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What is Real Estate? 

Real estate is probably the oldest and most traditional asset class. Wealth has been measured by land ownership 
for centuries, however over the past 300 years our economy has changed from a society whose prosperity was 
based purely on the ownership of land, to a society based on the ownership of legal entities. Equities and bonds 
are now the "classic asset classes", resulting in real estate being considered more of an alternative investment. 

The individual segments of the real estate asset class include residential, office, retail, industrial, logistics and 
hotel properties as well as other special-purpose properties (e.g. nursing homes, hospitals, educational facilities, 
etc.). The above-mentioned asset segments are subject to partially diverging real estate economic trends.1   

What Strategies, Categories and Vehicles of Real Estate Equity and Real Estate Debt are established 
in the market? 

Alongside the use of equity, access to debt capital is essential for the real estate industry, particularly in order 
to implement investment projects. With regard to the origin of debt, one can expect that the long-term shift 
away from banks to private lenders will continue.2 

Direct Investments: A direct investment in the form of the purchase of a property is the oldest form of real estate 
investments. Direct investments in real estate are usually of a long-term nature and both equity and debt fi-
nanced. They can be accomplished by the investors themselves or together with other legal entities (e.g. in the 
form of a joint venture).  

Open & Closed Real Estate Funds: Real estate funds (debt & equity) generally fall within the scope of the KAGB 
and are available both as open-end and closed-end mutual funds (AIF) as well as open-end and closed-end spe-
cial AIF. They serve as capital accumulation points where individual capital sums of different investors are bun-
dled in a pool, allowing for the realisation of larger projects. As a rule, asset diversification takes place within 
the fund portfolio through investments in various real estate projects, thus reducing the overall risk for the 
individual investors.  

In contrast to direct investments, real estate financing for funds is mainly provided through equity. In a similar 
way to a direct investment, closed-end real estate funds are much more illiquid than their open-end counter-
parts. However, liquidity may also be limited in open-end real estate funds, as unit sales may only be possible at 
discounted prices in tense market situations, or, in the worst case, the redemption of units may be temporarily 
suspended. 

Real Estate joint-stock companies and Real Estate Investment Trusts (REITs): Real Estate joint-stock companies 
are companies that are predominantly invested in real estate and are managed in the legal form of a joint-stock 
company. A special form of real estate joint-stock companies are REITs, which differ from traditional real estate 
joint-stock companies in a number of special features (minimum distribution of dividends, minimum diversifica-
tion, high equity ratio, etc.).  German real estate corporations and REITs have the advantage of offering investors 
a high degree of liquidity through their stock market listing.  

Other Forms: In addition, real estate is financed via crowd-investment models, fund of funds, indirect real estate 
funds (via derivatives) and smart contracts (blockchain and tokenisation).  

Open-end real estate funds, real estate joint-stock companies, and REITs reduce the investment risk by increas-
ing the number of properties in a portfolio. Nevertheless, the individual investment vehicles in some cases con-
siderably differ in their portfolio allocation. While open-end real estate funds generally have a highly diversified 
portfolio in terms of real estate segment and domicile, real estate joint-stock companies and REITs often spe-
cialize in one segment, city or region. 

 
1 For example, online trading (e-commerce) has a drastic effect on the development of retail properties (displacement of stationary trading), but in return 
has positive effects for logistics properties due to additional demand for storage space. Demographic change, in turn, has an impact on the requirements 
for residential property. These include the growing number of (single) private households as well as the increasing demand for living space in metropolitan 
regions or residential units suitable for the elderly. 
2 BAI e.V. (2020): Information brochure Private Debt. 
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Which Institutional Investors Invest in Real Estate and Why? 

Real estate investments are among the central allocation components in the portfolios of institutional investors. 
The world's largest investors in real estate include public and private pension funds, sovereign wealth funds, 
foundations and insurers. Asset managers, pension funds, companies, banks (proprietary trading) and family 
offices also use real estate investments as an admixture to their portfolios.  

Predictable income and generally stable value developments make real estate a sought-after investment. It is 
also a popular building block in multi-asset portfolios, contributing to diversification and thus to risk minimiza-
tion of the overall portfolio. Moreover, compared to other asset classes, real estate is considered a priority asset 
for inflation hedging. The historically low interest rates set by the central banks have also contributed to the fact 
that real estate investments have become much more attractive in recent years.  

What Role do Real Estate Investments Play in Germany?  

The economic situation must always be taken into account when investing in real estate. Continued economic 
growth in Germany since the financial crisis has contributed to the current boom in the sector. However, in-
creased construction costs and reduced availability of free construction capacity have not only led to increased 
investment costs and, in some cases, lower profitability, but also to bottlenecks in the realization of new con-
struction projects. German investors have increased their share of real estate portfolios over the past ten years 
and plan to increase this share further.3 

The steadily decreasing supply of risk-adequate investment properties in recent years is, however, slowing down 
the investment plans of many institutional investors, especially since the development of purchase prices and 
new contractual rents for residential properties, for example, have been increasingly divergent since 2010. The 
current prices are based on the expectation of low interest rates in the future and continued low vacancy rates 
with high demand. However, there is still a shortage of office, logistics and residential properties in the German 
metropolitan regions, so that a significant reversal of the trend in pricing on the German real estate market 
cannot be assumed any time soon. However, it is not possible to quantify the possible medium to long-term 
negative effects of the corona crisis on the real estate sector. 

What is the Public’s Opinion on Real Estate? 

About 40% of the global consumption of raw materials and energy and one third of all CO2 emissions are at-
tributed to real estate. For this reason, almost three-quarters of investors see slight to strong climate-related 
risks for their property investment portfolio in the next five years. Institutional investors are therefore likely to 
take even greater account of environmental, social and corporate governance (ESG) requirements in their prop-
erty investments.4 

A controversial topic of discussion to date is the "Mietpreisbremse" introduced in 2015. With the “Mietrechtsno-
vellierungsgesetz”, provisions on the maximum rent in the event of re-letting of residential property not subject 
to fixed prices were inserted into the German Civil Code (BGB). Additionally, Berlin was the first federal state to 
introduce a so-called “Mietendeckel” in January 2020, with the intention of preventing rents in Berlin from rising 
for five years. Moreover, existing rents may be reduced under certain conditions. Such strong regulatory inter-
vention poses a considerable risk to investors' ability to plan their cash flow, and market intervention on such a 
scale also has a negative signal effect on Berlin as a business location.   

Status: April 2020 

 
3 BAI e.V. (2019): BAI Alternative Investor Survey 2019. 
4 PwC and the Urban Land Institute (2019): Emerging Trends in Real Estate® Europe 2020, London. 


