
The economy
Recent performance
• The Dutch economy grew by 0.6% in the fourth quarter of 2006,

resulting in total economic growth of 2.9% over 2006 – almost twice
the growth of 2005. 

• Exports were again the main contributor. However, investment and
consumption also contributed to growth. 

• The volume of exports grew by 7.5% in 2006. The increase in re-exports was
again higher than the exports of Dutch products. Imports grew slightly
more than exports.

• Backed by a strong improvement in consumer confidence since mid
2005, Dutch consumer spending was up 2.3% in January (year-on-year).
This annual increase is considerably larger than in the years 2001 to 2005.
Spending on durable goods increased in particular.

• This positive trend continued in 2007: consumer confidence improved
further in the first quarter of 2007 and in February retail turnover was 3.6%
higher than a year ago.

• Production rose significantly in 2006, particularly in commercial services
and construction. The construction industry benefited from the higher
investment activity. 

• In February 2007 5.1% of the working population was unemployed
compared to 6.1% in the same month in 2006. 

• Inflation increased to 1.9% in March, according to the European
harmonised method, equal to the eurozone average.

• The ECB raised interest rates to 3.75% at its March meeting, its highest
level for five and a half years.  

Outlook
• Economic growth is now broadly supported, and is expected to be

sustained in 2007 and 2008, with growth of 2.9% and 2.4%
repectively. Exports are a key driving force behind growth. The good
economic results of Germany, The Netherlands’ main trading partner,
and the cuts in Dutch wages in recent years, will back up exports.

• Another positive factor is the increase in consumer spending, enforced
by growing employment and improved consumer confidence. 

• Further growth of investment by businesses is the third component of
economic growth, and is expected to be sustained by high producer
confidence.

Risks
• There remains a risk of another geopolitical shock event, triggering a

rise in oil prices, at a time when inflationary pressures are building up
in the global economy.  

• An economic slowdown in the US could hurt European exports,
especially in Germany, the world’s largest exporter of goods and the
key Dutch trading partner. A lower export figure could affect the Dutch
economy and have a negative effect on economic growth.

• National elections at the end of 2006 proved a victory for left-wing
parties. This could create a gradual shift of public spending towards
social intiatives rather than infrastructure and business.

Economic forecasts

Source: Consensus Forecast, Arlington

Consumer confidence indicator

Source: CBS

ECB interest rates and long term bond yields

Source: EcoWin, DNB
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Property market overview
Recent performance
The All Property total return of the Dutch IPD Index improved from 10.2%
in 2005 to 12.5% in 2006. Returns improved for a third consecutive year.
Higher capital growth was again responsible for the total return
improvement. Yields fell across all sectors. On a sector level, retail was
again the best performing sector (14.9% versus 13.5% in 2005), although
the office sector is making a strong come-back, with total returns growing
from 7.0% in 2005 to 11.5% in 2006. Industrial showed an increase in line
with the two preceding years, with a total return of 13.0% (versus 11.1% in
2005).

Retail
• Retailers saw strong sales growth in 2006, driven by higher consumer

spending and store expansions. Take-up in 2006 was around 660,000
m² compared to around 630,000 m² in 2005. Take-up growth has
continued in the first three months of 2007 as a number of (mainly
international) retailers open new stores. Demand is mainly
concentrated on prime retail locations in the larger cities. 

• In 2006 availability decreased for the first time in five years.
Availability in prime locations in the main cities was largely outpaced
by demand. Only a limited number of new properties were completed.
Availability in secondary locations continued to increase. 

• Average retail rents increased between 2% and 3% in 2006. Due to
limited supply and high demand, rents for prime retail space in the
larger cities increased significantly. In secondary locations increases
in rents were less, and some saw decreases.

• Investor demand for prime retail in the larger cities of the Netherlands
has been high for a number of years now. However, availability for this
type of product is limited. Investors are currently forced to move their
focus towards smaller cities. Consequently yields for prime properties
in the largest cities dropped to record low levels, but smaller towns
have also seen compression.

Office
• Take-up in the Dutch office market reached 1.8 million m² in 2006.

Despite being 100,000 m² under the 2005 level, it is still 100,000 m²
above the long-term average. Take-up is no longer dominated by the
frequent reorganisations of recent years, but increasingly by
replacement demand in which quality is the key issue. 

• A stable take-up level, together with the decreasing pipeline of new
developments since 2002, is pushing down total availability. By the
end of 2006 total availability had dropped by 5.5% (year-on-year) to a
total level of 5.9 million m². This resulted in a lower vacancy rate of
12.5%. Vacancy is particularly high in older, obsolete buildings.

• The downward trend in rental levels in the Dutch office market came to
an end in 2006. The average weighted rent stabilised at €139 m².
Rents for new buildings still showed minimal growth (0.6% per year) to
€164 m² on average, while rental falls on existing stock stabilised at
€132 m² on average. 

• The dichotomy between the occupier and investment markets has
become more pronounced over the year. The office market is still
struggling with oversupply, while investors are increasingly paying
high prices for offices. The growing amount of money available in the
market for new investment has put pressure on prime office yields. In
the second half of 2006 yields moved inward from 5.75% to 5.50%.

Industrial
• Since 2003 annual take-up for industrial space has remained at the

high level of approximately 2 million m², with a peak of 2.5 million m²
in 2005. This level was not maintained in 2006 because of a lack of
suitable product, although demand remained high. Occupiers prefer
to lease new, often built-to-fit industrial space.

