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December 16, 2016

Dear Reader,

I n  t h i s  e d i t i o n  o f  No r d i c  I n s i g h t , 
we  c o n s i d e r  t h e  c o m p o n e n t s  o f  r e a l 
estate  value and their  implicat ions for 
i n v e s t m e n t  s t r a t e g y  b y  s t y l e .  W h i l e 
the  o ld  adage  o f  ‘ l o c a t i on ,  l o c a t i on , 
loca t ion’  s t i l l  ho ld s  t rue  a s  a  c r i t i c a l 
v a l u e  d r i v e r,  i t  i s  o n l y  o n e  o f  f o u r 
components that together constitute the 
concept  of  a  ‘pr ime’  investment  asset . 
These  components  are  g iven di f ferent 
weight ings  through the cycle  and vary 
with investment style.

Secondly, we explore the complexity of 
omnichannel retail from the perspective 
of  the customer journey.  Through this 
lens, it  is  clear that pitting online sales 
volumes against store sales rather misses 
the  point ;  wi th  omnichannel  re ta i l e r s 
d o m i n a t i n g ,  i t  i s  t h e  s t o r e ’s  ov e r a l l 
contribution to a sale  that counts,  not 
the point of sale itself.  However, we do 

need to understand how the role of the 
s to re  i s  chang ing  and  ex tend ing ,  and 
both retailers and owners need to adapt 
their business models accordingly. 

F i n a l l y,  w e  p r e s e n t  o u r  v i e w  o f  t h e 
Kista rental  market and the impact the 
pe r fo rmance  o f  th e  Swed i sh  t e l e com 
g i a n t ,  E r i c s s o n ,  m i g h t  h a v e  o n  t h i s 
Stockholm submarket.  The outlook for 
Ericsson,  one of  the largest  tenants  in 
the  Ki s t a  o f f i ce  marke t ,  cont inues  to 
d i s appo int .  The  submarke t  i s  heav i l y 
exposed to  the  te lecom company and, 
with vacancy levels already at 17%, the 
l i k e l i hood  o f  an  e ven  more  d i f f i cu l t 
l e a s i n g  m a r k e t  i s  t o  b e  e x p e c t e d  a s 
layoffs are announced and implemented. 

As always, we provide an update on the 
economy and the real  estate markets in 
the Nordic countries.

best regards

David C. Neil
CEO
Genesta Property Nordic
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I n an environment of susta ined low 
bond rates, f ixed-income investors 
have  buoyed t he  a l r e ady- s t rong 

investor appet ite for pr ime rea l e state 
in Sweden in the search for yield. Such 
investors a re seek ing a ssets that c lose-
ly resemble a bond structure and they 
therefore prize low-risk assets in terms of 
location and building quality that deliver 
a secure cashf low, ef fect ively underwrit-
ten by the government or a multinational 
corporate for a def ined period, usua l ly 
of at lea st f ive years. Investor demand 
has outst r ipped the supply of product 
and compressed yields for prime assets in 
Stockholm’s CbD to 3.75%. It has a lso 
resulted in rea l estate investors, including 
inst itutiona l investors, being somewhat 
priced out of the ultra prime market and 
being pushed up the risk curve. As they 
do so, dif ferent rea l estate investors are 
priorit iz ing the components of rea l es-
tate va lue to best meet their investment 
objectives and style.

Ref lecting variations in their underlying 
investment objectives, dif ferent types of 
investors place varying weights on each 
component of va lue, result ing in dist inct 
investment strategies. Current ly, this is 
manifest in a bifurcation of the Swedish 
rea l estate investment market. Income-fo-
cused investors are placing a higher va lue 
on longer-term income f lows secured by 
public entit ies than on acquiring an asset 
in a Tier 1 city. Investors seek ing capita l 
growth in addit ion to an income return 

place a stronger emphasis on acquiring an 
asset in a strong location in a Tier 1 city.

The polarizat ion in the locationa l focus 
embedded in these dist inct income and 
growth investment strategies ref lects dif-
ferences in how these groups of investors 
have optimized the components of rea l 
estate va lue to achieve their risk-adjust-
ed return targets. The old adage states 
that the three components of rea l estate 
va lue are location, location and location. 
A lthough a crit ica l determinant of va lue, 
location is one of four interrelated va lue 
components. In understanding location 
in the context of these addit iona l va lue 
components, the apparent divergence in 
the market is expla ined by a rat iona l ap-
proach to minimizing risk against return 
object ives , rather than by a schism in 
how such investors a re considering the 
performance prospects of principa l and 
regiona l cit ies.

The Components of Real Estate Value
Rea l e state investments comprise four 
interrelated components of va lue: loca-
t ion, bui lding qua l it y, income security 
and income duration (see Chart 1). From 
an occupier perspective, the rent a tenant 
i s  prepa red to pay in an open market 
ref lects the composite va lue of location 
and building qua lity, while the yield an 
investor is prepared to pay ref lects the lev-
el of income that can be received aga inst 
the risks associated with receiving that 
income. There is a lso an interplay between 

COMPONENTS
OF VALUE DETERMINE

DISTINCT INVESTMENT
STYLE STRATEGIES IN SWEDEN
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these two components, with the market 
often displaying a differentia l between the 
rent payable by a multinational corporate 
and an SME (smal l and medium-size en-
terprise) occupier for the same asset to 
ref lect their impact on asset va lue.

The term “prime” is commonly used in 
rea l estate to describe the qua lity of an 
asset and, while there are some accept-
ed norms in the market, it i s awarded 
somewhat subject ively. It usua l ly refers 
to a high-qua lity bui lding, leased in the 
open market to a strong covenant on the 
longer-term lease length prevailing in that 
market in the best location within the area 
referred to, which might be a country, city 
or submarket. As the term “prime” can 
be used to describe the highest-qua l it y 
asset within any geographic boundary or 
hierarchy, it is sometimes misinterpret-
ed a s solely ref lect ing locat ion, rather 
than the bui lding qua lity and f inancia l 
attributes of the investment. This is not 
assisted by its use a lso to solely describe 
the qua lity of a location.

Location
Location is of ten described as “prime”, 
“secondary” or “tertiary”, with the labels 
being used to describe mult iple hierar-
chies. For example, they may be employed 
to describe the regiona l hierarchy, with 

prime usually describing the principal city 
in a country, secondary the regiona l cap-
ita ls and tert iary being used for smal ler 
urban sett lements. It is further used to 
cla ssi f y submarkets within a cit y, with 
the CbD usual ly referred to as prime and 
other submarkets considered secondary 
locations. The term is a lso used within 
submarkets to describe the strength of a 
location within its loca l submarket. This 
results in a matrix of locational attributes 
that are not readi ly comparable between 
the dif ferent hierarchies. For example, the 
labels used to describe a prime location 
in a secondary submarket in the prime 
city cannot be direct ly compared to the 
labels employed to describe a secondary 
locat ion in a pr ime submarket in the 
prime regiona l market city, or indeed a 
secondary regiona l market. Increasingly, 
the market is employing “Tier 1, 2 and 
3” to describe regiona l locations.

Location is a major component of of f ice 
va lue, as it provides accessibi l ity to the 
marketplace in terms of c l ients and/or 
customers and impacts on the abi l ity of 
the occupier to attract and retain high-ca-
l iber employees. The strongest locations 
are usua l ly characterized by good public 
transport interchanges and other infra-
st ructure.  They a re a l so marked by a 
higher density of bui ldings and volume 
of occupiers seek ing to co-locate in a 
centra l marketplace.

The investor of ten has l it t le inf luence 
over the qua l it y of an a sset’s locat ion, 
with the risk of locationa l obsolescence 
due to changing t ranspor t inf ra st ruc-
ture that adds to the viabi l ity of new or 
compet ing locat ions being beyond the 
investor’s control. Equa l ly, other factors 
such as technologica l change can impact 
on the relat ive importance of locat ion 
versus building qua lity in terms of occu-
pational priorities. Historically, the prime 
CbD markets in cit ies are less exposed to 
locational obsolescence due to their sca le 
and the evolution of transport infrastruc-

Value
Components

Covenant
Strength

Unexpired
Lease

Duration

Location

Building
Quality

Chart 1: Components of Investment Value at 
Asset Level
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ture that has continued to evolve to serve 
them. This lower exposure makes them 
attract ive to income-focused investors.

building Quality
building qua lity is an important compo-
nent of va lue. While it is a lso described 
as “prime, secondary and tert iary”, the 
terms “grade (or class) A, b and C” are 
now commonly employed to categorize 
and dist inguish bui lding qua lity assess-
ments. Factors used to determine building 
qua lity gradings include design, qua lity 
and modernit y of const ruct ion, space 
eff iciency, sustainability and natural light 
rat ios. building qua lity is not stat ic, but 
evolves over t ime with changing occupier 
requirements and innovat ion in design 
and bu i ld ing mater ia l s .  This expose s 
assets to obsolescence and va lue deprecia-
tion, which, in turn, can provide investors 
focused on growth an oppor tunit y to 
create va lue through refurbishment and 
redevelopment strategies that restore an 
asset’s bui lding qua lity grading.

From an occupier perspect ive, locat ion 
and bui ld ing qua l it y comprise the key 
characterist ics that determine the renta l 
va lue they are prepared to pay for an as-
set. The uti l ity va lue wil l vary between 
dif ferent occupiers and in a competit ive 
market occupiers wil l trade-of f location 
and building qua lity aga inst occupation 
costs. Assets that have the strongest at-
tributes wil l command the highest rents 
and in a weak market tend to benef it 
from stronger demand fundamenta ls a s 
occupiers trade-up the qua lity of space 
achievable at their given uti l ity of rent. 
In recent years, the esca lat ion of renta l 
levels and the scarcity of modern, large 
f loorplate space within the CbD has re-
sulted in a number of occupiers relocating 
to new premises in adjacent submarkets 
as they priorit ize space ef f iciencies over 
location.

The locat iona l and physica l at t r ibutes 
underpinning occupier demand – and, in 

turn, renta l levels – a lso impact on the 
f inancia l characterist ics associated with 
an a sset. The covenant strength of the 
occupier translates into a credit rating for 
the income stream, while the unexpired 
lea se term determines the durat ion of 
the income that is secured by the lease.

Covenant Strength
The credit quality of an occupier impacts 
on the probabi l ity of a tenant default ing 
during the course of a lease. Public sector 
entit ies a re considered to be a low risk 
as they are unlikely to default or fa i l to 
fu l f i l l  lea se covenants. Simila rly, mul-
t inat iona ls a re considered unl ikely to 
defau lt on their obl igat ions under the 
lea se, even i f they cease to occupy the 
premises. SMEs are genera l ly considered 
to have a higher probabi l it y of defau lt 
and therefore represent a higher risk to 
the security of income.

