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European Property Market Report

Real estate market review and outlook

Recent market movements

Despite the turmoil in wider financial markets, conditions in prime real estate markets
continued to improve over the course of Q2, both in investor and to a lesser degree
occupier mark ets. Yields were stab le in most markets over the q uarter with
compression recorded in a minority an d o utward mov ement very rar e. Investment
volumes rose relative to Q1. Stability is also becoming increasingly common in rental
markets across the continent, particularly in the core markets, suggesting that we are
close to the tro ugh for occ upier markets. With income risks still elev ated, particularly
for secondary stock, investor demand remains heavily focused on prime property and
it remains too soon to talk of significant recovery for secondary assets.

Offices

Q2 broug ht further evid ence that the recover y p hase for prime office markets is

moving closer. The improv ed econ omic b ackdrop is be ginningtosh owupi na
stronger labour market an d a pick-up in office demand. Prime re nts were stable in
most markets over the course of th e quarter, though P aris saw rental uplift for t he
second co nsecutive quarter on th e b ack o f decli ning v acancy. Sl uggish eco nomic
recovery means that a rapid pick-u p in rents is not likel y in most markets in the near
term, ho wever, thoug h low development le vels d o prov ide cons iderable supp ort in
most markets. Prime office yields moved lower in a number of markets over Q2.

Retail

In aggregate, unemployment appears to have stabilised across the Euro-zone as a
whole, though this masks wide variations at a national level. Germany, in particular,
stands out for its robust labour market per formance, boosting the defensive qualities
of this market. In Spai n, meanwhile, labour market conditions are particularly weak.
Most markets saw stable rents over the course of Q2, though some of the markets in
Europe’s tro ubled periphery saw decline and downward rental pressure is likely to
remain a feature of some of these markets in the n ear term. The credit crunch and
occupier downturn have led to a sh arp decline in retail completions and this should
support an eventual recovery in rental values.

Industrial

Industrial production co ntinues to r ecover from the e xtreme downturn of 2 008-9,
particularly in Germany and to a lesser degree across most of the rest of Europe. This
improvement is feeding through to a pick-up in demand in Germany. Headline rents
were unchanged in m ost m ajor m arkets during the sec ond quarter and h ave not
declined as significantly as expecte d during this downturn. Whilst leasing conditions
are improving, robust rental growth does not yet appear imminent in most markets.

Summary

The financial t urbulence of Q2 high lighted the fragilit y o f the Europe an econ omic
recovery and, whilst our central expectation remains for an extended period of sub-
trend growth rather than anything worse, d ownside risks have increased. Extremely
low interest rates have generated favourable relative pricing conditions for real estate
and recovery in prime pr icing is ong oing. Occupier mark ets, though stil | weak, are
showing s igns of bottomi ng out, an d re ntal rec overy is prob ably moving c loser,
though it is likely to be relatively muted in most markets when it com es. Given the
increased ec onomic d ownside r isks, p articularly on Euro pe’s pe riphery, our
preference for the core markets of Ge  rmany, F rance, Bene lux a nd Nordics h as
increased.
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Prime investment and markets
tended to strengthen in Q2
despite wider financial
upheaval

Office rental recovery moving
closer though rapid turnaround
not expected

Retail rents stabilising in
“core”, still falling in parts of

“periphery”

European industrial activity
recovering, led by Germany

Strengthening return profile
expected but downside risks
have increased
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Summary statistics

IPD All-property returns in local currency

Total return % 2006 2007 2008 2009

Denmark 17.8 10.2
Finland 10.1 11.3 5.1 3.8
Norway 17.6 18.3 -4.6 4.8
Sweden 16.2 14.9 -3.3 1.4
France 21.7 17.8 -0.9 -1.4
Germany 1.3 4.5 3.5 2.5
Netherlands 12.5 11.3 3.3 -0.2
Belgium 8.9 9.9 4.3 3.4
Austria 6.7 6.8 3.7 3.9
Portugal 12.0 12.4 2.6 0.0
Spain 17.4 12.9 -2.8 -9.4
Ireland 27.2 9.9 -34.5 -23.3
UK 18.1 -3.4 -22.1 3.5
Switzerland 5.9 7.1 6.1 5.5
Italy 8.1 9.1 2.3 0.8
IPD Euro-zone 10.1 9.9 1.5 0.2
All IPD Europe* 13.3 5.9 -4.0 1.4

