland
Rental growth 34.1 3.0 -2.0 -2.0 2.0 3.0 0.8
Yields 5.6 6.5 7.4 7.9 7.6 7.5 7.4
Capital value growth 35.8 -10.0 -14.0 -8.2 5.3 5.1 -4.4
Total return 43.5 -4.2 -7.6 -1.0 13.4 12.9 2.7
Romania
Rental growth 5.9 2.0 -7.0 -2.0 2.0 4.0 -0.2
Yields 6.5 7.8 9.0 9.5 9.3 9.1 8.9
Capital value growth 17.6 -14.1 -19.9 -7.2 4.8 5.7 -6.1
Total return 253 -7.5 -12.7 1.7 14.4 15.3 2.3
Russia
Rental growth 39.6 6.0 3.0 -4.0 2.0 4.5 1.1
Yields 8.0 9.4 10.6 10.6 10.1 10.1 10.2
Capital value growth 57.7 -9.4 -14.4 -4.0 7.0 4.5 -3.3
Total return 70.3 -0.9 -5.3 6.2 17.9 15.1 6.6
Sweden
Rental growth 16.8 2.0 -4.0 -2.0 2.0 2.0 0.0
Yields 4.3 4.7 5.5 5.8 5.8 5.7 5.5
Capital value growth 25.4 -8.0 -17.8 -7.0 2.0 3.8 -5.4
Total return 30.8 -3.6 -13.3 -1.6 8.0 9.7 -0.2
Switzerland
Rental growth 6.7 2.0 -9.3 -2.0 2.0 2.0 -1.9
Yields 4.7 5.1 5.7 5.7 5.7 5.5 5.5
Capital value growth 18.1 -9.4 -19.1 2.0 1.1 5.7 -4.8
Total return 23.6 -4.9 -14.5 3.5 6.8 11.5 0.5
Turkey
Rental growth 80.1 8.0 -8.0 -6.0 3.0 5.0 0.4
Yields 9.4 8.4 10.2 10.6 10.6 10.4 10.0
Capital value growth 101.8 28.7 -15.6 -1.4 5.0 7.5 4.9
Total return 120.8 39.5 -7.0 9.1 16.1 18.7 15.3
UK
Rental growth 9.2 2.3 -15.4 -13.0 -8.0 0.0 -7.7
Yields 6.3 7.8 8.2 8.2 7.9 7.8 8.0
Capital value growth -5.7 -22.5 -18.0 -13.1 -5.1 0.8 -11.6
Total return -1.4 -18.8 -12.6 -6.1 3.2 9.5 -5.0
Source - Capital Economics
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Office rankings: Next two years and next five years

Chart A17: Initial yield by country, %, end-2007

Chart A21: Initial yield by country, %, end-2010
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Chart A18: Rental growth by country Chart A22: Rental growth by country
(2009 & 2010 average) (2008-12 average)
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Chart A19: Capital value growth by country Chart A23: Capital value growth by country
(2009 & 2010 average) (2008-12 average)
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Chart A20: Total Return by country Chart A24: Total Return by country
(2009 & 2010 average) (2008-12 average)
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Table A4: Industrial property