Unexpired Lease Term
The unexpired lease term represents the 
period that the occupier is contracted to 
pay rent. The longer the lease, the more 
secure the certa in income stream. Upon 
lea se expir y the occupier might renew 
or may vacate, exposing the investor to 
potentia l void periods and costs of re-let-
ting. Rents are a lso subject to the property 
cycle and therefore there is a lso a risk that 
current market rents, even if higher than 
the rent passing under the lease, may not 
preva i l at lease expiry. This reversionary 
period fol lowing lease expiry is therefore 
usually attributed a higher risk weighting 
than the term of the lease.

Given that occupier demand is highest for 
assets with the strongest locationa l and 
physica l at t r ibutes, owners a re able to 
negotiate stronger lease terms including 
rent and duration. Equally, the occupying 
businesses able to derive a high ut i l it y 
va lue f rom occupying such a ssets tend 
to be strong covenants relat ive to those 
trading-of f an asset’s attributes.
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Value Components and 
Investment Strategy
Prime assets represent the strongest lo-
cat ion and bui lding qua l it y at tr ibutes, 
which a lso reinforce the high qua lity of 
the f inancia l characterist ics that deter-
mine the security of the cashf low asso-
ciated with prime investments. Thus, a 
modern of f ice property in Stockholm’s 
prime CbD market leased for a 10-year 
term to the government represents a low-
risk asset with a certa in income and, as 
such, closely resembles a bond. Given the 
3.0% to 3.5% spread that such a prime 
a s se t  wou ld de l iver  over  government 
bonds, it i s perhaps unsurprising that 
f ixed-income investors in search of y ield 
are demonstrat ing a strong appetite for 
such product.

Rea l estate investors with higher return 
targets are pushed up the risk curve and 
must priorit ize an asset’s locationa l and 
building qua lity attributes aga inst their 
impact on income secur it y.  Investors 
must decide whether they are prepared 
to lower locat iona l at tributes, bui lding 
quality or income security. The pricing of 
dif ferent combinations of risk attributes 
is i l lustrated in a recent report exploring 
the potentia l to benchmark investment 
quality . Using published data, the yields 
a ssociated with dif ferent combinat ions 
of  r i sk at t r ibute s  a s soc iated w ith lo -
c at ion/bu i ld ing qua l it y,  le a se  leng th 
and covenant strength for UK regiona l 
and suburban of f ice market s a re used 
to demonstrate that dif ferent combina-
t ions of risks can be priced similarly (see 
Table 1). The combination of risks that 
best match an investor’s object ives wi l l 

be selected and these wil l vary between 
income- and growth-focused investors.

Income-focused investors are more l ikely 
to compromise on location, while seek-
ing to protect, i f not strengthen, income 
security. In the current market, this has 
resulted in institutional investors seeking 
high-qua lity assets in the prime markets 
of Tier 2 regiona l cit ies in Sweden, with 
a stronger emphasis on securing a ssets 
with income st reams under writ ten by 
publ ic ent it ie s. They a re rewarded for 
the higher locat iona l r i sk by a 50 bps 
spread with similar investments in Stock-
holm’s prime CbD market (see Chart 2). 
A lternat ively, investors seek ing capita l 
growth are searching out investments in 
Stockholm’s prime suburbs. Prime assets 
in these locations of fer a spread of 125 
bps over the pr ime CbD market or a 
prime asset, ref lect ing the lower income 
security associated with a multinationa l 
or nationa l corporate and the perceived 
locationa l risk.

Chart 2: Prime Yield by City and Submarket,
H1 2016 (%)
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Table 1: Regional and Suburban Office Capitalization Rates by Property Quality, Tenant and Lease Term (%)

Smal l Cos and Private 
Indiv idua ls

Nat iona l and Strong 
Regiona l business Prime Occupier

Headl ine 
Rent Lease Term Lease Term Lease Term

1 10 25 1 10 25 1 10 25
Prime £30.00 9.25 8.25 7.50 9.00 6.50 6.00 8.75 5.75 5.00
Secondary £22.00 11.50 9.75 9.00 11.25 8.75 7.25 9.75 7.50 6.25
Tert ia r y £14.00 14.00 12.00 11.00 13.50 10.00 9.00 13.00 9.00 7.75

Sources: IPF (January 2016); Lambert Smith Hampton (April 2015)
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Tak ing an addit iona l r i sk on bui ld ing 
qua lity and/or income security wi l l in-
crease the spread by a further 175 to 250 
bps, depending on the asset. This pro-
vides investors seek ing to deliver capita l 
growth the opportunity to deliver their 
target risk-adjusted returns from actively 
managing such assets and restoring the 
building quality and, in turn, the income 
prof i le of an asset back to prime within 
the submarket.

As discussed previously, investors are not 
usua l ly able to inf luence the location of 
an asset, with va lue-added opportunities 
related to location being centered on in-
fra structure developments improving a 
locat ion’s perceived qua l it y. However, 
investors can improve bui lding qua l it y 
through refurbishment and redevelop-
ment and, in turn, this improves income 
securit y by at tract ing tenants that a re 
able to derive a higher uti l ity va lue from 
the asset and pay a higher renta l level. In 
turn, these occupiers wil l be of a higher 
credit quality and competition will enable 
a longer lease duration. Investors focused 
on capita l growth wil l employ strategies 
in the markets that deliver the strongest 
risk-adjusted returns, net of construction 
costs and the required risk premium asso-
ciated with the risk of market t iming and 
implementation of the strategy (see Chart 
3). Given the high yield spread between 
Grade A and Grade b assets and the higher 
renta l growth achieved in Stockholm’s 
prime suburbs in comparison to Sweden’s 
regiona l markets, supported by stronger 
underlying occupier demand, their focus 
on these submarkets rather than Tier 2 

cit ies is a lso rat iona l. To undertake this 
act ivity on a secondary asset in a Tier 2 
city would increase the composite risk, 
but of fer a lower return, given the lower 
renta l growth experienced in the markets, 
reducing renta l uplif t and the lower po-
tentia l for y ield compression.

The polarization between the acquisit ion 
strategies of d i f ferent set s of investors 
may be ident i f i able  by loc at ion,  but 
upon closer examinat ion ref lect s their 
considerat ion of the four components 
of va lue in the preva i l ing economic en-
v ironment. Inst itut iona l investors a re 
prioritizing income security over location. 
Those seek ing to deliver capita l growth 
through restoring asset qua l it y and, in 
turn, income securit y a re pr ior it i z ing 
location over bui lding qua lity. They are 
focusing on the markets that benef it from 
the strongest underlying demand, as evi-
denced in renta l growth, and deliver the 
strongest risk-adjusted returns.  

Chart 3: Example of Rental Uplift and Yield 
Change Achieved on Refurbishment Strategy
End-2013 to H1 2016 (%)
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The growth of online reta i l sa les 
in the Nordics and elsewhere is 
of ten compared to tota l reta i l 

sa les and accompanied by media articles 
hyping up the death of the tradit iona l 
retail store. While providing easy head-
l ines, such ana lysis represents a rather 
simplistic understanding of the size and 
growth of online sa les, the evolution of 
consumer purchasing behavior and the 
integrat ion of technology with reta i ler 
business models. With the exception of 
Internet marketplace giants (most notably, 
Amazon and ebay), the strongest online 
retailers are established High Street store 
brands that are able to capita lize on their 
trusted brand value, store networks and 
distribution capabilities in order to better 
serve their customers. The customer base is 
not binary; customers browse and transact 
across multiple channels, changing their 
behavior with mood and shopping mode. 
Success in this omnichannel world requires 
reta i lers to integrate their physica l and 
online operations to serve one customer. 
Within the omnichannel retail hierarchy, 
the role of the store is extended, rather than 
diminished. However, it a lso makes cap-
turing the value of a store more complex.

Online Sales Growth in the Nordics
Given high cu ltura l engagement with 
technology in the Nordics, it is perhaps 
unsurprising that the region has experi-
enced strong onl ine sa les growth, wel l 
above the European average (see Chart 1). 
While tota l sa les have a lso experienced 

posit ive growth, it has been outpaced by 
the rate of growth in online sa les, with 
the exception of Finland. However, the 
rate of growth appears to be slowing in 
many markets, whi le in Sweden higher 
growth rates a lso ref lect buoyant levels of 
consumption. The trend of decelerat ion 
is a lso evident in the growth momentum 
across countries in the number of indi-
vidua ls making a purchase online in the 
last three months, with the exception of 
Denmark, which may ref lect the wider 
reta i l recovery there (see Chart 2). This 
suggests that the share of online sa les to 
tota l sa les is beginning to plateau.

When considering online sa les data it is 
a lso important to understand what the 
data represents. The reta i l sa les category 
is a broad umbrella and encompasses many 
sa les and services that would not usua l ly 

THE
MULTIDIMENSIONAL

ROLE OF STORES WITHIN
OMNICHANNEL RETAIL

Chart 1: Total Sales and Online Sales Growth (CAGR) 
2011 H1-2016 H1 and 2014 H1-2016 H1 (%)
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feature in the tenant mix of shopping 
centers and that might be characterized 
by a high onl ine sa les component; for 
example, bet t ing shops, t icket ing , in-
surance, etc. The Centre for Reta i l Re-
search has compiled survey-based data 
that quantif ies online reta i l sa les across 
11 countries, including Sweden, and uses 
a narrow def init ion of reta i l sa les that 
bet ter re f lec t s reta i l  ac t iv it ie s with in 
shopping centers (see Chart 3).1 However, 
it is worth noting that this data excludes 
food and beverage (F&b) services, which 
cannot be digitized, and that this estimate 
of the online share of tota l sa les occurring 
in reta i l dest inations may be overstated. 
Using this narrower def init ion of reta i l, 
Sweden’s onl ine share of reta i l sa les i s 
7.8%, signif icant ly lower than the UK 
and Germany.

Moreover,  in  a n omnicha nne l  world 
considering the number and volume of 
transactions online aga inst store sa les is 

an oversimplif ication of customer buying 
behavior. Measuring online transactions 
merely records the point of sa le, not the 
customer journey.