*Uses Euro-denominated weights

Source: IPD

European prime rents and yields as at Q2 2010

_

Ren 0
Amsterdam 330 5.65 2700 4.25 67 7.80
Barcelona 246 6.00 2040 5.75 78 8.25
Berlin 240 5.40 2940 4.90 55.2 7.50
Brussels 265 6.25 1600 5.00 44 7.50
Budapest 240 7.75 1080 7.25 54 9.25
Dublin 376 7.50 2468 6.25 82 9.00
Frankfurt 456 5.30 3240 4.60 70.8 7.25
London (City) 658 5.50 1450 5.75 164* 6.50*
Madrid 348 6.00 2796 5.75 78 8.00
Milan 520 5.75 3700 5.50 57 7.75
Munich 354 4.90 3600 4.50 76.8 7.25
Paris 770 5.10 6300 4.90 80 7.25
Prague 252 6.85 2040 6.75 57 8.75
Stockholm 431 5.25 1208 5.25 52.5 7.50
Warsaw 276 6.60 960 6.50 60 8.25

Source: CBRE, Aviva Investors, Q2-10
Rents are Euro per square metre per year, * Figure is for London Heathrow
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Economic overview

e  Whilst econ omic recover y i s continu ing i n the Euro-z one, it remai ns some what Euro-zone proving something
sluggish overall. The Euro-zone recorded real GDP growth of just 0.1% q-0-q in Q4 of weak spot in global
2009 and 0.2% in Q1 2010. The manufacturing sector, particularly in Germany, has recovery
recovered ro bustly, a ided by astron gturnaro undin thegl obaltrade and
manufacturing ¢ ycle. H owever d omestic dem and re mains weak acrossth e
monetary u nion, particul arly in the troubl ed “per ipheral” countries. In a glob al
context, the Euro-zone is proving something of a weak spot, even in the context of
sub-par recoveries in many developed economies. Growth in the US, for example,
though not currently sufficient to bring a pronounced turn in the labour market, has
been co nsiderably strongerinr ecentq uarters; a nd although rec ent c yclical
indicators have tended to ease back from strong levels in the region, growth is very
much stronger in developing Asia. We expect GDP growth of 1% in 2010 and 1.4%
in 2011 in the Euro-zone, compared to 3% and 2.6% in the US.

e In addition, the recent t ensions within the Euro-zone remain a co nsiderable risk to Sovereign issues are a risk to
the dur ability of the gl obal recover y. Whilstthe emergency m easures ofth e the durability of that recovery
European Central Bank (ECB) and the Int ernational Monetary Fund (IMF) in May
have helped to reduce the risk of sovereign default in the region, notably in Greece,
the outl ook r emains highly uncertain. In particular, the assistanc e p rovided t o
Greece is co nditional on the implementation of considerable fiscal reform and it is
too soon to say that such reform will be possible. Other peripheral zone members,
notably Spain, Portugal and Ireland, are also in the process of radical retrenchment
in or der t o m aintain bond markets’ fait h in th eir fisc al sustainability. Likewise in
these co untries, it remains a consi derable risk that this retrenchm entcannotbe
achieved and that a furth er bout of bond market u pheaval fo llows. Co ntagion to
other curre nt-account defic it econ omies o utside of the Eu ro-zone, notab ly the US
and UK would be a considerable risk under such a scenario. Rising bond yields,
elevated risk aversion and further banking stress could easily then derail the growth
recovery.