Average
2007 2008 2009 2010 2011 2012 2008- 12
Czech Republic
Rental growth 0.0 1.5 -5.0 -4.0 2.5 3.0 -0.4
Yields 6.38 7.25 8.00 8.25 7.95 7.80 7.85
Capital value growth 5.9 -10.8 -13.9 -6.9 3.8 4.0 -4.8
Total return 12.6 -4.3 -7.0 0.8 12.0 12.1 2.7
Denmark
Rental growth 0.0 0.0 -4.0 -2.0 0.0 1.0 -1.0
Yields 6.00 6.50 7.25 7.75 7.75 8.15 7.48
Capital value growth -8.3 -7.7 -13.9 -8.3 0.0 -4.0 -6.8
Total return -2.8 -1.7 -7.7 -1.2 7.7 3.9 0.2
Hungary
Rental growth 0.0 2.0 -6.0 -2.0 1.5 2.0 -1.3
Yields 6.50 7.75 10.00 11.00 10.50 10.00 9.85
Capital value growth 10.3 -17.8 -27.2 -10.9 6.3 7.1 -8.5
Total return 17.4 -11.4 -19.9 -1.1 17.5 17.8 0.6
Norway
Rental growth 28.2 3.0 3.0 -1.0 2.0 2.0 0.6
Yields 6.20 7.00 7.85 7.85 7.75 7.55 7.60
Capital value growth 24.0 -8.8 -13.5 -1.0 3.3 4.7 -3.1
Total return 31.7 -2.4 -6.7 6.8 11.3 12.6 4.3
Poland
Rental growth 6.7 3.0 -4.0 -2.0 25 3.0 0.5
Yields 6.63 7.30 8.25 8.50 8.50 8.30 8.17
Capital value growth 12.7 -6.5 -15.1 -4.9 2.5 55 -3.7
Total return 20.2 0.3 -8.0 3.2 11.2 14.2 4.2
Romania
Rental growth -5.9 -2.0 -5.0 1.5 3.0 3.0 0.1
Yields 7.50 8.10 9.75 10.50 10.35 10.20 9.78
Capital value growth 6.6 -9.3 -21.1 -5.8 4.5 4.5 -5.4
Total return 14.6 -1.9 -13.4 4.1 15.3 15.2 3.9
Russia
Rental growth 3.7 3.5 -4.0 -3.0 1.5 3.0 0.2
Yields 9.75 10.25 12.25 12.25 11.80 11.50 11.61
Capital value growth 27.6 -1.5 -19.7 -3.0 5.4 5.7 -2.6
Total return 40.1 8.5 -9.8 8.9 17.8 17.8 8.6
Sweden
Rental growth 1.5 2.0 -3.0 -1.0 1.5 1.5 0.2
Yields 6.15 6.30 7.10 7.65 7.65 7.55 7.25
Capital value growth -1.0 -0.4 -13.9 -8.1 1.5 2.8 -3.6
Total return 5.1 5.9 -7.8 -1.1 9.3 10.6 3.4
Switzerland
Rental growth 0.0 2.4 -5.0 -2.0 0.0 2.0 -0.5
Yields 7.00 7.20 7.68 7.68 7.40 7.30 7.45
Capital value growth 2.4 -0.5 -10.9 2.0 3.7 3.4 -1.2
Total return 9.6 6.7 -4.1 5.5 11.4 10.9 6.1
Turkey
Rental growth 49.3 5.0 -8.0 -6.0 1.0 4.0 -0.8
Yields 9.63 9.13 10.88 11.73 11.73 11.48 10.99
Capital value growth 117.0 10.7 -22.8 -12.8 1.0 6.3 -3.5
Total return 137.9 20.9 -14.4 -2.6 12.9 18.5 7.0
UK
Rental growth 1.4 -0.4 -9.0 -13.0 -5.0 1.0 -5.3
Yields 6.88 8.47 8.77 8.77 8.44 8.36 8.56
Capital value growth -8.8 -20.1 -12.1 -12.3 -0.3 0.8 -8.8
Total return -3.5 -15.7 -5.5 -4.7 9.1 10.0 -1.4

Source - Capital Economics
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Industrial rankings: Next two years and next five years

Chart A25: Initial yield by country, %, end-2007

Chart A29: Initial yield by country, %, end-2010
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Chart A26: Rental growth by country Chart A30: Rental growth by country
(2009 & 2010 average) (2008-12 average)
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Chart A27: Capital value growth by country Chart A31: Capital value growth by country
(2009 & 2010 average) (2008-12 average)
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Chart A28: Total Return by country Chart A32: Total Return by country
(2009 & 2010 average) (2008-12 average)
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Table A5: Total returns in alternative currencies

All-Property Retail Property
Average Average
2007 2008 2009 2010-12 2007 2008 2009 2010-12

