russia

conservative money is back
International investors were at the heart of some of the biggest deals in Russia
last year but domestic players are becoming a growing force
BY jeff funnekotter
The Winter Olympics in February may have
turned the spotlight on Sochi and the Krasnodar region, but many international property investors in Russia still head for the two
biggest cities Moscow and St Petersburg. Despite representing only 15% of the country’s
population, the two make up 93% of total
real estate investments, according to research
from Colliers International.
What’s more, foreign players are at the forefront of the transactional activity, as two big
deals concluded in Moscow last year illustrate. The sale by Morgan Stanley Real Estate Investing (MSREI) of a stake in the giant
Metropolis mall for around €1 bn was one of
the top three single-asset deals recorded for
Europe as a whole in 2013 by PropertyEU.
The disposal, which followed the acquisition
of the shopping centre for an estimated €770
mln at the beginning of the year, was an entirely US aﬀair: MSREI sold its stake to a joint
venture between US property company Hines
and California pension giant Calpers.

In the second deal, Russian investor 01 Properties purchased the White Square business
centre in Moscow from a consortium between US developer AIG/Lincoln, Russian
investment bank VTB Capital and US private
investment firm TPG Holdings. According to
Jones Lang LaSalle which brokered the €774
mln transaction, there was fierce domestic
and international interest in the asset.
safer money
The deals highlight a trend towards larger
transactions and safer money in the Russian
market, participants at PropertyEU’s Russia
investment briefing held in London in early
February heard. ‘The players are becoming
much more professional,’ Nikolay Kazanskiy,
managing partner for Russia at Colliers International and a member of the panel, said.
‘When such conservative money is coming in
[to the market], it is a great sign,’ he noted,
referring to MSREI’s partial sale of the Metropolis mall to Calpers.
Of the big three investors in Russia last year
(O1 Properties, MSREI and Austria’s CA
Immo), only O1 is a domestic company. Sev-
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enteen foreign firms were among the top 20
investors, according to Colliers data, underscoring the seemingly strong international
confidence in the market. At the same time,
chairman Nigel Wright of Mirland Development Corporation warned of the emerging
predominance of Russian domestic investors. This, he said, means that in some cases
‘you either will not see the best deals because
they’ve already gone, or you will see them but
you won’t be able to move quickly enough; local investors understand the deal inside and
out, and with less due diligence required’.
Besides 01 Properties, other Russian players
include BIN Group and VTB Capital.
Whatever the source of the capital, Russia’s share of the investment pie in Central and Eastern Europe is growing. Russia represented 40% of the entire CEE
deal volume in 2013, compared with 16%
before the financial crisis, indicating that
the country is becoming increasingly dominant in the region. The overall volume
of transactions across CEE amounted to
€11 bn at end-2013, a 22% increase over 2012
and one which compares favourably to Europe’s 17% increase over the same period.
industrial leads the way
In terms of yields, the industrial sector is leading the way at 11% over the past four years,
with yield stability expected to continue in
2014. Retail and office yields are expected to
remain steady as well, at 9% and 8.5% respectively. Increasing demand for modern
warehousing across Russia from retailers and
third-party logistics providers (3PLs) is creating interesting opportunities in the smaller
regional cities.
Russia is currently underpenetrated relative
to its global peers in terms of e-commerce;
with a 44% compound annual growth rate in
online sales expected by 2020, the need for
modern warehousing facilities is likely to increase significantly. While Moscow currently
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dominates the market with 66% of modern
logistics stock, more aﬀordable options – and
therefore opportunities – for these facilities
may be found outside the capital city.
retail is big play
But the panel’s general consensus is that retail
in the regional cities oﬀers the most attractive
investment potential. Panellist Timothy Fenwick, managing director at Quantum Potes,
put it succinctly: ‘The big play is undoubtedly
retail.’ In the longer term, a number of cities outside Moscow and St Petersburg may
oﬀer good growth prospects in this segment,
the briefing heard. Ten other cities across the
country currently have a population of a million people or more (millioniki cities), and
most, if not all, are underdeveloped in terms

There are areas where treading more cautiously is advisable, the briefing heard. A
slowdown in Russia’s economic growth rate
to between 1.5 and 2% as a result of lower oil
prices and higher domestic supply in the US
has aﬀected rental conditions, particularly in
the major cities. The office markets in Moscow and St Petersburg are showing signs of
stagnation with demand falling and vacancy
rising, according to Colliers’ analysis.