Changing Customer behavior
The point of sa le (POS) is one of many 
steps in a purchase decision. Consumers 
browse online and shop instore and vice 
versa .  Indeed, the abi l it y to undertake 
price comparisons, read reviews and so-
l ic it feedback f rom peer network s ha s 
a rguably been one of the most impor-
tant impacts of the Internet on reta i l, 
especia l ly on pricing margins. The rapid 
growth of smartphones, tablets and the 
emergence of the Internet of Things (IoT) 
have further blurred reta i l boundaries, 
with consumers able to shop instore and 
online simultaneously. Research in the 
US and UK markets suggests that over 
50% of instore sa les are web inf luenced, 
with consumers browsing and researching 
products and peer reviews prior and dur-
ing a store visit.2 Equally, online sa les are 
inf luenced by the physica l store as part 
of the pre-purchase journey, fu lf i l lment 
or post-purchase experience. This holds 
t rue for even the most d igita l ly act ive 
consumers, with 60% of the most act ive 
online consumers reporting that the store 
inf luences their online purchase activity.3 
Focusing on the f ina l POS is misleading, 
as it masks the more complex customer 
journey underlying it, involving a sym-
biot ic relat ionship between online and 
physica l reta i l.

C on su mer  buy i ng  behav ior  i s  bot h 
complex and dynamic, varying between 
consumers and, for any one consumer, 
changing with the shopping mode and 
mood for any one purchase. Fulf i l lment 
of the product is a lso variable and may 
be received immediately instore, collected 
f rom store or del ivered to home or an 
a lternat ive address or col lect ion point. 
The blurring of reta i l boundaries has put 
the consumers f irmly in control of where, 
when and how they consume. For retailers, 

1 Centre for Retail 
Research (2016), 
“Online Retailing: 
britain, Europe, US 
and Canada,” http://
www.retailresearch.org/
onlineretailing.php.

2 Javelin, 
“Organisational 
Structure: 
Transforming the 
Structure of your 
Organisation for True 
Omni-Channel Retail,” 
2014; McKinsey, 
“Making Stores Matter 
in a Multi-Channel 
World: Perspective on 
Retail and Consumer 
Goods,” Summer 2014, 
http://www.mckinsey.
com.

3 UPS/
ComScore(2015), 
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their overriding objective remains deliv-
ering the right product, at the right time, 
at the right price, in the right place, in 
the right way. However, in extending time 
and place, omnichannel adds new layers of 
complexity to the task. Customers expect 
a “one-customer, one-company” service, 
a demand that is beyond many reta i lers’ 
current capabi l it ies. Most reta i lers a re 
restructuring their business models away 
from multichannel operations to refocus 
on omnichannel consumers.

Retailers Transforming from Multi- to 
Omnichannel business Models
For omnichannel retailers, what matters 
is that the sa le happens – not where it 
occurs – and that customers’ experiences 
are positive, engendering brand loya lty. 
Increasingly, customers are expecting to 
continue any one shopping journey in any 
place, whether online or instore, without 
having to re-t race steps. Reta i lers a re 
restructuring their business operat ions 
to meet these consumer demands and to 
capitalize on technological change. Devel-
oping the ability to identify and under-
stand individual customers across channels 
requires the integration of a l l operations, 
systems and applications. This includes 
sa les and marketing, customer insight, 
stock management, and distribution and 
accounting systems. Indeed, with only 19% 
of the top 250 global retailers indicating 
that they are able to deliver a prof itable 
online strategy, a more holistic approach 
is viewed as pivota l to unlocking value.4

Given the high costs associated with ful-
f i l lment as well as returns associated with 
online transactions, merging distribution 
and stock management operat ions ha s 
a lso been a priority for the majority of 
reta i lers. Integrating inventory manage-
ment a longside distribution may unlock 
prof itabi l ity.5 For many reta i lers, estab-
l i sh ing a system that ensures that the 
reta i ler knows the locat ion of a l l of it s 
products on a rea l-t ime basis i s some-
thing they must get r ight. The abi l it y 

to deliver a product that is supposed to 
be in inventory to a customer, whether 
at home, instore,  instore for pick-up, 
or at other distribution points, must be 
achieved a s promised and in a t imely 
manner. Moreover, less than two years 
ago only 24% and 29% of reta i lers had 
systems that worked wel l for cl ick-and-
col lect and returns, respectively, despite 
the store being employed commonly as a 
fulf i l lment and returns centre for online 
transactions (see Chart 4). This is because 
of the legacy of multichannel strategies 
that used separate centra l warehouses 
and inventory management systems that 
required an item to be delivered to store 
rega rd le ss of whether it  was in stock . 
Greater integration wil l enable click-and-
col lect items to be picked f rom store, 
providing a cost advantage.

In addit ion to organizat iona l transfor-
mation, the evolving omnichannel reta i l 
model a lso has signif icant impacts upon 
store portfolio optimization and the role 
of the store itsel f.

Impact on Store Portfolios
As omnichannel retail continues to evolve, 
the structure of the reta i l landscape wil l 
adapt and respond. The extension and 
greater complex it y of consumer jour-
neys characterizing omnichannel shop-
ping behavior has increased rather than 
diminished the role of physica l stores. 

Chart 4: Cross-channel Capabilities (%)
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Most reta i lers suggest that the physica l 
store is the cornerstone of their overa l l 
omnichannel reta i l operation.6 The va lue 
to the business is now considerably more 
complex than a mere POS. Strong syn-
ergies between sa les channels have been 
ev idenced by increa sed onl ine sa les in 
markets where the reta i ler opens a store.7 
Achiev ing the sa le in the most appro-
priate way is what matters and requires 
a dynamic approach to store por t fol io 
optimization.

The size of appropriate store portfol ios 
will vary according to the scale of the mar-
ket, reta i l category and pricing strategy. 
For example, discount reta i lers operate 
on thin margins and often do not provide 
an onl ine of fer and st i l l  rely solely on 
store networks for market penetrat ion. 
Luxury and a spirat iona l reta i lers may 
seek to constra in store portfolios to help 
protect and extend the scarcity or “wow” 
va lue associated with the brand. Online 
act ivity is employed to extend the reach 
of f lagship and major stores.

Most other reta i lers st i l l require a large 
store portfolio, but the portfolio is of ten 
segmented into a hiera rchy, with each 
t ier having a clearly def ined remit.8 This 
may comprise a t ier of f lagship stores 
in major dest inat ions that have a dua l 
remit of sa les and building brand va lue 
through engaging customers meaningful-
ly in the brand experience, showcasing 
products and staging promotions. Long 
va lued by luxury fa shion reta i lers, the 
f lagship store is now a lso viewed by even 
mid-market reta i lers as a key to branding 
and showcasing products. Such stores are 
an important driver of sa les across the 
wider store hiera rchy and a lso onl ine. 
A s a resu lt , there is very high demand 
for stores in Tier 1 locations. A second, 
larger t ier of stores in strong, but lower 
cost locations might have a greater em-
phasis on sa les and stronger prof itability, 
while a third t ier of stores in loca l and 
accessible reta i l locat ions might have a 

strong secondary remit to sa les of brand 
awareness, convenience, customer service 
and fulf i l lment.

The growth of the reta i ler’s digita l plat-
form is changing the store’s contribution 
to the va lue chain. The store is now one 
of a number of sa les platforms through 
which the reta i ler can engage, entice and 
transact with consumers.9 This makes it 
more dif f icult to f ind an accurate proxy 
for assessing store va lue.

Assessing the Contribution of the 
Store to the Retail Value Chain
The fundamenta ls underly ing the rent-
a l  va lue of a s tore have not changed; 
it cont inues to represent the potent ia l 
operat iona l va lue of a store in an open 
market, it sel f a ref lect ion of the va lue of 
the customer opportunity and the capacity 
for a given store to build brand va lue and 
generate sa les within the catchment area. 
Historica l ly, stores sa les turnover is of ten 
employed to measure store performance 
during the course of a lease, providing 
owners the opportunity to part icipate in 
growth in the va lue of a store. However, 
whi le the mult idimensiona l role of the 
store is not new, sa les no longer represent 
a per fect proxy for the va lue of a store 
to its sa les performance. This is because 
a l l the sa les it inf luences no longer have 
to be transacted there, but that does not 
necessa r i ly d iminish the role that the 
store plays in generat ing sa les. Indeed, 
its role in bui lding brand va lue through 
customer engagement and service delivery 
has increased.10

Resea rch under taken by the ICSC ex-
a min ing the impac t  of  omnicha nne l 
strategies on lease models indicates that 
the development of new approaches to 
capturing store va lue remains a work in 
progress.11 Where lea ses include a per-
formance element based on a percentage 
of turnover, the treatment of cl ick-and-
col lect sa les and returns is a part icular 
area of contention between reta i lers and 
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owners. The former argue that, at present, 
there is no cost saving for fulf il lment from 
cl ick-and-col lect opt ions and that the 
owner is a lready benef iting from addition-
a l sa les generated from the footfa l l traf f ic 
it generates. Owners contend that the 
contribution of the store to the reta i ler’s 
abi l ity to fulf i l l online customer orders 
should be recognized. In respect of online 
returns to store, both parties agreed that 
they should not be deducted from store 
sa les; however, many store systems do 
not dif ferentiate between returns of sa les 
generated instore and online.

Store  tu rnover  a l so  f a i l s  to  c aptu re 
the contribut ion of the store to onl ine 
sa les that may have been inf luenced by 
a pre-purchase store v isit that enabled 
the reta i ler to engage the consumer and 
showcase the merchandise. Similarly, the 
“ha lo” a f fect of the store in the catch-
ment area on brand awareness and online 
sa les is not accounted for in the perfor-
mance element of the lease, a lthough it 
is implicit ly ref lected in the base rent. 
Indeed, research demonstrates that there 
is a symbiosis between having a physica l 
presence in the loca lity and higher online 
sa les generation. Understanding the size 
of tota l sa les across the catchment area 
i s crucia l to a ssessing the va lue of the 
store (see Chart 5). Of course, additiona l 
costs a ssociated with operat ing a digi-
tized platform in terms of logistics, stock 
management market ing, etc , a lso need 
to be taken into account. Reta i lers a re 
developing integrated customer insight 
systems to generate this knowledge, but 

a re unl ikely to share sensit ive t rading 
information beyond the store with owners.

A lthough new lease agreements represent 
the market va lue of a store, new metrics 
that bet ter measure store per formance 
in the omnichannel era are required to 
establish the rent at lease renewal. Some 
owners are abandoning turnover renta l 
elements of rent agreements in favor of 
the simplicit y of f ixed rents. However, 
th is reduces the a l ignment of interest 
between owners and reta i lers. New per-
formance metr ic s a re being developed 
for a sset management per formance of 
shopping centers, including conversion 
rates, basket size and measuring peel-of f 
rates between dif ferent reta i lers. While 
it may be too early to include them in 
lease agreements, given their longer-term 
nature, this is an area that is expected 
to yield new solutions for capturing the 
va lue of a store.