Czech Republic

In EURO -5.3 -5.4 8.8 16.3 -8.4 -2.1 12.1 16.1

In GBP 6.8 -6.2 8.8 16.3 3.3 -2.9 12.1 16.1

In US$ -18.0 -9.2 8.8 16.3 -20.7 -6.0 12.1 16.1
Denmark

In EURO -8.5 -7.1 -3.4 7.9 -20.8 -6.5 -1.3 8.1

In GBP 3.2 -7.8 -3.4 7.9 -10.6 -7.2 -1.3 8.1

In US$ -20.8 -10.8 -3.4 7.9 -31.4 -10.2 -1.3 8.1
Hungary

In EURO -21.5 -19.7 -2.5 22.1 -19.5 -19.8 -4.2 21.4

In GBP -11.4 -20.3 -2.5 221 -9.1 -20.4 -4.2 21.4

In US$ -32.0 -22.9 -2.5 22.1 -30.3 -23.0 -4.2 21.4
Norway

In EURO -19.7 0.0 6.8 11.0 -22.6 -2.8 5.4 11.0

In GBP -9.4 -0.8 6.8 11.0 -12.7 -3.6 5.4 11.0

In US$ -30.5 -4.0 6.8 11.0 -33.0 -6.7 5.4 11.0
Poland

In EURO -6.0 2.4 7.5 14.0 -3.3 6.8 9.4 16.3

In GBP 6.0 1.6 7.5 14.0 9.1 6.0 9.4 16.3

In US$ -18.6 -1.7 7.5 14.0 -16.3 2.6 9.4 16.3
Romania

In EURO -8.4 -17.5 10.2 19.8 -1.6 -17.9 8.8 19.3

In GBP 3.4 -18.2 10.2 19.8 11.0 -18.6 8.8 19.3

In US$ -20.7 -20.8 10.2 19.8 -14.8 -21.2 8.8 19.3
Russia

In EURO 12.7 -20.4 3.3 19.5 18.8 -22.3 2.3 17.1

In GBP 27.1 -21.0 3.3 19.5 34.0 -23.0 2.3 17.1

In US$ -2.4 -23.5 3.3 19.5 2.8 -25.4 2.3 17.1
Sweden

In EURO -6.1 -9.6 -0.3 11.0 -5.5 -5.5 0.7 9.7

In GBP 5.9 -10.3 -0.3 11.0 6.6 -6.2 0.7 9.7

In US$ -18.7 -13.2 -0.3 11.0 -18.2 -9.2 0.7 9.7
Switzerland

In EURO 12.7 -15.8 -3.2 8.7 16.7 -14.9 -3.8 8.1

In GBP 27.2 -16.4 -3.2 8.7 31.7 -15.5 -3.8 8.1

In US$ -2.4 -19.1 -3.2 8.7 1.1 -18.3 -3.8 8.1
Turkey

In EURO 271 -9.9 9.5 22.4 25.9 -9.3 10.8 22.2

In GBP 43.3 -10.6 9.5 22.4 42.0 -10.0 10.8 22.2

In US$ 10.0 -13.5 9.5 22.4 9.0 -12.9 10.8 22.2
UK

In EURO -27.1 -7.2 -4.8 7.8 -27.0 -4.4 -3.7 9.0

In GBP -17.7 -7.9 -4.8 7.8 -17.7 -5.2 -3.7 9.0

In US$ -36.9 -10.9 -4.8 7.8 -36.8 -8.3 -3.7 9.0

Source - Capital Economics
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Table A5 (cont’d): Total returns in alternative currencies

Office Property Industrial Retail Property
Average Average
2007 2008 2009 2010-12 2007 2008 2009 2010-12