of office and retail space. Colliers’ Kazanskiy added: ‘It’s not just the 1,000,000-plus
or even 500,000-plus cities, but in the past
few years developers are coming in to cities
of 200,000 or more inhabitants’.
Meanwhile, although not analysed explicitly
during the briefing, the middle residential
market is an attractive play, according to Mirland’s Wright. He oﬀered this advice: ‘We are
a huge believer in the future of Russia. But
you have to have a long-term perspective,
and you have to have people on the ground.’
Damian Harrington, regional director of research at Colliers International and keynote
speaker, affirmed the growing foreign investment confidence. ‘It is just a case of institutional investors getting more comfortable
with the market,’ he said.

economic diversity
However, signs of economic diversity beyond
oil and resources are appearing which may
help to stem the decline. Occupational growth
on the office side will be driven by this diversity, in the expanding office-related industries
of banking, finance, IT and telecoms. A deal
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left to right: damian harrington (colliers); gordon black (heitman); timothy fenwick (Quantum potes); nikolay kazanskiy (colliers); simon allan (goltsblat blp)

in 2013 for 50,000 m2 of Moscow office space
by Yandex, the country’s largest internet and
telecoms operator, is a prime example. For the
majority of foreign investors, Gordon Black,
co-head of Europe at Heitman, suggests that
investing through a fund or through public
companies with local activity is the best way
to get into the Russian market.
lack of transparency
On the political front, the primary disadvantages include an autocratic-style government
and accompanying lack of transparency
which can be difficult for foreign investors to
navigate. Whether these concerns reﬂect the
reality is another matter. Both issues can be
barriers to entry for an outside investor, for
whom political stability and transparency are
especially important in today’s crisis-shaken

markets. Despite these factors, the decision
by the government to conduct business using
English law does enable legal transparency,
providing a measure of comfort to some.
The perception versus reality aspect was referred to in the panel discussion a number of
times. As far as the spectre of corruption is
concerned, Simon Allan, partner at Goltsblat
BLP, noted that he had heard of it occurring
but had not seen it himself. ‘It’s perfectly possible to get on without doing things improperly,’ he said, adding that while it is not like
doing business in Germany or the UK, ‘the
Russian system is much more robust, transparent and eﬀective than in places like China
or India. If you navigate with care you should
be fine’. His views were shared by Quantum
Potes’ Fenwick, who summed up Russia as
follows: ‘Lots of opportunities, but there are a

sochi makeover
the colossal eﬀort to remake sochi into a year-round tourist destination will either be
viewed as a positive indication of russia’s ability to modernise and participate on the
world stage, or as a reinforcement of the perception of the country as an autocratic, overspending bureaucracy.
by the number of new projects alone, it seems impressive: 350 kilometres of new roads,
200 kilometres of railway lines, 55 new bridges, 22 tunnels, a thermoelectric power station, 17 electric power stations, a new highway corridor and an oﬀshore terminal at sochi
airport. a number of commercial real estate projects and shopping malls, medical centres
and a university have also been completed or being built. the reported tab of all this is
in the €50 bn range. in addition to the winter olympics, the formula 1 grand prix makes
its return to russia in 2014 and the country plays host to football’s world cup in 2018.
whether all this attention will attract or deter additional investment remains to be seen,
but the country seems determined to be a presence on the world stage.
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few pitfalls; you need to be a little bit careful’.
With 19 years of experience in the country,
Fenwick said he had yet to be exposed to any
incidents of corruption. ‘It is often the international players rather than the Russians that
have taken shortcuts,’ he said.
Heitman’s Black characterised the political
risk as follows: ‘It is a factor,’ he said, citing
the situation in Georgia in 2008 as an example. ‘The situation does seem a little unclear
right now,’ he noted, adding that he expected
it to stabilise. Other conditions that may give
investors reason to hesitate include the significant infrastructure required to build up the
market in the regional million-plus cities outside of Moscow and St Petersburg. The heavy
lifting required in the short term to build up
these areas may scare oﬀ some investors looking for quicker returns.

russia at mipim
130+ exhibiting companies
3 days of dedicated conferences and
project presentations
tuesday 11 march
Russian Day
Russian Breakfast & Russian Collection
Dinner
wednesday 12 march
Best Russian Project Award presented at
the MIPIM Awards
More information on the MIPIM Zoom on
Russia blog: www.mipimworld.com
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turkey

long-term outlook remains bright
Turkey’s recent political and currency instability will do little to
dampen investor interest in the long term, say market experts

finl a nd

BY jeff funnekotter
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Last year’s civil unrest in Istanbul and a
r u s slira
ia
sharp fall in the value of the Turkish
against the euro and dollar earlier this year
will not dent the long-term outlook for Turkey and its real estate market. That was
one of the key messages to come out of an
investment briefing on Turkey organised
by PropertyEU in London in late February
together with the Turkish Embassy and the
Turkish Prime Minister’s Office.
It was attended by the Turkish ambassador
to the UK Unal Cevikoz and other high-level
Turkish government officials as well as representatives from international real estate
investment and development companies
active in the country. Panel members included Ahmet Iplikci, senior adviser at Turkey’s Investment Support and Promotion
Agency ISPAT; Ahmet Ihsan Erdem, project
director
atova ISPAT; Anthony Khoi, president
m ol d
of Aerium Turkey; and Jason Lucas, president of Amstar Global Advisers. Other parsi a
ticipants included representativesr usfrom
the

