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Greeting



Dear Madams and Sirs,

we are pleased to present the second Quantum-Report with the subject “Office Property:
The Economic Relevance of Mid-Sized German Cities”. Once again this report has been
developed in close collaboration with the HWWI, the Hamburgisches WeltWirtschafts-
Institut, in July 2007.

Besides the major German locations, which are in focus of national and international
investors, we regard mid-sized German cities as highly interesting locations for invest-
ments in commercial real estate. As the report shows these cities have posted by no
means a less attractive development with regards to rent returns.

For this reason the Quantum Immobilien Kapitalanlagegesellschaft is going to launch a
new special fund which will focus also on mid-sized German cities besides the establis-
hed major locations.

We remain thoroughly convinced that the German real estate market offers attractive
investment opportunities.

Yours sincerely

Philipp Schmitz-Morkramer Frank Gerhard Schmidt 
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Introduction



Numerous studies on office markets often focus on the top seven office locations of Berlin,
Düsseldorf, Frankfurt am Main, Hamburg, Cologne, Munich and Stuttgart. The office
markets of many other German cities lead a fairly neglected but by no means unattracti-
ve existence. In fact, over the past ten years many smaller cities have posted much higher
increases in office rents than most of the top seven office locations and the other eight
German cities with populations of over 500,000. This study therefore focuses on the smal-
ler large cities and mid-sized cities.

Besides analysing the development of rents for almost 200 cities, we also discuss what
locational conditions and other factors drive the development of rents in the regional
office markets. The factors differ as to whether their impact is short or long term. On the
one hand, there are general and region-specific office market characteristics, such as fric-
tions on the supply and demand side which are significant for the development of rents in
the short term. On the other, regional economic developments and trends can be observed
which are likely to influence the regional office markets over the long term. This mainly
includes factors such as already foreseeable demographic shifts and regional structural
change.
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Fig. 1
Geographic distribution of the selected cities

Source: GFK Geomarketing 2007.

10 to 50
50 to 100

100 to 200
200 to 500
500 < 

Population in thousands



The empirical analysis is based on data published by the German Property Association,
the Immobilienverband Deutschlands or IVD for short, whose database has been exten-
ded over the past years and currently covers around 350 cities. However, for many cities
in Eastern Germany statistics on the development of rents for commercially used spaces
and buildings are only available from the mid 1990s.

Monitored are rents in the “mid-range rental value” category, which covers new office
properties of normal amenity and accessibility. The data on the development of rents state
the net rents excluding heating and other costs for new leases and therefore have to be
distinguished from the general rent level in the respective location, which is based on the
rents for total existing leases. In addition to the rental rates, numerous other official
regional statistics which have the potential to explain the development of rents, such as
regional gross domestic product, regional gross value added and employment levels in the
tertiary sector etc., are published as a time series starting from the beginning of the 1990s. 

The selection of the cities for this study is based not only on the availability of data but
also on a number of other criteria. For instance, in our selection we seek to provide a
broadest possible coverage of the whole of the Federal Republic of Germany, although
there is a concentration on the European metropolitan region of the Rhine-Ruhr.
However, this is inevitable insofar as this region is by far the country’s largest conurbation
with a population of approximately 10 million, or 12% of Germany’s total population
(see Figure 1). 

. 9
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1. SELECTION OF CITIES, PERIOD COVERED AND REFERENCE DATA 

Fig. 2
Number and distribution of the selected cities by size
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1. SELECTION OF CITIES, PERIOD COVERED AND REFERENCE DATA 

Another criterion is the size of the cities, our interest being to reflect different size catego-
ries and their potentially different property market characteristics. Besides the big office
locations with populations of over 500,000 in Germany’s urban centres, which are gen-
erally the focus of attention, we also look at smaller cities with less than 50,000 inhabitants,
cities with 50,000 to 100,000 inhabitants, cities with 100,000 to 250,000 inhabitants and
larger cities with 250,000 to 500,000 inhabitants.

Figure 2 shows the distribution of the selected cities by population. We look at a
total of almost 200 cities. The main focus of the analysis is on the years 1996 to 2004 as
the cities in Eastern Germany are only included in the statistics from the mid-1990s and
the data on the official regional statistics are only available up to 2004. However, beyond
the analysis we also look at the development of office rents up to the present day.
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Office rents have generally been on a downward trend since the beginning of the 1990s.
However, within this development different phases need to be distinguished. In the first
half of the 1990s no reliable data were available for many cities in Eastern Germany, so
the statistics relate primarily to the development of rents in the cities in Western Germany.
As a result of the reconstruction of Eastern Germany the decline in rents in Western
Germany is not surprising. The rent reductions can be largely explained by the opening-
up and growth of the office property market around the cities in Eastern Germany and the
raft of subsidised new property developments there. 