Czech Republic

In EURO -5.8 -6.0 8.8 15.0 -0.9 -8.8 4.8 16.8

In GBP 6.3 -6.7 8.8 15.0 11.8 -9.5 4.8 16.8

In US$ -18.4 -9.7 8.8 15.0 -14.2 -12.5 4.8 16.8
Denmark

In EURO -3.4 -7.3 -4.5 7.9 -1.7 -7.7 -1.2 5.8

In GBP 9.0 -8.0 -4.5 7.9 10.9 -8.4 -1.2 5.8

In US$ -16.3 -11.0 -4.5 7.9 -14.8 -11.4 -1.2 5.8
Hungary

In EURO -23.1 -20.3 -4.2 21.6 -21.0 -18.4 2.6 22.3

In GBP -13.2 -20.9 -4.2 21.6 -10.9 -19.1 2.6 22.3

In US$ -33.4 -23.5 -4.2 21.6 -31.6 -21.7 2.6 22.3
Norway

In EURO -20.0 1.6 7.2 11.0 -6.1 -3.2 9.5 10.6

In GBP -9.8 0.8 7.2 11.0 5.9 -4.0 9.5 10.6

In US$ -30.8 -2.5 7.2 11.0 -18.7 -7.1 9.5 10.6
Poland

In EURO -9.1 0.3 5.0 13.1 -4.8 -0.2 9.5 12.7

In GBP 2.6 -0.5 5.0 13.1 7.5 -1.0 9.5 12.7

In US$ -21.2 -3.7 5.0 13.1 -17.5 -4.2 9.5 12.7
Romania

In EURO -13.7 -17.1 9.9 19.9 -8.5 -17.7 12.6 20.2

In GBP -2.6 -17.7 9.9 19.9 3.2 -18.4 12.6 20.2

In US$ -25.2 -20.4 9.9 19.9 -20.8 -21.0 12.6 20.2
Russia

In EURO 6.1 -17.8 29 20.2 16.2 -21.8 5.5 21.6

In GBP 19.7 -18.5 2.9 20.2 31.1 -22.4 5.5 21.6

In US$ -8.2 -21.1 29 20.2 0.6 -24.9 5.5 21.6
Sweden

In EURO -6.5 -10.5 -0.5 11.3 2.8 -4.9 0.0 12.4

In GBP 5.5 -11.2 -0.5 11.3 15.9 -5.6 0.0 12.4

In US$ -19.0 -14.1 -0.5 11.3 -11.0 -8.7 0.0 12.4
Switzerland

In EURO 9.2 -17.4 -2.9 9.2 22.5 -7.3 -1.1 11.2

In GBP 23.2 -18.0 -2.9 9.2 38.2 -8.0 -1.1 11.2

In US$ -5.4 -20.7 -2.9 9.2 6.0 -11.0 -1.1 11.2
Turkey

In EURO 40.0 -1.2 20.4 24.0 21.3 -9.0 7.5 22.1

In GBP 57.9 -2.0 20.4 24.0 36.8 -9.8 7.5 221

In US$ 21.2 -5.2 20.4 24.0 5.0 -12.7 7.5 22.1
UK

In EURO -28.1 -11.9 -6.1 6.3 -25.3 -4.7 -4.7 9.5

In GBP -18.8 -12.6 -6.1 6.3 -15.7 -5.5 -4.7 9.5

In US$ -37.7 -15.4 -6.1 6.3 -35.3 -8.5 -4.7 9.5

Source - Capital Economics
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Country abbreviations

Non-euro Europe

Czech Republic
Denmark
Hungary
Norway

Poland
Romania

Russia

Sweden
Switzerland
Turkey

United Kingdom

Furo-zone'
Austria
Belgium
Finland
France
Germany
Greece
Ireland
Italy
Netherlands
Portugal
Spain

" data limitations mean that we do not cover Luxembourg or Slovenia

Ccz
DK
HN
NW
PL
RM
RS
SD
SW
TK
UK

For more details of our methodology and assumptions please refer to European Commercial Property

Focus, “Forecasting Furopean Commercial Property — Our Approach” 26" November 2008
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Capital Economics Ltd

Capital Economics is an independent economic consultancy based in London and
Toronto. We specialise in macro-economic analysis and the relationship
between the macro economy and individual business sectors. We are retained by
both financial and industrial & commercial companies to provide regular analysis and
advice on the state of the world’s leading economies and the economic prospects fac-
ing business sectors. Our clients range from some of the world's largest banks to
boutique property investors. They include retailers, pension funds, insurance compa-
nies, fund managers, merchant banks, stockbrokers, housebuilders, property
developers, construction companies, building societies and specialist lenders.

In addition to our retained relationships we also undertake research projects
commissioned by companies, government agencies, and trade associations. Recent
research projects have included studies on personal finances in an era of low inflation
and low interest rates, VAT and the construction industry, the use of property in
business, the impact of the euro on the UK savings market and the impact of deflation
on pensions and pension funds.

If you would like more information about Capital Economics and what we could do
for you, then please contact us at the addresses given overleaf.

About Roger Bootle, Managing Director

Roger Bootle is one of the City of London's best known economists. As well as being
Managing Director of Capital Economics, he is also Economic Adviser to Deloitte, a
Specialist Adviser to the House of Commons Treasury Committee and an Honorary
Fellow of the Institute of Actuaries. He was formerly Group Chief Economist of HSBC
and, before the change of government, he was appointed one of the Chancellor's panel
of Independent Economic Advisers, the so-called "Wise Men".

He has written many articles and several books on monetary economics. His most
recent book is Money for Nothing which has been widely acclaimed. This follows the
success of The Death of Inflation, published in 1996, which became a best-seller and
was subsequently translated into nine languages. Initially dismissed as extreme, The
Death of Inflation is now widely recognised as prophetic. Roger is also joint author of
the book Theory of Money, and author of Index-Linked Gilts.

Roger is a regular columnist for The Daily Telegraph and appears frequently on
television and radio.
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