Central Bank of Turkey, Benson Elliot, Jones
Lang LaSalle, CPPIB, Evans Randall and
Europa Capital. Strong fundamentals in the
form of solid economic growth over the past
decade, coupled with a young and growing
population and a burgeoning middle class
will continue to underpin the country’s
retail property market in particular, the
briefing heard.
In a keynote presentation, Aerium’s Khoi
pointed to the ‘tremendous’ economic
growth over the past decade which had
seen per capita GDP increasing by over
300% from 2002 to 2012. Further growth
is expected in the next five years, from the
current level of over $10,000 (€7,200) to $
14,000 (€10,100). Also bolstering economic
stability is a strong banking system with
high capital adequacy ratios. Add in a competitive labour force, with half the country’s
population under the age of 30, and the
rationale for investing in Turkey is compelling. Robert Bonwell, CEO of EMEA retail
at Jones Lang LaSalle, expressed Turkey’s
recent track record as a sign of confidence:
‘The country’s been on a fantastic stretch in

recent shopping centre completions

turkish retail market will
continue to perform
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retail strength
Unsurprisingly, given the wave of shopping
centre development seen in the country in
recent decades, retail was the primary focus
of the panel discussion.
In what could be defined as something of a
boom, 100 shopping centres are or will be
under development in the next three years.
Gross leasable area (GLA) has increased
dramatically in the past decade, making
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recent years, it’s been performing brilliantly’. He expects more clarity and stability after the local elections at end-March and the
presidential elections this August.
There was consensus among the panellists
that the medium- and long-term outlook for
investment in Turkey is still very positive.
‘We are still big believers in Turkey,’ said
Amstar’s Lucas. ‘Our forecast is that Turkey
is going to bounce back [ from current instability]’, he noted, citing the negative GDP
growth in 2009 that was quickly followed
by 9% growth in 2010. ‘We plan to invest
a couple of hundred million dollars in the
next two to three years.’

• Strategic geographic location between
europe, asia and the middle east
• Opportunity to reach 1.5 billion
consumers and markets with
a $25 trillion size – in 3 hours
• Over 40 million international tourists
expected in 2014
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left to right: ahmet ihsan erdem (ispat); anthony khoi (Aerium turkey); ahmet iplikci (ispat); jason lucas (amstar); unal cevikoz (turkish ambassador to the uk)

the country Europe’s most active shopping
centre development market in 2013. Retail
in Turkey is growing faster than the retail
markets of most European countries.
Of the TL 40 bn (€13 bn) invested in the retail industry, close to €4 bn comes from foreign investors, primarily from the US, the
Netherlands, Germany and the UK.
strategic location
Besides Aerium and Amstar, active players
in Turkey include Corio, Vastned, Pradera,
Blackstone and Union Investment. Middle
Eastern investors also have a sizeable presence in the market due to Turkey’s unique
geographic position between Europe, Asia
and the Middle East. Indeed, much of Turkey’s foreign investment comes from the
vast reserves of liquidity in the Gulf countries. Middle Eastern players long active

in the market include Dubai-based Emaar
Properties, developer of the Emaar shopping centre and Emaar Square luxury residential scheme in Istanbul, and fellow native Deyaar Development.
Others include Wafra Real Estate, a Kuwaiti
property developer, and Saudi Arabia’s Jadwa Investment, a Shariah-compliant investment bank. Further east, Russia’s Sberbank
is also looking to expand into the Turkish
market. In many cases, developers and investors are following the growing stream of
multinational companies that are establishing a base in Istanbul, drawn by the proximity to cities in Russia and the Middle East.
Examples include GE Healthcare, Microsoft, GlaxoSmithKlineMicrosoft and Nestlé,
along with newcomers from the banking
and insurance sectors. Auction house Sotheby’s has also set up shop in Istanbul, one

Turkish retail market will continue to perform
positive
economic
outlook

significant
domestic
market

Turkish economy is expected to grow by 4.0% for the year 2014,
GDP per capita is expected to reach $14,000 USD in the next 5 years
35 million internet users in 2013, up from 4 million in 2002
68 million mobile phone subscribers in 2013, up from
23 million in 2002
57 million credit card users in 2013, up from 16 million in 2002