e  Whilst, in aggregate, growth in the Euro-zone is expected to be subdued in the next Divergence in growth

couple of years, this masks an e xpectation of considerable growth divergence at a amongst Euro-zone
national lev el. Broad ly, the “core” N orthern co untries are expected to fare economies expected
considerably betterth ant he “ peripheral” South erna nd W estern members.
Germany, in particular, exemp lifies th e co re. T he manu facturing and ex porting
sectors of its economy h ave recov ered strongly i n r ecent quarters, aided by the
strong recovery inthe Far East and its competitiveness in capital equipment and
high-tech sectors. Indicators such as the IFO (issued by one of German y’s largest
think-tanks) suggest that this strength should persistin the near term. I n contrast,
the troubl ed perip heral countries, even if the spectre of soverei gn
default/restructuring can be avoided, appear set for an extended period of economic
weakness. Irel and, in m any resp ects, e xemplifies th e difficulties faci ng th ese
economies. Whilst it has tak en considerable steps towards fiscal r etrenchment, it
remains mired in difficulties. This retrenchment continues to weigh on activity in the
economy and, combined with the ongoing bursting of the domestic housing bubble,
is ge nerating significant d eflationary pres sures. T his combin ation of falling output
and deflation makes achieving further fiscal adjustment all the more difficult.

e These tensions and th e | ikely div ergence in performance acr oss the Euro-zone Making life difficult for the
make it difficult for the ECB in attempting to devise a single monetary policy for such ECB; monetary policy to
a spectrum of cond itions. W hilst recovery in Germany argues for some tighte ning remain loose
now, recession and fiscal retrenchment in the periphery argue for a continuation of
extremely loose mon etary policy. Overall, we believe that weak growth, relativ ely
muted inflation and the considerable do wnside risks implied by the tensions within
the region mean thatthe ECB is lik ely to be very slow to raise interest rates. W e
expect the ECB Refi rate to remain at 1% through 2010 and to rise only to 1.75% by
the end of 2011.
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GDP - US and Eurozone
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Euro-Zone and German Manufacturing Production
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Bond and equity markets

T —— L

Nominal 10yr Bond Yield (US)

Nominal 10yr Bond Yield (GER) 4.3 2.9 34 2.7
Yield Spread (GER-US) (bps) 29 52 -43 -24
MSCI Europe Ex UK - Price Index (Local) 1347 743 920 913
MSCI Europe Ex UK — PE Ratio 13.6 9.0 23.6 16.0
S&P 500 Composite — Price Index 1468 903 1,115 1,121

Source: Factset, August, 2010

e Bond yields across the Eur o-zone and elsewhere h ave tended to m ove lowerin Bond yields have tended to
recent months. In fact, with the exception of a small number of countries over which move lower in recent months
bond mark ets still h ave considerable worries, bond yields remain rem arkably low
given the backdrop of widespread large fiscal deficits. The German 10-year bond
yield, for instance, at c2.7% on 2 August, is c10bps lower than three months earlier
and c70bps lower than at th e be ginning of the year. Greek bo nd yields have also
declined following the support measures put in place in early May by the ECB and
IMF. However, at ¢10.4% for a 10-year bond on 2 August, they remain elevated due
to uncertai nty over the Greek gov  ernment’s abil ity to impleme nt the austeri ty
measures that were necessary to secure the support package. Bond yields in Spain
and Portugal, other countries whose fiscal dynamics have caused some concern for
bond mark ets rece ntly, re main c onsiderably lower, atc4.2% a ndc5.2 %
respectively.

e Global e quity markets tended to rec over in July from the Q2 weakness that was Equity markets recovered

induced by the turmoil in Euro-zone bond markets. By the end of July, for instance, much of Q2’s losses in July
the MSCI Eur ope index had risen by almost 10% in local price terms fro m its lo w

point at the beginning of the month — though it was still c5% below its end-Q1 level.

This rally has been helped by the Greek support package, but also by solid earnings

numbers and generally favourable economic data. We continue to expect that, with

corporate profits beginning to ben efit from the recovery in e conomic activity, further

moderate gains are possible for equities.

Asset Class Yields MSCI Europe ex UK and S&P 500 Composite
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Real estate equities

European Majors

Market Cap Discount

Company Country Sector curEIeOnC(?)I/ " t(osg?t\)/ Di\‘;iicejﬁj”d LTV pr?crg‘r’gttﬁm ori éeyfgzm
UNIBAIL-RODAMCO Pan Euro Retail 13.8 15% 55%  38% 12.7% 31.0%
KLEPIERRE Pan Euro Retail 4.5 (34% ) 2.3%  53% -6.0% 22.1%
ICADE France Diversified 3.8 (8%) 4.4%  70% -0.5% 18.8%
GECINA SA France Office 4.9 (14% ) 55%  45% 7.9% 44.7%
CORIO NV Pan Euro Retail 4.1(5%) 58%  41% 3.0% 15.8%