Chart 5: Contribution of the Store to 
Omni-Channel Retail Models
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Against the backdrop of a compara-
tively weak local rental market and 
a considerable volume of unused 

building rights, the aggressive pricing of the 
Kista market during 2015 and the beginning 
of 2016 seems overdone. Indeed, albeit that 
concrete evidence so far is limited, the market 
has likely already undergone a correction. Not 
only is it no longer reasonable to expect rental 
growth, the recent setbacks for Ericsson, to 
which the office market is heavily exposed, 
would point to further increases in vacancy 
levels, and a slight decrease in rents.

The Kista off ice market consists of approx-
imately 850,000 m2 of off ice space located 
in the Kista district in the municipality 
of Stockholm, some 15 km to the north 
of central Stockholm. Situated along the 
E4 motorway, north of where you would 
typically see the worst traffic congestion, the 
area enjoys good access to Arlanda Airport. 
Kista is Europe’s leading information and 
communication technology (ICT) cluster 
and home to more than 1,400 companies; 
and at least 300 are ICT companies. A large 
number of major IT companies have made 
Kista the location of their Swedish or global 
headquarters. Such major tenants include 
Ericsson, Tele2 and Microsoft.

Ericsson has had a tough time of late, seeing 
a considerable drop in both turnover and 
margins. Full-year 2016 the share price was 
down 35% and over f ive years to end-2016 
it was down 27%. In a 16 December 2016 
article, the Financial Times did not pull any 
punches, saying that it amounted to anoth-
er spectacular fall from grace for a major 
Nordic technology f irm, and compared the 
fate of the company to that of Finnish 
Nokia.1 In view of comments from other 

experts and analysts, the FT’s comments 
must be seen as more critical than most. 
The poor performance led to the ousting of 
then CEO Hans Vestberg in July 2016.

The poor performance has resulted in layoffs. 
On 4 October 2016, Ericsson announced 
that it would make 3,000 employees in 
Sweden redundant and gave them notices 
of termination. Of these, about 1,000 were 
in production, 800 in R&D and 1,200 in 
administration and sales. Later in October, 
it gave notice to a further 1,900 employees, 
of which 1,450 were in Stockholm. The bulk 
of these terminated Stockholm employees 
reside in Kista. This means that Ericsson has 
laid off a staff force that is the equivalent of 
1.5-2.0 average size office buildings and that 
the firm’s need for space is likely to go down.

This lower demand from Ericsson adds to 
an already challenging vacancy situation. 
Vacancy levels had already reached 17% in 
fall 2016.2

Lower demand is met by a steady stream of 
new supply. Unlike the other top established 
office markets in Stockholm, the Kista office 
market is not f illed in and has ample room 
to grow. Slightly more than 20,000 m2 of 
off ice space has been added each year since 
2010, which is high compared to other office 
locations in Stockholm.3

This will create a market condition where it 
is likely that we will see falling rents during 
this year. Grade A properties will see the bulk 
of new leases, leaving owners of Grade b-D 
properties to f ight hard for tenants. Several 
properties traded at record yields in 2015. It 
is unlikely we will come close to these levels 
during the year to come.

1  The full article 
is available on 
the FT’s webpage 
https://www.ft.com/
content/662059fa-
c77f-11e6-9043-
7e34c07b46ef

2  JLL Nordic City 
Report, Autumn 2016

3  Savills Market Report 
Kista, Q1 2016

ERICSSON’S TROUbLES
MEAN WEAK OUTLOOK

FOR KISTA
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SWEDEN
Economic growth in Sweden re-

ma ins buoyant ,  w ith GDP ex-
pected to grow by up to 3.7% in 

20161 (see Chart 1). While the range in 
forecasts suggests some uncertainty, there 
is consensus that growth wi l l continue 
to be wel l above the European average. 
The economy ha s  been su s t a ined by 
domest ic demand f rom the publ ic and 
private sectors , with the long-awa ited 
pick-up in export demand for investment 
goods held back by a stagnating globa l 
economy. This is expected to persist over 
2017 and 2018, with reduced impetus for 
domestic demand slowing GDP growth to 
a respectable 2.8% and 2.3%, respectively. 
Over a longer-term horizon, Sweden is 
wel l poised to benef it from an eventua l 
uptick in globa l demand given the hea lth 
of government f inances and a strong but 
competit ive labor force.2

Strong population growth in metropolitan 
areas underl ies a number of factors that 
have driven domestic demand over 2016 
and that wi l l continue to drive growth 
in 2017. The rapid pace of urbanization 
coupled with increased immigration has 
led to a housing shortage. A s a resu lt , 
residentia l development activity has accel-
erated, a lthough the pace of development 
is lower than demand growth indicates.3 
Nevertheless, housing investment has in-
creased sharply and accounts for a large 
component  of  g row t h in inve s tment 
spending (see Chart 2). being labor- and 
resource-intensive, construction activity 
a lso has a large multiplier ef fect on the 
economy, with studies indicat ing that 
every unit of capita l invested generates 
productivity of some 2.84 units.4 Immi-
gration and refugee resettlement programs 
have a lso been a driver of public spending. 
The number of new arriva ls has decreased 
sharply and wil l reduce spending going 

forward. However, coupled with urban-
izat ion, there wil l be a continuing need 
for increased investment in socia l infra-
structure and services. Indeed, this will be 
essentia l to reducing polarizat ion in the 
labor market and ensuring its expansion.

Employment growth is expected to increase 
by 1.7% during 2016 and unemployment is 
trending downward5 (see Chart 3). How-
ever, unemployment among foreign-born 
jobseekers, especia l ly those born outside 
Europe, is high. This ref lects the low edu-
cational attainment level of many migrants 
and the need for educat ion and sk i l l s 
tra ining in order to integrate them into 
the labor force. As well as benef iting social 
cohesion, this wil l reduce the structura l 
unemployment level and expand the labor 
pool at a time when resource uti lization 
has increased sharply and employers are 
indicating matching problems.

In addit ion to public spending, private 
consumption remains an important driver 
of the economy. Low interest rates have 
proved an important f isca l st imulus for 
households, coupled with modest wage 
increases and low inf lation (see Chart 4). 
Private consumption growth is expected 
to rise to 3.1% in 2016, softening to 2.8% 
in 2017 and 2.5% in 2018 (see Chart 5), 
but remains a major component of GDP. 
A lthough housing investment has seen 
household debt levels increase, savings 
rates have continued to climb higher and 
provide a cushion to any pricing correc-
tion in the housing market (see Chart 6). 
Given the forecasts of a continued housing 
shortage and expectations of a continued 
low interest rate environment into the 
medium term, the biggest risk to house 
price inf lat ion is the prospect of caps on 
mortgage debt-to-income rat ios.6 This 
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would primari ly impact the owner-oc-
cupied apartment market in Stockholm.

From a domestic stance, the strength of 
the economy suggests that the R iksbank 
cou ld unwind f i sca l st imulus, but the 
internat iona l  per spec t ive  ma ke s  th i s 
dif f icult. Fol lowing brexit, the bank of 
England expanded quant itat ive ea sing 
and the ECb is a lso extending its expan-
sionary policy. While the Fed is expected 
to adopt a more uni latera l approach to 
the degree and t iming of interest rate 
rises under a Trump presidency, monetary 
policy is expected to remain expansion-

ary. Indeed, given the importance of the 
United K ingdom and United States a s 
trading partners to Sweden, both of these 
unexpected polit ica l outcomes represent 
a degree of risk and uncerta inty for the 
export-led economy of Sweden. A lthough 
the inf lat ion out look improved in H1 
2016, it has since subsided. The Riksbank 
continues to priorit ize inf lat ion and was 
expected to lower the repo rate by 10 bps 
to -0.6% at its December meeting in an 
ef for t to reverse the downward trend,7 
a lthough it instead opted to keep the rate 
unchanged at -0.5%.

Chart 1: GDP Growth, Sweden 2012-2018f (%)
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Chart 4: Interest Rate Payments as % of
Net Disposable Income 2013-2016
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Chart 5: Private Consumption Growth,
Sweden 2012-2017f (%)
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R evised f igures indicate that the 
Finnish economy moved out of 
rece ssion in 2015, growing by 

0.2% following three years of contraction 
(see Chart 1). Over 2016, the recovery has 
continued steadily, but the pace of growth 
remains slow. There is broad consensus 
that GDP growth wi l l  del iver growth 
of at least 0.7% for 2016, underpinned 
by a recovery in domestic demand.1 The 
Finnish export market continues to face a 
number of impediments that are dragging 
on growth, but the out look looks more 
posit ive for 2017 and exports wi l l lend 
support to GDP growth delivering a more 
convincing recovery rate of 1%.

The export market has survived a perfect 
storm of structura l and cyclica l change. 
Consumer appetite for smartphones and 
the rise of digita l media u lt imately re-
sulted in the demise of Nokia and, at the 
same time, the publishing industry began 
a sha rp reduct ion in demand for Fin-
land ’s staple export: paper. Economica l ly 
destruct ive at any t ime, the structura l 
events occurred at the onset of the globa l 
f inancia l crisis , which further reduced 
dema nd for  other  inve s tment goods . 
Moreover, the GFC sharply reduced in-
vestment capita l, r isk appetite, business 
and consumer conf idence. Posit ively, the 
economy benef ited f rom the s t reng th 
and stabi l it y of government, f inancia l 
inst itut ions, corporates and household 
f inances, but Finland ’s capacit y to re-
st ructure export s was hindered by the 
deter iorat ion in compet it iveness that 
had resulted from the earl ier boom. The 
economy is st i l l subject to a number of 
headwinds, including the slow recovery in 
globa l demand for investment goods and 
the contraction in demand from Russia, 
a key t rading par tner. However, these 
headwinds a re beginning to subside a s 

a result of restructuring and innovation 
in the paper industry, the success of the 
competitiveness pact between the govern-
ment and labor market organizations and 
the emergence of Russia from recession. 
At 0.5%, export growth is expected to 
rema in subdued over 2016 and, g iven 
stronger imports, to drag on growth (see 
Chart 2). However, the recovery of the 
Russian economy and the long-awaited 
recovery in global demand for investment 
goods i s expected to suppor t st ronger 
growth of 2.5% in 2017, while improved 
compet it iveness in Fin land absolutely 
and relat ively wil l begin to have a visible 
impact from 2018.2

Given the economic weakness in recent 
years, domestic demand has proved resilient 
and delivered growth well above expecta-
tions. Low interest rates and weak inf lation 
have lent support to private consumption 
and ensured that the impact of wage freezes 
that form part of the competitiveness pact 
on purchasing power is limited. Private 
consumption growth of between 0.5% to 
1% per year is expected over the next three 
years (see Chart 3). Although this suggests 
that growth is slowing, private consumption 
levels outstripped expectations in 2015 and 
were also boosted by a number of spending 
incentives during the year. Over 2016, con-
sumer conf idence has increased, partly as 
a result of an improving labor market (see 
Chart 4). September data indicates that 
unemployment continued to trend down-
ward over Q3 2016, falling by 80 bps since 
September 2015, to 7.6% (see Chart 5).3 
This is faster than anticipated by forecasts. 
Although the number of inactive persons 
increased marginally over the same period, 
the active population grew faster, increasing 
to 69.2% of the population. The fa ll in 
unemployment is largely accounted for by 
employment growth, with 7,000 new jobs 

FINLAND
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4 Statistics Finland 
(2016)

5 Danske bank (2016), 
Nordic Outlook, 
September

created year on year by September 2016.4 
In contrast to previous turning points 
in the market, the labor market is being 
driven by an upswing in the construction 
industry rather than by a resurgence of 
export demand.