Half of the population under the age 30
competitive Approximately 500,000 students graduate annually from over
	
labour
170 universities (2013)
force
More than 700,000 high school graduates (2013)
source: aerium
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of a band of international luxury names
keen for a foothold as incomes rise.
ULI and PricewaterhouseCoopers’ Emerging Trends in Real Estate report ranks Istanbul as the seventh-highest European city in
terms of expectations regarding amount to
be invested, rents and capital values. This,
coupled with the fact that Turkey has higher investment yields than many European
countries, has resulted in growing attention
from international investors.
With 24 cities in Turkey without an existing shopping centre, opportunities in retail seem to abound. Outside of Istanbul,
a number of cities with a million or more
inhabitants such as Adana are capturing the
interest of companies like Amstar, which
has invested €95 mln in three shopping
centre developments in the cities of Samsun, Maras and Urfa.
international retailers
International retailers have also expressed
confidence in Turkey. Deichmann opened
44 stores in 23 Turkish cities last year with
plans for 200 more over the next decade.
Other high-profile brands that have opened
stores in the country in the past three years
include H&M, Victoria’s Secret, Michael
Kors and Bath&BodyWorks. Chanel and
Hermès are also expanding their presence
with new stores.
Opportunities exist beyond retail as well.
‘We see a big opportunity in Istanbul residential real estate, especially with redevelopment projects,’ said Amstar’s Lucas.
Logistics facilities and investments, on the
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Some 3.7 million m2 of shopping centre space is
under construction in Turkey and over 100 malls
will be developed in the next 3 years.

other hand, are more difficult, he noted.
‘Land prices in Istanbul make logistics economically unfeasible. To do logistics you
need pretty cheap land pricing, which we
haven’t found in Istanbul.’
AREAS OF ConcerN
As with many emerging markets, the three
primary areas of concern in Turkey relate
to politics, currency risk, and ease of doing business. From a currency risk perspective, Lucas believes that at the current
three-to-one ratio of the lira relative to the
euro, investment in the market remains
sustainable. But ‘if there is another big leap
in devaluation, it’s going to put pressure on
our tenants, who are going to want rent discounts.’ On the other hand, the upside to
the current relatively weak currency is that
foreign investors with a stronger currency
can now get more for their money if they
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Average inflation fell sharply in Turkey in the period 2002-2012. Turkey’s economic performance
has been exceptional among BRIC countries in

want to access the market.
Lucas also cited bureaucracy as an issue at
present, with ‘zoning approvals and construction permits currently being delayed or
getting pulled.’ This, he noted, means that
‘our development partners and other groups
are not able to get projects to a “shovel-ready
status” for us to invest in’.
On the other hand, investment procedures
in Turkey compare favourably to that of
other emerging markets. Referring to challenges in India, Ukraine and Russia, he
noted: ‘We have had the best investment
experience in Turkey’. He also spoke highly
of what he calls the ‘entrepreneurial spirit
of the country’, and added ‘we’ve felt very
welcome there as an investor’.
LOOKING AHEAD
According to Aerium, the short-term outlook for Turkey is stable, although investors
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the last decade. Following a dip in 2009, GDP per
capita is expected to grow to $14,000 (€10,100) in
the next five years.
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are taking something of a ‘wait and see’ approach. For 2014, retailers’ demand for new
and existing local and international brands
is anticipated to stay strong. Prime rents are
not expected to change much in the short
term, and the same applies to prime investment yields. The European fund manager
also expects retail sales to increase by 10%,
from $320 bn to $350 bn (€232 bn to €254
bn). And in terms of supply, Turkey will continue to enjoy one of the strongest shopping
centre development pipelines in Europe.
Aerium sums up the short-term outlook as
follows: ‘For the short term, political stability, financial sustainability, transparency, security of investment, acceptable prices and
market liquidity will be the major considerations for international investors.’

turkey at mipim
1 ,000 m² turkish pavilion
including dedicated conference
programme

Recent challenges

wednesday 12 march:
• Turkish Day

• Restrictive legislation on credit cards may adversely affect the retail

thursday 13 march:
• Networking cocktail in the
Turkish Pavilion

sector in the short to medium term
• Increase in foreign exchange rate changes may provide additional
pressure for some retailers due to higher rental values in local currency
• Higher interest rates are expected to have adverse effects both on retailers’
expansion plans and also on shopping centre projects
• Political elections’ impact on investments, consumption and business activities

• B
 est Turkish Project Award
presented at the Mipim Awards
More information on the MIPIM Zoom on
Turkey blog at http://blog.mipimworld.com

source: aerium
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