Source: Bloomberg, Aviva Investors, July-09

e European REIT pricing h as tende d to bro adly fol low th e pattern of wider e quity
markets in rec ent months, weakening during April and May before recovering much REIT pricing recovered in
of those losses during June and July. The FTSE EPRA/NAREIT Europe index fell by June and July
over 16% in | ocal price ter ms bet ween the end of M arch and late May b ut its
subsequent rally left it only c2% lower at the end of July than at the e nd of March.
Following a strong Q1, the financial market turmoil of Q2 also dealt a blow to capital
markets activity in the sector. This was most clearly demonstrated by the last minute
cancellation of t wo IPOs (I nitial Public Offerings) in ~ Germany, those of Berlin
residential o wner GSW a nd Berl in dev eloper C hamartin Me erman, with weak
investor d emand c ited. W e continue to believe th at it i s difficu It to envisage a
significant up ward move i n REIT pricing from here giv en our e xpectation that the
economy and occupier m arkets across t he region will be slow to recover. On the
other h and, h owever, impro vements i nth e comp anies’ bal ance s heets mean
downside risks should be relatively limited.

European REITs Dividend Yield FTSE EPRA/NAREIT Price Index
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Source: Factset, 09-AUG-10 Source: Factset, 09-AUG-10
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Real estate investment markets

o Despite the increased volatility in broader financial conditions during the quarter, Q2 Further yield compression for
overall saw a continuation of the firmin g in prime real estate pricing that has b een prime assets in Q2
taking place in recent qu arters. In fact, there were signs of improving c onditions
beginning to extend beyond the core Western European markets that have been the
main beneficiaries to date with CBRE recording inward yield movement in a number
of the emerging Central European markets for the first time. In the office sector, for
instance, CBRE recorded inw ard movement in the thr ee most deve loped of thes e
markets, -25 basis p oints (bps)in B udapestan d -15 bpsinb oth Pragu e an d
Warsaw. For most other office markets, CBRE recorded stable yields in Q2, notable
exceptions b eing the fo ur Dutch centres  that it covers, where in ward yield
movement of between 20 bps an d 35bps was r ecorded during Q 2. Parissaw a
continuation of yield compression in all sectors, by 15bps for offices, 10bps in the
retail sector and by 50bps in the industrial sector. CBRE estimates that pri me office
yields have moved in to 5.1 % in this ke y market, 90bps lower than a year earlier —
though still 15 Obps h igher t han at the p eak of the mark et. Of the contin ental
markets, only in Greece are yields recorded as moving higher as pricing responded
to the d eteriorating domestic economic picture for th e second consecutive quarter.

Real estate pricing continues to b e supported by low cash returns and low bond
yields in core European countries, as well as signs that stability in rental conditions
is moving closer.

¢ Q2 also saw a pick-up in investment volumes, continuing the recovery from the very Investment activity recovering

depressed levels of early 2009; the period of maximum financial market dislocation. but still somewhat muted
DTZ estimates that European (including UK) investment volumes were €21.4bn in

Q2 2010, up from €19.3bn in Q1. For the first half of the year as a whole, it recorded

transactions worth €40.7bn, an 85% increase on the same period in 2009, though

volumes remain a long way below the long-run quarterly average of c€31bn. In our

experience, investor demand remains focused on prime assets as investors act with

an awareness of elevated income risks, avoiding secondary stock.

e  Whilst DTZ recorded that German Open Ended Funds (OEFs) were net investors in Potential legislative changes
European real estate in Q2 to the tune of €1.5bn, potential legislative changes (the clouding the outlook for
German government’s prop osed Ne w German Inv estment Act) are caus  ing German OEFs
uncertainty for this sector. Investor inflo ws had been slowing since the beginning of
the year and in May the sector saw net investor outflows of c€1.4bn. The OEFs are
very significant investors o n a pan-E uropean and indeed global basis, with a bi as
towards prime assets, and the lack of clarity over their future investment strategies
adds to market uncertainty.