• In 2006 availability of industrial space decreased for the first time in a
number of years.  This was mainly caused by several withdrawals of
old properties from the market. At the end of 2006 availability was
approximately 8.0 million m² compared to 8.5 million m² in 2005.
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Total return (% per annum)

Source: ROZ/IPD, Arlington

Rental value growth (% per annum)

Source: ROZ/IPD, Arlington

Take-up and supply per sector, 2006 (x 1,000 m²)

Source: Vastgoedmarkt, Vtis

• The average rental growth in 2006 has again not kept up with inflation.
Rents are differentiating; rents for new flexible properties increased
while rents for outdated properties decreased. There are regional
differences as well, with the main cities, including the main ports,
leading the pack, thanks to a high concentration of consumers.

• Investor demand for industrial property has remained strong,
particularly for large distribution centres. Yields have decreased, even
to below 7% (gross) in some cases.
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Residential
• The residential market showed a positive development in 2006 with

1.5% more houses sold (210,000 units) than in 2005, and prices rising
by 5.7%. In the fourth quarter of 2006 the average house price was
€241,000; €2,050 per m². Residential prices rose by 1% (quarter-on-
quarter) in Q1 2007.

• The scarcity in the housing market, combined with the long life-cycle,
makes the residential sector a less risky investment compared to
commercial real estate. This has translated into very low initial yields
of around 4.5% or even lower. 

Investment market
Investments in the Dutch real estate market amounted to €8.25 billion in
2006, a 25%-increase compared to 2005. Around 70% or €5.8 billion was
invested in offices, almost double the 2005 figure. This was mainly the
result of some large portfolio transactions, such as the MPC office-
portfolio (€1 billion). The retail and industrial sectors represented both
15% of total investment, or €1.2 billion. Although investors’ interest in
the retail sector was high, the investment volume did not reach the 2005
level. 2005 saw some large transactions, such as the Vendex KBB
portfolio, as well as the limited availability of investment product.
The investment volume in the industrial sector during 2006 was a
record high.   

Rental market outlook
• Occupier demand in the office sector is recovering, but is still not

leading to significantly higher levels of rental growth. Demand remains
strongly dominated by replacement demand. Only the city centres of
Amsterdam and Utrecht show signs of recovering rental growth and
declining incentive levels. 

• Rental growth in the retail sector is improving, thanks to increasing
retail spending. Rental growth is also supported by restrictive zoning
policies. Current development activities refer mostly to redevelopment
or expansion of existing shopping centres or areas. Complete new
developments remain scarce. 

• Rental growth expectations, for the industrial sector have been revised
downwards. The Dutch Quarterly Index clearly overstated rental growth
in this sector during 2006 in comparison to the number disclosed by
the Annual Index. Rental growth continues to differentiate between old
(low growth) and new premises (high growth). 

• Government control over rental prices in the residential sector is back
in full force following the recent cancellation of deregulation plans.
Rental growth in 2007 in the controlled segment has been capped at
1.1%, a record low level. Rental growth in the uncontrolled price
segment is suffering from recovering demand for owner-occupied
houses. 

Return outlook
• The All Property total return is estimated at 10.5% for 2007, and at an

annualised 9.0% for the three year period 2007 – 2009. The three year
number is 80 basis points lower than our January estimate, largely due
to a downward revision of rental growth in the residential sector. 

• All three commercial sectors are now expected to outperform the All
Property benchmark in the three year period, with only residential
underperforming. Inward yield movements in the commercial sectors
are expected to ease during 2007, with further easing and stabilisation
thereafter.

• The office sector is no longer expected to under perform the All
Property benchmark. Total return is expected at 9.1% p.a. City centre
offices remain the best segment thanks to relatively stronger rental
growth expectations.

• Retail property will continue to outperform the All Property benchmark
over the three year period, and is now expected to perform on a par
with the industrial sector (10.5%). Out performance of retail is largely
thanks to relatively strong rental growth. Small Cities and Suburban
remain the strongest segments.

• The industrial sector is expected to continue to outperform the All
Property benchmark over the next three years, with an expected total
return of 10.5% p.a. This number has come down by 70 basis points
following the downward revision of future rental growth.  
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Gross yield movement

Source: Arlington

Rental value growth 2007-2009 p.a. (%)

Source: Arlington

Total return 2007-2009 p.a. (%)

Source: Arlington 
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Investment recommendations
The graph shows the sector allocation for a hypothetical model fund.
The sector composition of the model fund is based on the optimal ratio
between return and risk. The allocation to a single sector in the model
fund is capped within a 15% range to the neutral weighting based on the
Dutch IPD Index, thereby imposing a limit on tracking error risk. The
composition of the model fund has not changed significantly since
January 2007. The expected total return of the model fund amounts to
10.3% versus 9.9% for the neutral fund. The risk profile of the model fund
is also better than that of the neutral fund.  
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Sector break-down of model fund and neutral fund

Source: Arlington

For more information contact:

Gert-Jan Kapiteyn Evert Castelein Marleen Bekkers

Tel: +31 (0) 20 5777 608 Tel: +31 (0) 20 5777 606 Tel: +31 (0) 20 5777 601

Email: gert-jan.kapiteyn@arlington.com Email: evert.castelein@arlington.com Email: marleen.bekkers @arlington.com

Note: For professional investors only. Calls may be monitored and recorded.
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Return and risk outlook

Model Fund Neutral Fund
Expected TR 2007 – 2009 pa (%) 10.3 9.9
Expected Risk 2007 – 2009 (%) 3.9 4.8
Return-Risk Ratio 2.6 2.0
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