The government remains focused on struc-
tura l reforms that wil l support susta in-
able, long-term growth and restructure 
public sector f inancing, reducing public 
spending by EUR 10 bi l l ion by 2020. 
However, fol lowing the agreement of the 
competit iveness pact, which includes a 
wage f reeze, lower publ ic hol iday pay, 
increased work ing hours and a transfer 
of socia l security payments, there are no 
major cuts planned over 2016.5 Indeed, 

recognizing the importance of domestic 
demand the government is introducing 
tax measures that wil l help to sof ten the 
impact of the pact on disposable incomes.

Reducing public debt remains dif f icult 
given the weak economic environment. Al-
though public debt remains conservative 
in comparison to other European coun-
tries (see Chart 6), it has r isen sharply 
since 2008. Nevertheless, coupled with 
s luggish growth, the debt rat io leaves 
the economy without a sma l l  cushion 
should a new crisis arise. This prompted 
rating agencies to downgrade the economy 
to A A+. This ha s had l it t le impact on 
Finland ’s borrowing costs, a lthough the 
spread with German bonds has increased.

Chart 1: GDP Growth, Finland 2012-2018f (%)
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Over the past three years, Den-
mark ’s economic recovery has 
developed at a very gradual pace 

(see Chart 1). Fol lowing a slowdown in 
H2 2015, economic growth prospect s 
decl ined, with growth for the year ma-
teria l izing at a disappointing 1%. Over 
Q1 2016 growth recovered, expanding 
by 0.7% quarter on quarter, but slowed 
over Q2 to 0.4%.1 Fa l l ing consumer and 
business conf idence suggest that spend-
ing plans may be deferred amid growing 
uncer ta int y. Indeed, a lthough pr ivate 
consumption has been an important com-
ponent of economic growth, consumers 
have continued to spend below potentia l 
over the recovery. The economic reviva l 
ha s been most ev ident in employment 
data, but the boom in job growth is not 
fully ref lected in spending patterns. GDP 
growth i s expected to rema in broad ly 
stable over 2016, accelerating to 2.3% in 
both 2017 and 2018 (see Chart 2).

Indeed, employment growth accelerated 
over H1 2016, but sta l led in Ju ly due 
to publ ic sector lay-of fs (see Chart 3). 
Despite an expanding labor supply from 
you ng worker s ,  e spec i a l ly  s t udent s , 
enter ing the work force and increa sing 
immig ra t ion,  u nemploy ment  i s  a l so 
trending downward.2 However, there is 
some evidence of matching issues between 
ava i lable labor and jobs, part icularly in 
the construction and service sectors.

Despite private consumption being lower 
than it s potent ia l, it i s a key driver of 
growth and expanded by 0.7% over H1 
2016. However, l ike GDP, the pace of 
growth slowed over Q2 and indicators 
suggest a weak Q3. Consumer conf idence 
dropped to a three-year low in October 
a s consumers considered their current 
f inances to have deteriorated, a lthough 

t he y  rema ined upbeat  about  f ut u re 
prospects.3 Yet, low inf lat ion, rea l wage 
growth, low interest rates and the wea lth 
ef fects of rising house prices are boosting 
purchasing power. The lower sentiment is 
expected to result in consumers delaying 
big ticket item purchases in 2016, leading 
to a widening in the range of growth 
forecasts from 1.6% to 2.4% for the year 
(see Chart 4).4

Simi la rly, business conf idence has de-
clined in recent months as brexit, together 
with wider external inf luences, negatively 
impacted on sentiment (see Chart 5). In 
part, this is the impact of brexit, which 
has increa sed r isk and uncer ta inty for 
manufactur ing expor ters .  The United 
Kingdom is an important trading partner 
and, while there has been no contagion of 
the slowdown in the brit ish economy for 
Europe, the EUR has appreciated against 
the GbP, making exports potentia l ly less 
competit ive. Investment spending plans 
have been deferred, but not revised.

Conf idence fel l across a l l manufacturing 
categories. However, the sent iment re-
f lects increased uncerta inty rather than 
hard data. Exports experienced modest 
growth over H1 2016 and key expor t 
markets, including Sweden, are growing. 
Indeed, over Q3 2016 capacity utilization 
increa sed to it s highest level since the 
GFC and business investment spending 
is expected to expand by 1.9% in 2016, 
increasing to 3.2% and 4.0% in 2017 and 
2018, respectively.5 Such investment is re-
quired to boost productivity and, in turn, 
corporate prof its. The government’s 2025 
plan to restructure the economy includes 
the object ive of increased product iv it y 
and this is being st imulated through tax 
incentives on spending.

DENMARK
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A lthough export growth remains mod-
est, goods exports continue to generate a 
large trade surplus as goods imports have 
decl ined. In part, this actua l ly ref lects 
the low rate of business investment. The 

expected pick-up in business investment 
wi l l lower the trade surplus in tandem 
with the drag of weak ser v ice expor t s 
(see Chart 6).

Chart 1: Index of Real GDP Growth,
Quarterly 2013 Q1-2016 Q2
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S upported by expansionary f i sca l 
pol ic y  a nd more  du rable  t ha n 
expec ted ma in land sec tor s ,  the 

Norwegian economy is withstanding the 
downturn in it s oi l sector considerably 
bet ter than expected. Indeed, non-oi l 
sectors appear expansionary. There are 
a lso signa ls that the oi l sector and slow-
down in related industries is stabi l izing. 
Mainland GDP growth is forecast to grow 
by around 0.9% to 1% in 2016, increasing 
to 1.8% in 2017 and 2.1% in 2018 (see 
Chart 1).1 Indeed, somewhat unusua l ly, 
mainland GDP is forecast to increase at 
a faster rate than the whole economy in 
2017 and 2018, ref lect ing the continued 
drag of reduced capita l spending in the 
oi l sector.

The impact of the contraction in the oi l 
sector on the mainland economy has been 
less severe and more concentrated than ex-
pected. Although there is broad consensus 
that the decline in capita l spending in the 
oi l sector is slowing, it wi l l continue to 
drag on growth in the short term, before 
turning posit ive in 2018 (see Chart 2). 
The price of oi l has a lso stabi l ized and 
i s expected to recover to USD 70 per 
barrel by 2018.2 The impact on oi l-re-
lated manufacturing has been severe, but 
i s beginning to bot tom out. However, 
the non–oi l-related economy has been 
susta ined by a low interest rate environ-
ment, a weaker NOK and an expansionary 
f isca l policy, which have helped to of fset 
the negat ive drag of the oi l  sec tor on 
the mainland economy. Of course, this 
polarizat ion in economic performance is 
ref lected in regiona l productivity, with 
oi l-dependent counties experiencing re-
cessionary condit ions in comparison to 
other areas, including Oslo, where growth 
is accelerat ing.

Over the past two years, domest ic de-
mand has been an important driver of 
per formance, but private consumption 
is weakening due to a number of factors. 
While supporting exports, the deva lua-
t ion of the NOK resu lted in imported 
inf lation, which increased to 3.5% in H1 
2016. This has eroded purchasing power, 
a lthough spending on services has helped 
to compensate for a slowdown in goods 
consumption (see Chart 3). Inf lat ion is 
expected to ease in 2017 once price rises 
are washed through the annualized data. 
Employment growth a l so s lowed, but 
aga in there is evidence of polarizat ion. 
Oil-related industries are continuing to 
downsize, a lbeit at a slower rate, whi le 
the number of vacancies for non–oil-re-
lated industry is rising. Unemployment 
is expected to peak at 3.5% (Norwegian 
Labor and Welfare Administration)/4.8% 
(Labor Force Survey) during 2016, with 
employment growth expanding with the 
upt ick in the economy over 2016 and 
2017 (see Chart 4).3 As a result, private 
consumption is expected to slow to 1.6% 
in 2016 before accelerat ing to 2.0% and 
2.7% in 2017 and 2018, respectively (see 
Chart 5). In contrast, government spend-
ing has risen over 2016 and is expected 
to have expanded by 2.5% over 2016. In 
addit ion, business investment spending 
is rising more quick ly than anticipated, 
ref lect ing growing conf idence in eco-
nomic prospects.4

Housing investment and construct ion 
continue to expand and lend support to 
growth. Population growth and the low 
interest rate environment have resulted in 
a sharp increase in housing demand and a 
surge in price growth in the large urban 
centers. by September, new housing starts 
increased by 15% and a similar increase 
in construct ion act ivity a lso character-
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i z e s the commercia l  sec tor.  A lthough 
the Financia l Supervisory Authority has 
proposed a series of measures to ensure 
more prudent lending behavior, low in-
terest rates, population growth and the 
st reng thening economy wi l l  underpin 
the market.