e  Whilst we expect some further in ward movement in prim e yields in the near term, Scope for further rally in
we continue to believe that th ere is little scope for s ignificant movement from here yields appears limited
as factors including the weak growth outlook and ongoing debt financing constraints
bear down on the market. An d the do wnside risks to this relativ ely be nign outlook
have probably increased since last quarter’s report with, in particular, the risk of a
recurrence of bond mark et and wider fi nancial turm oil. Given that s ome markets
appear more vulnerable tha n oth ers, and that thisis yet to be f ully reflected in
relative pricing, our preference for t he core markets of G ermany, France, Benelux
and the Nordics has strengthened. It is worth noting that investment conditions have
cooled some what in recent months in t he UK, Europe’s most liqui d market. This
market has tended to be something of a lead indicator for the rest of Europe through
the boom, bust and recov ery stages of this cycle and we expect the cooling in the
UK to be repeated across continental Europe in coming months.
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Office markets

e The economic recovery of re cent quarters, though far from stellar, is be ginning to Economic recovery starting to

become apparent in con ditions across Eur opean office o ccupier markets. The turn show up in labour and office
in o utput growth is sh owing up in im proved la bour mark et con ditions and hence occupier markets
stronger demand for office sp ace. At an aggregate Euro-zone level, unemployment
was steady at 10% in June for the thir d consecutive month, and th e em ployment
component of the Euro-zone Services Purchasing M anagers’ Ind ex (PM|) rose a
point in July to 51.7, above the 50 mark that is consistent with employment growth.
JLL re ports th at office take- up acr oss Europe was 2.6 million m 2in the second
quarter, 6% higher than in Q1 and 34% up on Q2 2009’s level. For the first half of
2010asa whole, take-up is 38% h igherthanin H1 2009, with im provement
recorded in both Western Europe (+32%) and Central & Eastern Europe (+73%).

e As aresult, prime rents in aggregate appear to b e stabilising. According to CBRE, Prime rents close to
rents in most developed European markets were flat in Q2, with only Lyons seeing stabilisation in aggregate
downward mo vement (-6.5 % g-o0-q). Its p an-European E U15 office re ntal in dex
actually ros e by 0.5 % ov er the co urse of the q uarter, though this was h eavily
influenced by a 6.4% rise i nthe Cit y of L ondon. In cont inental Eur ope, German
rents were g enerally flat over the quarter, with o nly Dusseldorf se eing gr owth
(+2.2% g-o0-q). Prime r ents in Germany have g enerally been rel atively defensive
through this d ownturn, ho wever, with only Berlin, a ma rketthath as long h as
struggled with issues of inadequate demand, seeing a large decline; though rents in
Berlin were flat over the c ourse of Q2, the y were ¢c11% below their peak according
to CBRE. Rents have also been relatively stable in the major Italian centres. CBRE
estimates that rents in Q2 in both Milan and Rome were unchanged and have only
declined c5% from the peak. Rents were unchanged in both Barcelona and Madrid
for the first time in quite a few quarters in Q2, though they remain down almost 30%
in each case from the peak rents recorded. Rents in D ublin and Warsaw, two other
markets that have suffered very badly in this downturn, with rents down ¢44% and
c34% respectively from peak, were flat for the second co nsecutive quarter. Paris
(+2.7% g-o0-q) and Stockholm (+2.5%) were notable for seeing rising rents.

e This is the sec ond consecutive quarter that prime rental growth has been recorded Rents rising in Paris CBD on
in Paris. At present, ho wever, rental gr owth appears to b e largely confined to th e declining vacancy
relatively narrow prime CBD part of the Paris market. Outside of this segment of the
market, rents app ear to be static or und er downward pressure, often t hrough the
agreement of more gen erous incentives. Vacancy continued to decline in Paris in
Q2, down to 6.8% from 7% a quarter earlier according to JLL. At this | evel, Paris
has one of the lowest levels of vacancy in Europe, underlining the relative health of
conditions in continental Europe’s largest office market.