Indeed, f isca l policy has been an impor-
tant driver of growth, accounting for 1.1% 
of mainland GDP in 2016.5 Fol lowing a 
rate cut of 25 bps in March, Norges bank 
has lef t the policy interest rate unchanged 

at 0.5% in subsequent meetings. While 
Norges bank ha s indicated that there 
is some room for a further rate cut and 
there is some market uncerta inty, a cut is 
not widely anticipated given the posit ive 
signa ls surrounding the economy and an 
inf lat ionary housing market (see Chart 
6). A further rate cut is only expected if 
the NOK appreciates sharply. Equa l ly, 
sa feguarding aga inst appreciat ion of the 
NOK great ly reduces the prospect of a 
rate hike until the ECb moves, which isn’t 
expected unti l late 2017 at the earliest.6

Chart 1: GDP Growth 2013-2018f, Norway (%)
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NORDIC
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MARKETS
Investment volumes in the Nordic real 

estate markets experienced a record 
high in the f i rst three quar ters of 

2016, buoyed by large portfolio dea ls in 
Sweden, Denmark and Finland. Indeed, 
investor demand is outstripping supply 
and the volumes would have been higher 
in a l l markets i f the product ava i labi l ity 
had been less curta i led. The strength of 
investor demand, coupled with exist ing 
pricing and market uncerta inty in globa l 
f inancial markets, is resulting in divergent 
investor strategies. Longer-term investors 
are priorit izing secure cashf low over lo-
cation, while va lue-add investors are pri-
orit izing location. In contrast to investor 
act ivity, dif ferences in economic funda-
menta ls continue to expla in variances in 
occupier market performance across the 
Nordics. In some markets, a dislocation 
between occupier and investment market 
performance is apparent when considered 
solely by rea l estate fundamenta ls, but is 
rat iona l when prime rea l estate is com-
pared to wider f i xed income products 
across the f inancia l markets.

1.0 Occupier market fundamentals
1.1 Office Market

Stockholm
The Stockholm rea l estate market contin-
ues to benef it from both demand- and sup-
ply-side characteristics that are supportive 
of renta l growth. Since the beginning of 
2016, prime rents have increased by 19.2% 
to SEK 6,200 per m2 in Q3, building upon 

strong growth of 16% in 2015 (see Chart 
1).1 While the pace of growth appears to 
be moderating, there are a number of ex-

amples of lease agreements reaching more 
than SEK 7,000 per m2. Given supportive 
demand fundamenta ls, low ava i labi l it y 
and modest supply levels, prime renta l 
growth in the CbD continued into the 
fourth quarter. Moreover, large occupiers 
seek ing modern, ef f icient, yet a f forda-
ble premises wi l l  cont inue to re-focus 
on the rest of the inner city and prime 
submarkets of fering good and improving 
transport links. These off ice markets have 
a lso experienced good renta l growth due 
to strengthening demand and low space 
avai labil ity for high-quality assets. Since 
end-2014, prime rents in the suburbs close 
to the CbD and to Solna and Sundbyberg 
have increa sed by SEK 400 per m 2 to 
end– Q2 2016, represent ing growth of 
16.7% and 18.2%, respect ively. At the 
same t ime, leasing incentives, including 
rent-free periods, have been great ly re-

1  JLL (2016), Property 
Clock, Q3; JLL 
(2016), Nordic City 
Report. Autumn; JLL 
(2015), Nordic City 
Report, Spring

Chart 1: Prime Rental Growth Index by Market, 
2006-2016 H1/Q3

Source: Genesta, 2016
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duced, with a further posit ive impact on 
the net ef fect ive rent.

A lthough the rate of take-up slowed over 
H1 2016, at 248,000 m2, it remains ex-
pansionary.2 Occupier demand for modern 
premises remains strong and, given low 
ava i labi l ity within the CbD, companies 
with large space needs continue to consol-
idate their portfolios in new premises in 
submarkets beyond the CbD that benef it 
f rom good transport l inks. Further in-
frastructure developments in Stockholm, 
including new transport l inks and the 
growth of new residentia l areas close to 
prime suburbs, wil l continue to inf luence 
changes in the relat ive attract iveness of 
locations beyond the CbD.

The supply pipeline remains modest. be-
tween 2016 and end-2018, 265,000 m2 of 
space is scheduled for complet ion, rep-
resent ing 2.1% of ex ist ing of f ice stock 
(see Chart 2).  Of this , 29% is located 
within the CbD, the rest in the inner city 

and adjacent suburbs, which account for 
50% of Stockholm’s tota l of f ice stock.3 
Most of these projects are ful ly let upon 
completion, with 65% of space in the total 
pipeline a lready pre-leased. In addit ion, 
the strong demand for residentia l units 
is result ing in older, less ef f icient of f ice 
stock undergoing a change of use. With 
35% of exist ing planned supply to 2018 
being del ivered in 2016, r ising to 53% 

for the centra l markets, the vacancy rate 
sof tened sl ight ly across a l l submarkets 
in H1 2016 (s ee Chart 3).  Given the 
rapid absorption of space, the strength 
of demand and low levels of speculat ive 
supply, the vacancy rate is expected to 
remain historica l ly low in the CbD and 
to reduce further elsewhere.

The strength of market fundamenta ls is 
expected to drive further renta l growth 
in the short term. Interest ing opportu-
nit ies a re expected to arise a s occupier 
demand begins to re spond to changes 
in inf ra st ructure, including t ranspor t 
l inks and the shif t ing urban landscape, 
particularly the growth of new residentia l 
areas in the Solna and Sundbyberg areas.

Helsinki
A lthough there are signa ls that the Finn-
ish economy has reached a turning point, 
it is too early to be manifest in occupier 
demand. During H1 2016, the Helsink i 
Metropolitan Area (HMA) vacancy rate 
reached 13.5%.4 Although the supply pipe-
l ine is very low, it st i l l exceeds occupier 
demand, which continues to contract its 
space needs, with a continued emphasis 
on modern, ef f icient premises. This mis-
match between occupier requirements and 
ava i lable space is result ing in new con-
struction. A lthough the supply pipeline 
is very low and non-speculat ive, the net 
effect is an increase in market availability. 
The conversion of older of f ice stock to 
residentia l or other change of use lends 
support, especia l ly in centra l markets, 

2  JLL (2016), Nordic 
City Report, Autumn

3  OpCit and NewSec 
(2016), Nordic 
Property Outlook, 
Autumn

4  Catella (2016), 
Catella Market 
Indicator, Finland, 
Autumn

Chart 2: Total Stock End-2015 and
Completions to End-2018 as a % of Stock

Sources: Genesta, 2016; JLL, 2016; NewSec, 2016
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but is not suf f icient to compensate for 
addit iona l stock.

Demand remains skewed to the strongest 
locat ions including the CbD, adjacent 
centra l submarket, Ruoholaht i, Kei la-
niemi and the Pasi la-Va l l i la-Ka lasatama 
area.5 Given occupiers’ emphasis on space 
ef f iciency, qua lity of space is a clear de-
marcation of the market and is ref lected 
in renta l levels. Demand for good-quality 
space in strong, well-connected locations 
has remained stable over the year. How-
ever, the preva lence of lea se incent ive 
packages, amounting to the equiva lent of 
six months rent-free, represents as much 
as 10% of the income secured under the 
l i fe of a f ive-year lea se.6 A f fordabi l it y 
is a lso an important driver of demand. 
The Centra l submarket benef its from its 
adjacency to the CbD, higher availability 
of modern premises and good affordability 
relatively, with rents for Grade A space in 
the Centra l submarket being 24% lower 
than prime rents in the CbD.7 These char-
acterist ics have helped to steady demand 
and the Centra l submarket continues to 
experience the lowest vacancy rate in the 
HMA, which fell marginally over H1 2016 
to 8.3%. In contrast, vacancy in the CbD 
is higher at 12.4%, despite fa l l ing by 120 
bps over 2016. It i s worth not ing that 
the CbD is relat ively smal l in terms of 
stock (4,190,000 m2) in comparison to the 
Centra l submarket (1,771,000 m2), and in 
volume terms its vacancy is approximately 
a third of that in the Centra l submarket. 
To some extent, the higher vacancy rate 
in the CbD a lso ref lects the higher pro-
portion of space in historica l buildings in 
need of refurbishment. The ava i labi l ity 
of modern premises i s sca rce and it i s 
noteworthy that newly-refurbished space 
within the CbD returning to the market 
is leading to an upward momentum in 
ask ing rents.

The polarizat ion in market demand by 
submarket is now clearly evident in vacan-
cy rates. With the exception of the Central 

submarket, which is well below the HMA 
average, the other favored submarkets 
have moderately lower than average va-
cancy rates. In contrast, the least favored 
markets, including Espoo, Leppavaara 
and Aviapolis, have considerably higher 
than average vacancy rate s .  However, 
the vacancy rate is more ref lect ive of the 
proportion of outdated stock and/or the 
concentration of the former occupier base 
in technology than the locat ion it sel f. 
Indeed, Aviapol is cont inues to benef it 
f rom strong transport connect ions, in-
cluding its adjacency to the airport, while 
newly-developed space in Leppavaara has 
leased successful ly.

The market i s  expected to st reng then 
very gradua l ly as the economy continues 
its slow recovery. The low level of supply 
will have a more tangible impact on rental 
support as demand begins to increase and 
take-up f inally exceeds even relatively mi-
nor net additions to space. However, given 
the volume of vacant space, there wil l be 
a very l ight upward pressure on rents in 
the best locat ions. Occupier demand is 
expected to have a gradua l reawakening 
and space ef f iciency will remain a priority 
in the near term.

Copenhagen
Economic growth coupled with increas-
ing urbanizat ion and occupiers’ desire 
for adjacency between work and where 
employees l ive is accelerat ing occupier 
demand for modern premises in prime 
locations. This has assisted in lowering 
vacancy levels to 9.4% for the Greater 
Copenhagen region and to 7.7% across 
the prime central markets.8 The f lexibility 
and high-qua lity space ava i lable in new 
multi-use schemes is a preferred option 
for SMEs and this is adding to the polar-
izat ion in the performance of prime and 
secondary locations, and Grade A and b 
assets. Grade A assets in the Old and New 
CbD can command up to DKK 1,800 
per m2, while Grade b rents fa l l between 
DKK 1,050 and DKK 1,200 per m2.9

5  JLL (2016), Nordic 
City Report, Autumn

6  Ibid

7  Catella (2016), 
Catella Market 
Indicator, Finland, 
Autumn

8  JLL (2016), 
Copenhagen City 
Profile

9  JLL (2016), Nordic 
City Report, Autumn
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Secondary markets a re le ss favored by 
SMEs as clustering of economic sectors 
has become a characteristic of the Centra l 
market and there is a lso a perception that 
secondary locations may l imit potentia l 
recruitment and retention of high-quality 
labor. However, ava i labi l it y of pr ime, 
Grade A space i s  low and th is shou ld 
resu lt in a reawakening of demand for 
secondary space. However, high vacancy 
in such stock suggests that this wil l re-
main a tenant’s market and lease incentive 
packages representing 5% to 10% of the 
income over the term of the lea se wi l l 
continue to feature.10 However, the trend 
for older premises being converted into 
residentia l is continuing and this wil l as-
sist in reducing vacant secondary stock.11

Despite the strength of occupier demand, 
prime rents have remained stable over 
2016 to end-Q3, a lthough the scarcit y 
of modern premises has resulted in the 
gap bet ween average and pr ime rent s 
na rrowing. In cont ra st  to Stock holm 
and Helsinki, the supply pipeline has in-
creased sharply, with 260,000 m2 of space 
delivered in the Greater Copenhagen area 
in 2016, nearly ha l f of which is in the 
Central submarkets. A further 300,000 m2 
is in the pipeline to end-2018.12 A lthough 
space in the pipel ine is predominant ly 
non-speculative, net absorption rates are 
low. In addition, banks are continuing to 
restructure and refocus on core activit ies 
and this is expected to result in redundant 
space re-entering the market.

Given the supply response, renta l levels 
are expected to remain relat ively stable 
over the near term. The strength of oc-
cupier demand and the non-speculat ive 
nature of new supply wil l reduce the risk 
of rising vacancy. Indeed, the scarcity of 
prime product in the prime markets is ex-
pected to gradua l ly assist in the recovery 
of secondary markets.

Oslo
Occupier act ivity revived over H2 2015 
and strengthened further during H2 2016. 
Take-up increased to 344,000 m2, some 
24% higher than for the same per iod 
in 2015.13 This was part ly driven by an 
increa se in the number of la rge space 
let t ings, which had previously reduced 
in the wake of the slowdown in the oi l 
industry. To some extent, the increase in 
the number of large space requirements 
is predictable as it fol lows a number of 
scheduled la rge lea se expir ies. Further 
large lease requirements are anticipated, 
with the volume of requirements tripling 
to 193,000 m2 in comparison to the same 
period last year. These include a number 
of large space requirements from public 
entit ies. The ava i labi l it y of la rge space 
of ferings is low, with only f ive premises 
of fer ing space in excess of 10,000 m 2 
ava i lable.14 Coupled with a modest and 
predominant ly non-specu lat ive supply 
pipel ine, competit ion for such space is 
expected to intensif y. This wi l l impact 
on vacancy, with these large units repre-
senting 16% of tota l vacancy.

The resurgence of occupier demand and 
low leve l s  of  new supply ha s re su lted 
in fur ther dec l ines to the tota l  of f ice 
vacancy rate for Oslo, which fel l  by 50 
bps to 7.6% over H1 2016.15 There i s 
cons iderable  va r i at ion in the per for-
mance of  occupier  submarket s  acros s 
Os lo.  Occupier  dema nd i s  s t ronge s t 
for the CbD and Centra l  submarket s , 
wh ich a re  a l so  cha rac te r i z ed  by  t he 
lowest vacancy rate s (6.0% and 3.4%, 
re spec t ive ly).  A lt houg h t he  Wes tern 
cor r idor  ha s  e xper ienced more  vol a-
t i l it y in occupier market s owing to it s 
greater exposure to the oi l industr y, the 
vacancy rate fe l l  by 250 bps to 10.2% 
during H2 2016 fol lowing the lea se of 
a la rge space hold ing at Fornebu. A s in 
other markets in the region, vacancy i s 
concentrated in Grade b space and some 
38% of vacant space ha s a unit si ze of 
le ss than 2 ,000 m 2.16

10  JLL (2016), 
Copenhagen City 
Profile

11  NewSec (2016), 
Nordic Property 
Outlook, Autumn

12  JLL (2016), Nordic 
City Report, Autumn

13  CbRE (2016), 
Norway Property 
Market Update, H1

14  JLL (2016), Nordic 
City Report, Autumn

15  CbRE (2016), 
Norway Property 
Market Update, H1

16  CbRE (2016), 
Norway Property 
Market Update, H1
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Prime rents have remained stable over 2016, 
but the strength of demand for modern 
premises in prime locations is expected 
to result in an upward pressure on prime 
rents across the central submarkets. The 
resilience of the mainland economy, ur-
banization trends and the recovery of the 
wider economy are expected to result in 
continued employment growth and demand 
for good-quality off ice space.17 As the oil 
industry continues to readjust to market 
conditions, modest rental declines in the 
Western corridor market are anticipated, 
but vacancy is expected to reduce further.

1.2 Retail Market
The Nordic reta i l markets continue to 
benef it from strong underlying drivers of 
performance. While a l l the markets of fer 
good fundamenta ls, the relative strength 
and characterist ics of the reta i l market 
opportunity dif fer across the countries. 
The reta i l sector is driven by the interac-
tion of multifaceted demand-side factors. 
These include consumer wea lth and its 
growth expectat ions, consumption cul-
ture and retailer demand, and supply-side 
variables including ava i labi l ity of reta i l 
space and the growth of a lternative modes 
of consumption, including online and the 
growth of non-food sa les in supermarkets 
and other out lets.

W hi le there a re d i f ferences in wea lth 
indicators across the Nordic markets, such 
as disposable income per capita , consumer 
a f f luence is signif icantly higher than the 
EU average in every market (see Chart 
4). This represents a signif icant market 
opportunity for reta i lers, part icularly as 
reta i ler representation by multinationa l 
reta i lers in the region’s major cit ies has 
been relatively low in comparison to other 
markets comparable in size, but with low-
er wea lth indicators. Unti l recently, such 
reta i lers focused on countries with large 
populat ions and a corresponding high 
number of reta i l locat ions that of fered 
economies of sca le to distr ibut ion and 
other overheads associated with market 

ent r y.  The re lat ive ly sma l ler  sc a le of 
the Nordic countries, their geographic 
dislocat ion from mainland Europe and 
currency risk deterred many retailers from 
priorit izing these markets. In addit ion, 
the strength of loca l and regiona l reta i l 
operators in the discount and mid-mar-
ket comparison reta i l segment reduced 
the market opportunity for cross-border 
reta i lers unable to compete on price or 
product qua lity.

The interaction of a number of structura l 
and cyclica l inf luences has led to retailers 
re-eva luating the region and priorit izing 
it within their expansion strategies. First, 
rapid urbanizat ion in tandem with the 
growth of omnichannel reta i l strategies 
has transformed the dimensions of reta i l-
ers’ portfolio strategies. The capita l cities 
of the Nordic market represent four of 
the f ive fastest-growing cities in Europe.18 
Omnichannel retailers are focused on em-
ploying online marketing to generate ge-
ographic reach beyond third t ier markets 
and on consolidating the number of stores 
in la rge reta i l locat ions. Urbanizat ion 
lends further support to this strategy, with 
higher proport ions of ta rget customers 
in the same loca l ity. Prof itabi l it y is no 
longer solely t ied to store penetrat ion. 
As a resu lt, reta i lers have shif ted from 
country-led to city-led strategies, great ly 
reducing the importance of country size. 
Critically, the store portfolio is considered 
as a number of dif ferent t iers that have a 
distinct purpose in the consumer journey.

17  NewSec (2016), 
Nordic Property 
Outlook, Autumn

18  Stockholm Chamber 
of Commerce (2016), 
October

Chart 4: Median Net Disposable Income
per capita, 2015 (EUR)

Source: Eurostat, 2016
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Second,  in the pos t- cr i s i s  era ,  ma ny 
countries have seen disposable income 
levels deter iorate or, at best , stagnate. 
This has made the consumer opportunity 
in the Nordic region somewhat compel-
l ing. However, there a re dif ferences in 
the degree to which th is i s  impact ing 
upon the dif ferent markets and, of course, 
how more cyclica l economic drivers are 
inf luencing reta i l market prospects.

The reta i l market in Sweden represents 
the st rongest opportunit y for reta i lers 
due to a combination of both structura l 
and cyclica l drivers. First, Sweden is the 
region’s largest country by population and 
GDP. It s capita l cit y, Stockholm, a lso 
functions as the business capita l for the 
Nordic region and presently it is Europe’s 
fastest-growing city. The city represents 
the h ighest and fa ste s t-growing tota l 
volume of spending in the reg ion and 
its regiona l headquarter role makes it a 
natura l point of entry for many cross-bor-
der reta i lers. In recent years, economic 
growth has been strong relative to the EU 
average and persistent. In addition, f isca l 
pol icy has been expansionary and con-
sumers have benef ited from lower taxes 
and other windfa l l ga ins in addit ion to 
stronger employment growth, rea l wage 
increases and low interest rates. Reta i l 
spending growth has been strong and is 
expected to remain broadly stable during 
2016, moderat ing sl ight ly over 2017 as 
household spending adjusts to the intro-
duct ion of amort i zat ion requirements 
for mortgage payments and the gradua l 
ra ising of interest rates.

These attractive consumer fundamenta ls 
have attracted developers and investors 
as well as reta i lers. Indeed, multinational 
shopping center developers can a lso play a 
persuasive role in attracting cross-border 
reta i lers to a market due to their own 
marketing ef forts and the long-standing 
relat ionship that they have with many 
leading reta i l brands. Sweden has expe-
r ienced st rong supply growth through 

new shopping center developments a s 
wel l a s the refurbishment and extension 
of ex ist ing schemes. The supply pipe-
l ine remains strong, with approximately 
350,000 m2 of new and refurbished space 
in the pipeline. This wil l dampen renta l 
growth in the most saturated markets, 
but reta i l space in prime High Street s 
and shopping centers wi l l  cont inue to 
experience strong demand and relat ively 
strong rates of renta l growth.

Despite the recessionary economic condi-
t ions experienced in Finland unti l 2016, 
household consumpt ion level s rema in 
above the EU average. In Helsinki, strong 
populat ion growth is compensat ing for 
weakening disposable incomes and prime 
rents have remained broadly stable. The 
ava i labi l ity of good-qua lity units in the 
CbD remains low, with vacancy concen-
trated in smaller units in weak locations. 
The bankruptcy of Ant i l la , which op-
erates 31 depar tment stores across the 
Nordics, wil l release space to the market 
and increase vacancy in the short term, 
a lthough this presents a st rong oppor-
tunity to reconf igure wel l-located stores 
into modern, large reta i l units for which 
there is strong reta i ler demand.

Helsinki has the lowest internationa l re-
ta i ler representation of the four Nordic 
capita ls. It is a lso the lowest priority for 
reta i lers expanding into the region due 
to the smaller size of the economy and its 
relatively weaker prospects compared with 
the other Nordic markets. Nevertheless, 
cross-border retailer activity is expanding, 
a lbeit at a slower rate. As the economy 
recovers, prime rents are expected to come 
under modest upward pressure, but else-
where new supply is anticipated to absorb 
reta i l spending growth.