¢ Inmany oth er markets, vacanc y a ppears to be stil | drifting h igher, tho ugh s ome Vacancy still drifting higher in
notable m arkets app ear to have re ached a peak. Am ongst the latter is F rankfurt many other markets
where JLL recorded a modest decline in Q2, to 13.7% from 13.8% a q uarter earlier,
reversinga longtren dofri sing v acancy. Ho wever, in  Amsterdam, a nother of
Western Europe’s high vacanc y markets, vacancy rose furtherin Q2, up to 17.6 %
from 17.3% in Q1. Vacancy also rose further in Madrid and Barcelona, in particular
in the latter, where vacancy is now estimated at 13% on the back of weak demand
and p lentiful new s upply. D ublin saw a further incre ase in vacancy in Q2, up to
22.5%, reflecting the ongoing tribulations of the Irish economy.

e Inbroa dter ms, theimpr ovingdem and pictur e, all ied withac onstrained Rental recovery moving
development cycle in most m arkets, is movi ng rental recovery closer for Europe’s closer
office markets. However there is likely to be significant variation in the timing and
pace of recovery, with office markets in Europe’s troubled periphery, such as Spain
and Ireland, likely to fare worst in the near term. In contrast, core Norther n markets
such as Germany and France are likely to enjoy recovery sooner.
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Retail markets

e The growing divergence in ec onomic performance within the Euro-zone is alrea dy Wide divergence in labour
apparent in labour mark et conditions, a k ey determinant of the he alth of the retail market conditions within the
sector. The aggregate 10% unemployment rate for the Euro area as a whole masks Euro-zone with Germany out-
a broad divergence in conditions at a national level. In particular, Germany’s recent performing
labour market performanc e stands out as particul arly buo yant. The rise in
unemployment was re latively mute d duri ng the do wnturn, help ed b y a formal
government short-time working scheme (Kurzarbeit). Subsequently, the recovery in
activity in the country has led to a robust turnaround in hiring. June’s labour market
data saw a fur ther increase in employment to take the lev el of empl oyment within
25k of its pre-recession peak, while the unemployment measure declined further, to
7.6%. In contrast, Spain’s labour market stands out for its extreme weakness. Here,
the unemployment rate hit 20% in June and, with activity in the economy still very
weak and the impact of pronounced fiscal contraction yet to be felt, unemployment
is like ly to drif teven h igher in the near te rm. W hilst some of this weakness is
cyclical, S pain’s la bour m arket und oubtedly s uffers fro m structural d eficiencies
(even during the bo om years up to 200 8, unem ployment didn’t drop b elow 7.9 %)
and the government has recently introduced | egislation th at aims to tac kle these
rigidities. Elsewhere, unemployment remained elevated in Ireland in June, at 13.3%
and lower in France and Italy, at 10% and 8.5% respectively.

e Despite the si gns of improv ement int he | abour market, German y’s re tail sal es Though not yet showing up in
performance r emains re latively mut ed. An an nualised increase of 1.4 % in sales German retail sales
volumes ov er the course of Q2 merely reverses th e d ecline of Q1 and broa dly performance
continues Germany’s near decade-long trend of stagnant sales. Nonetheless, there
has been some improvement in cons umer confidence in re cent months a nd, given
the la bour m arketimpr ovement,itis li kelythats alescan enjoy modest
strengthening from here. At the very least, German retail appears to offer relativ ely
limited downside.

e Prime re nts in most major European citie s were sta ble over the ¢ ourse of Q 2 Prime rents stable in most
according to CBRE, with r ental dec line r ecorded only in some of th e trou bled markets in Q2
peripheral countries. CBRE estimates that prime re nts in Athens fell by 10% over
the quarter, to be down 25% year-on-year and over 35% from their peak. But once
again, it was Ireland’s performance that stood out for all the wrong reasons. CBRE
estimates that primes rents in Dublin fell by 19% over the course of Q2, to be down
38% y-0-y and almost 50% from their peak . Else where, rental decl ine was als o
recorded for some sma ller Eastern E uropean m arkets, Sofia (-1 1% g-o- q),

Bucharest (-3.5%) and Belgrade (-5.9%). No major market saw rental uplift over the
course of Q2.

. The muted do mestic dem and environment, as well as the | ack of development Shopping centre supply
finance, is showing up in a decline in development levels. Cushman and Wakefield growth has declined
(C&W) estimates that 2009 s aw the sharpest decline in Europ ean (including UK)
shopping centre completions in alm ost fifteen years, with 7.4m m? opened, c19%
lower than in 2008. For the period ahead, new supply is heavily focused on CEE
markets. C&W records Russia and Turkey, Europe’s two most populous countries,
as the markets with most space in the pipeline. Poland, Bulgaria and Romania are
also expected to see co nsiderable new s pace r elative to their populations. In
Western Europe, Italy, France and Spain are expected to s ee most ne w shopping
centre space. In ltaly’s cas e, thou gh the consumer sp ending o utlook is far from
buoyant, man y parts of the country, parti cularly th e Sou th, have a sh ortage of
modern retail space raising the possibility that the new space can be absorbed.

. Although the retail sector has proved resilient so far i n this downturn, both supply Rental outlook muted in near
and d emand conditions co ntinue to offe r tenants cons iderable barg aining po wer; term
we expect rents to remain under pressure in 2010 and do not expect rental growth
in the majority of markets until next year.
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Euro-zone Consumer Spending & Retail Sales
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Industrial markets

Activity in the industrial sector is something of a relative hotspot across much of Euro pe, particularly
in German y, neighbouring Austriaa nd Sweden. In Germany, t he manufactur ing Purch asing
Managers’ Index (PMI) surv ey rose to 6 1.2 in Ju ly, close to a recor d high for the se ries and well
above the 50 level that is co nsistent with expanding output. Austria’s survey reading came in justa
little lower at 58.9 whilst Sweden’s is even higher at 64.2. Other si gnificant German indicators are
also suggestive of robust growth in the sector. For instance the headline balance of the July monthly
IFO survey saw its biggest jump since re-unification, up 4.4 points to 106.2, well above its long-run
average. Mea nwhile ca pacity uti lisation co mponent of the surve y moved to clos e to its long-r un
average. Whilst Germany is the strongest industrial performer of late, the rest of the Euro-zone is also
seeing recovery, even in the troubled periphery. Spain’s PMI reading, at 51.6 in July, and Ireland’s, at
51.4, ar e b oth cons istent with mo dest output growth. Greece’s rea ding rema ins suggestive of
recession, however, at 45.3 in July, though even this represented a marked improvement on the 42.2
reading of the prior mo nth. The PMIs for F rance and Italy meanwhile, at 53.9 a nd 54.3 respectively,
are consistent with robust, if unspectacular, growth in the sector.

The strong recovery in German activity is beginning to show up in leasing conditions in this market.
JLL reports that logistics take-up in the first half of 2010 was up 11% compared to the same period a
year earlier to ¢2 million m2 JLL e xpects total take-up for 2010 to exceed 3.5 million m?, the kind of
level last achieved in 2007 and 2008, prior to the global downturn. The improvement in Germany’s
five major regions (Berlin, Dusseldorf, Frankfurt/Wiesbaden/Mainz, Hamburg and Munich) was even
more impressive in the first half, with take-up rising by almost 25% in comparison to H1 2009.

As in the other sectors, there are signs that rental decline is easing. CBRE estimates that prime rents
in most E uropean in dustrial city m arkets were fl at over the ¢ ourse of Q2. Dub lin saw a furt her
substantial decline, -4.7% on the quarter, and CBRE estimates that prime rental values in this market
have declined by almost 40% from their peak. Athens also saw a 4% rental decline over the quarter,
but the overall decline from the peak has been far less here at -7.7 %. The industrial sector probably
demonstrates better than the other sect ors the rel ative resilience of the core vers us the p eriphery
during the downturn. For instance, CB RE e stimates that p rime rents in t he lle de France have not
declined at all during the downturn. This is also t he case in three of the fi ve major Germ an markets
that it covers, the other two seeing decline of less than 2%. It also estimates that rents in two major
Dutch centres, Rotterdam and Utrecht, actually managed to rise despite the economic downturn, with
rents in b oth up almost 8% in this period. Meanwhile many peripheral m arkets h ave se en v ery
significant decline. Dublin’s performance, noted above, is amongst the worst, with only Kiev, at c-44%
from peak, far ing worse. E Isewhere i n th e CEE re gion, CBRE estim ates that pr ime rents h ave
declined by over 30% from peak in Budapest, by over 20% in Warsaw and by almost 15% in Prague,
though rents in all were flat in Q2. Prime rents in Barcelona and Madrid declined by c20% and c25%
from peak, though rents in both were flat in Q2.