Norway has the second largest economy in 
the region and the highest wea lth indica-
tors on a per capita basis. This consumer 
af f luence attracts luxury brands to Oslo’s 
pr ime High Street , Karl Johans Gate, 
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and the strength of demand has seen an 
expansion of the reta i l core into adjacent 
streets. Equa l ly, there is increasing de-
mand for the mid-market bogstadveien 
High Street reta i l area, where expansion 
from internationa l reta i lers is a lso sup-
porting market dynamics. This posit ive 
impetus i s expected to cont inue, with 
internationa l reta i ler representation st i l l 
low relative to market size and af f luence.

The continuing recovery of the Danish 
economy is evident in rising employment 
and household wealth indicators. Despite 
the recover y of household wea lth and 
high savings, consumers remain somewhat 
prudent in their spending, a lthough retail 
sa les growth is posit ive, i f weak.

Owing to it s geographic adjacency to 
ma in land Europe,  Copenhagen i s  an 
important point of access for reta i lers 
seek ing to expand in the region. While 
low relat ive to other comparable cit ies, 
it has the second-highest internat iona l 
re t a i ler  repre sentat ion of  the Nord ic 
markets. Reta i ler demand for unit s in 
the prime High Streets, including Strøget 
and Købmagergade, is strong and, l ike 
Oslo, is leading to an expansion of the 
core reta i l location into adjacent streets. 
Indeed, secondary locat ions a s wel l a s 
prime shopping centers are experiencing 
increa sing demand f rom internat iona l 
reta i lers entering the market. Given the 
strong demand and l imited new supply, 
there is upward pressure on rents, which 
increa sed by 2 .8% year-on-year to the 
end of H2.

2.0 Investment Market
2.1 Investment Volumes
The Nordic region remains a preferred 
dest ination for investment capita l from 
domest ic ,  int ra-reg iona l and interna-
t iona l investors. Inst itut iona l investors 
seek ing f ixed income style returns have 
been up-weighting to rea l estate, which 
of fers at t ract ive y ie lds re lat ive to low 
and negative yields from bonds and other 

f i xed income investments. Within the 
rea l estate universe, portfolio managers 
continue to up-weight a l locations to the 
Nordic region, g iven it s st ronger rela-
t ive risk-adjusted returns. In short, the 
region is gett ing an even larger sl ice of 
an expanding pie, which expla ins why 
another new record investment volume 
was reached in H1 2016. In H1 2016, EUR 
18.6 bi l l ion of rea l estate was transacted 
across the region and while activity slowed 
over Q3, at EUR 26.5 bi l l ion for the year 
to date, volumes remain on a par with 
2015 (see Chart 5).19 The slowdown in 
act iv it y i s driven by a lack of product 
ava i labi l ity rather than by any easing of 
investor appet ite. It a lso may ref lect a 
t ightening of lending criteria.

Sweden continues to account for the larg-
est proportion of investment, accounting 
for 46% of Nordic investment over 2016 
to end-Q3. A lthough investment volumes 
in the region have been high in recent 
years, the year-to-date volume of EUR 
12.1 bi l l ion is some 44% higher than the 
previous record investment level reached 
in 2014.20 Portfolio transactions continue 
to dominate, accounting for almost 60% of 
investment by value at end-Q3. In H1, the 
Castel lum portfolio transaction skewed 
activity to the of f ice sector, a lthough res-
identia l portfolios were a lso a signif icant 
aspect of the market. In Q3, residentia l 
dominated while the sa le of Starwood ’s 
retail portfolio bolstered the retail sector’s 

19  CbRE (2016), 
Nordic Investment, 
MarketView, Q2; 
CbRE (2016), 
Nordic Investment, 
MarketView, Q3

20  CbRE (2016), 
Nordic Investment, 
MarketView, Q2; 
CbRE (2016), 
Nordic Investment, 
MarketView, Q3

Chart 5: Investment Volumes by Market Q1-Q3 
2016 (EUR million)

Sources: Genesta, 2016; CBRE, 2016
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share of act iv it y. The greater emphasis 
on residentia l and portfolio transactions 
i s re su lt ing in a wider d ist r ibut ion of 
act iv it y beyond the three major cit ies. 
This a lso fol lows a divergence of investor 
st rateg ie s depending on r i sk appet ite. 
Core, income return focused investors are 
prioritizing income security over location 
a s they move a l it t le up the r isk curve 
in search of y ield. This is manifest in a 
sea rch for good-qua l it y a sset s secured 
on longer leases to low-risk, of ten public 
sector, tenants in secondary cit ies. For 
va lue-add investors focused on restoring 
income security through refurbishment 
programs and leasing strategies, a strong 
location is an important ba lance to risk.

Denmark and Finland account for 20% 
and 17.4%, respectively, of activity in the 
region and investment volumes reached 
a l so represent record level s of market 
activity. Like Sweden, these markets have 
also been bolstered by growing numbers of 
large portfolio sa les. A lthough the of f ice 
sector accounts for the la rgest share of 
act iv it y, the re sident ia l sector ha s in-
creased it s share of Nordic investment 
to approximately 30% in 2016 to end- 
Q3. Its share of act iv ity is part icularly 
high in Denmark, where the residentia l 
sector accounted for 49% of act ivity to 
Q3 2016. Investors are attracted to the 
strong underlying fundamenta ls of stable 
ca shf low generat ing a sset s in a region 
where strong levels of urbanization and 
population growth across major cities have 
resulted in a housing shortage.21

The strength of investment act ivity in 
Finland is perhaps surprising, given weak 
occupier fundamentals. The transaction 
volume reached EUR 4.5 bil l ion by Q3 
2016, putting the market on track to reach 
a record investment level in 2016. Inves-
tors are attracted by the relatively strong 
underlying fundamentals of the residential 
and retail sectors, which account for a high 
proportion of activity. In addition, yields 
for prime, income secure assets of fer a 

premium in comparison to other markets 
with stable f inancia l economies.

Investment volumes in Norway account 
for 22% of the act ivity and represent a 
decline fol lowing an exceptionally strong 
H2 2015.  Inve s tor  appe t ite  rema in s 
st rong, par t icu la rly f rom cross-border 
investors seek ing h igh-qua l it y a s set s , 
but the ava i labi l it y of such product i s 
low. While there have been a number of 
large transactions, there has been a sharp 
fa l l  in dea l s i ze ,  with the major it y of 
investments being for assets of less than 
EUR 60 mil l ion.

2.2 Pricing
The very high volume of capita l targeting 
the rea l e state sector cont inues to put 
pressure on pricing part ly because there 
i s a lack of suitable a lternat ive invest-
ments. With bond rates fa l l ing between 
0% and 1% across the Nordics, rea l estate 
provides a much required income yield 
to institutiona l investors. These low-risk 
investors are seeking prime, income secure 
a sset s that behave simi la rly to bonds, 
of fering stable and predictable cashf low. 
Investor demand has outstripped supply, 
compressing cap rates. While prime yields 
are at a l l-t ime lows in some markets, the 
wide spread with bond rates ref lects in-
vestor discipline and perhaps the higher 
marginal cost of debt relative to pre-crisis 
rates (see Chart 6 and Chart 7).

Clearly, the relat ivity of secure rea l es-
tate and other f ixed income instruments 
is driving pricing in the prime market. 
Through this lens, pricing is rational. The 
right to a longer-term cashf low agreed in 
a lease to a public entity or multinational 
corporation is so secure that its risk is only 
marginally impacted by rea l estate market  
prospects. The residual va lue is protected 
by the strength of the locat ion and it s 
proport ion of va lue decreases inversely 
with lease length. Rea l estate prospects 
are of greater importance when pricing 
ref lects a capita l growth requirement.

21  NewSec (2016), 
Nordic Property 
Outlook, Autumn
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Moving gradua l ly up the risk curve, rea l 
estate changes its f inancial characteristics. 
Many factors impact upon the security 
of income that reduce rea l estate’s f ixed 
income characterist ics, including shorter 
leases, good but less secure tenants and 
bui ld ing qua l it y. The st rength of rea l 
e s tate prospect s a f fec t s  the degree of 
r isk exposure. For example, rea l estate 
prospects determine the probabi l it y of 
re-lett ing an asset at an acceptable rent 
in the open market. Fixed income style 
investors are narrowly focused on secure 
ca shf low. As a resu lt , there i s reduced 
pressure f rom the increa sed weight of 
capita l from such investors beyond prime 
assets. However, from a rea l estate per-
spective, the yield movement and spreads 
bet ween market s  i s  not expla ined by 
dif ferences in rea l estate fundamenta ls. 
For example, since H1 2014 the spread  
between prime off ice yields in Stockholm 
and other Nordic cit ie s ha s narrowed, 
while the dif ference in rental performance 
prospects has widened. Indeed, over the 
same period prime of f ice renta l growth 
of 32% has been achieved in Stockholm 

compared with broadly stable prime rents 
in Copenhagen and Helsink i.22

Dif ferences in rea l estate fundamenta ls 
are more evident in the pricing of prime 
and secondary assets, and to a lesser extent 
between prime and secondary markets 
within and between countries. For ex-
ample, the CbD, adjacent suburbs and 
prime suburbs markets in Stockholm have 
a l l achieved prime renta l growth of 32%, 
17% and 18%, respectively, between Q4 
2013 and end– Q2 2016.23 In contra st , 
prime rents in corresponding submarkets 
in Helsinki have remained largely stat ic, 
with the exception of the Centra l suburb 
(excluding CbD). The y ield spread be-
tween the CbD submarkets in the two 
cit ies has narrowed by 70 bps over the 
same period, whi le the spread between 
Stockholm CbD and it s prime suburbs 
has narrowed by only 40 bps (see Chart 
8). However, the comparative yield spread 
in Helsink i has widened by 5 bps. These 
yields ref lect wel l-leased, Grade A assets 
in each submarket. The yield spread be-
tween Grade A and Grade b assets is larger 
and much wider in non-prime locations 
with weak rea l estate fundamenta ls.

22  JLL (2014), Nordic 
City Report, Spring; 
JLL (2016), Nordic 
City Report, Autumn

23  Catella (2014), 
Property Market 
Trends, Spring; 
Catella (2016), Market 
Indicator, Finland, 
Autumn; JLL (2014), 
Nordic City Report, 
Spring; JLL (2016), 
Nordic City Report, 
Autumn

Chart 6: Bond Yield Spread 2004-2015 H1 (%)

Sources: Genesta (2016); Danske Bank, October 2016
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Chart 7:  Prime O�ce Yield Movement 
2000-2016 Q3 (%)

Source: Genesta, 2016
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Chart 8: Yield Movement and Rental Growth by 
Selected Markets End-2013-2016 H2 (%)

Source: Genesta, 2016
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