We continue to e xpect some further weakness in industrial rents in the near term and that recovery
thereafter will be muted. On a positive note, recent supply side trends have been favourable to rental
recovery as new development responded rapidly to weaker dem and a nd fina ncing c onstraints; for
instance, JLL record ed a decline of c40 % in completions in 2009 compared to the year before. But
the sector has long struggled to generate significant rental growth, held back by the flexibility of new
supply a nd extremely cost-c onscious occupiers —in Ge rmany, fori nstance, IPD estimates that
sustainable re ntal val ues h ave declined in the sector in eight of the p ast thirteen ye ars. And with
much of th e recentim provementi n occ upier demand bei ng attributed to occupiers’ efforts to
rationalise their operations, it does not ap pear likely that a change in rental dynamics is imminent.
Nonetheless, yields in the sector have moved a long way to reflect these weak fundamentals and we
believe that the sector ca n deliver robust returns over the medium term across Eur ope. In fact, the
yield rally in t he industrial s ector h as arguably been less pronounced than in the office and retail
sectors of | ate. CBRE’s pan-European industrial yield index records an aggregate decline of 34bps
year-on-year in Q2 com pared to 5 Obps for the o ffice sector. Whilst the retail sector has seen les s
yield compression in terms of basis points, at 31bps y-0-y, given the significantly lower yields in the
retail se ctor (CBRE’s pan-European average retail yield was 5.2% in Q2 compared to an average
7.76% for industrials) this yield shift will have had a greater impact on capital values.
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German and OECD Export Growth
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Important notes

Past performance is not indicative of future results. Investing in real estate or related interests or

securities is subject to certain risks, including market, Interest rate, issuer, credit, and inflation risk. No chart, graph, model, or
other figure or formula, whether provided in this article or elsewhere, should be used to determine which strategies to implement
or which securities to buy or sell. Every investor should determine, in consultation with the investor's own advisors, the economic,
legal, tax, regulatory and accounting issues and consequences of any investment strategy. There can be no guarantee that any
strategy discussed in this presentation will achieve any given investment objective; with any investment strategy, all or a portion
of the investment is at risk and may be lost.

Opinions expressed herein were drafted as of the date of this article, and are subject to change without notice. This material
has been distributed for informational purposes only and should not be considered as investment advice or a recommendation
of any particular security, strategy or investment product.

Any statement concerning financial market trends is based on current or past market conditions, which can fluctuate over time.
Information contained herein has been obtained from sources believed to be reliable, but the accuracy of such information is
not guaranteed by Aviva Investors.

This document is provided by Aviva Investors North America, Inc. (“AINA”). AINA is a registered investment adviser under the
Investment Advisers Act of 1940 and manages a variety of fixed income, derivative, convertible bonds and alternative
investments for institutional clients. The term “Aviva Investors” refers to the global asset management business operated by
asset management affiliates of Aviva plc, a multi-national financial services company headquartered in the United Kingdom.
AINA claims compliance with the Global Investment Performance Standards (GIPS®). For a complete list and description of
AINA’s composites and information that adheres to the GIPS standards, contact: Dianne Bain, Aviva Investors North America,
Inc., The Chrysler Building, 47th Floor, 405 Lexington Avenue, New York, NY 10174, +1 (212) 380 5563,
dianne.bain@avivainvestors.com

A substantial portion of the content of this document was prepared by and contains the views of Aviva Investors Global
Services Limited, the Aviva Investors affiliate located in the United Kingdom; it is being distributed in the U.S. and on a limited
basis in Canada by AINA for information purposes only. The content is for investment professionals and/or qualified investors
only; it is not to be viewed by or used with retail clients. No part of this material may be reproduced in any form, or referred to
in any other publication, without advance express written permission from AINA.

No Aviva Investors company is soliciting business, holding itself out as being in the business of, or engaging in the business of,
providing investment advice or buying or selling securities in any jurisdiction or for any client if such activities are not permitted
under applicable law.

Aviva Investors North America, Inc., 699 Walnut Street, Suite 1700, Des Moines, lowa 50309-3945, 800-281-4607
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