The second half of the 1990s, however, then saw a slight recovery of rental rates in many
locations which was also supported – after a time lag – by the relatively favourable eco-
nomic development in the years 1998 to 2000 and the creation of numerous dot.com
firms. Rental rates then came down quite strongly in most cases in the wake of the stock-
market crash, which hit the banking and insurance sectors as well as a great many start-
up firms, and the ensuing economic weakness in the years 2001 to 2004. There have only
been signs of a recovery in office rents since 2005, driven also by the visibly brightening
economic situation. 

2. Development of rents
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Source: RDM-Immobilienpreisspiegel –
Gewerbeimmobilien, IVD-Gewerbepreisspiegel,
HWWI calculations.

Fig. 3
Development of rental rates, 1996-2004
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Figure 3 shows the distribution of the rates of increase in office rents for the selec-
ted cities in the period 1996 to 2004. This shows that in most cities the development of
rents was negative as a whole despite the slight upward trend at the turn of the millen-
nium. Even for the cities which showed a positive development, the rates of increase were
fairly modest in most cases. 

This is due not least to the after-effects of Germany’s reunification which, in 1990,
brought together two economic regions which were organized and had developed very dif-
ferently. Although the adjustment to the new institutional circumstances was far greater
for the eastern part of the country, the sudden enlargement of the market also had a major
impact on many industries and business sectors in the west. This holds especially for the
property sector, which was hit by a kind of “mega shock”, the scale of which brought
after-effects which are still visible in many regions today.
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2. DEVELOPMENT OF RENTS

Fig. 4
Development of rental rates for cities by size category
(population in thousands)

Source: RDM-Immobilienpreisspiegel –
Gewerbeimmobilien. IVD-Gewerbe-
preisspiegel, HWWI calculations.
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The development of rents described above applies in broad terms to the selected cities in
all size categories (see Figure 4). The smallest size category, covering cities with a popula-
tion of up to 50,000, is the only exception to some extent. In these cities rents were static
in the years 1998 to 2000, while in the larger cities rental rates rose on average.

The high correlation coefficients in the correlation matrix (Table 1) support this finding
that for the majority of the individual size categories the development of rental rates was
largely parallel. The correlation coefficients shown in the correlation matrix indicate how
closely the movements of two variables match each other. The correlation coefficient can
have a value of -1 to 1, whereby a value of -1 indicates that the movements of the two
variables are diametrically opposed to each other, while a value of 1 indicates that they are
perfectly parallel.

2. DEVELOPMENT OF RENTS

Tab. 1
Correlation of rental rates between cities of different size (population in thousands)

Cities < 50 Cities 50-100 Cities 100-250 Cities 250-500 Cities >500

Cities < 50 1.0

Cities 50 -100 0.87 1.0

Cities 100-250 0.91 0.91 1.0

Cities 250 -500 0.52 0.81 0.7 1.0

Cities >500 0.77 0.91 0.8 0.9 1.0
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2. DEVELOPMENT OF RENTS
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Fig. 5
Range of rent fluctuation in the period 1996 to 2006
(in percentage points)
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Although the development of rental rates in the different size categories was broadly par-
allel, differences depending on the size of the city can be seen in the range of fluctuation
in rental rates. In the large urban centres with a population of over 500,000, rental rates
fluctuate more strongly than in smaller cities. Traditional yardsticks for measuring fluc-
tuations, such as variance and standard deviation, produce higher values for rental rates
in office locations in this largest size category (see also Just and Väth (2007)). This is not
surprising considering that rent levels are generally higher there than in smaller cities. 

For the investor, the percentage deviation is also of interest. If the absolute deviations from
the median rent are set in relation to the median rent, so that percentage deviations are
obtained for the respective cities and their different rent levels, it is found that the big
urban centres and office locations show a higher range of fluctuation on average. 

Figure 5 shows the average range of fluctuation, measured in percentage points, for
the different size categories. What is surprising is that, after the biggest cities, the smallest
cities display the next highest variance and range of fluctuation. This then declines with
increasing city size. The smallest average range of fluctuation in rental rates is in the size
category of 250,000 to 500,000 inhabitants. 

2. DEVELOPMENT OF RENTS
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2. DEVELOPMENT OF RENTS

Tab. 2
Development of rental rates for office space in cities with a population
of over 500,000, 1996 to 2006, new leases, normal location

Source: RDM-Immobilien-Preisspiegel
Gewerbeimmobilien (1996), IVD-
Gewerbe-Preisspiegel (2006/2007),
HWWI calculations. 

City Rent (sq.m) Rent (sq.m) Growth rate

1996 in€ 2006 in€ 1996 to 2006 in %

Berlin 11.3 7 -37.77

Bremen 7.7 4.75 -38.07

Dortmund 7.7 7.2 -6.12

Dresden 10.7 6 -44.05

Duisburg 6.7 8 20.36

Düsseldorf 12.8 8 -37.41

Essen 7.7 6 -27.77

Frankfurt a.M. 12.8 15 17.35

Hamburg 10.2 8.3 -18.83

Hannover 7.2 5.5 -23.16

Köln 10.2 9 -11.99

Leipzig 10.2 5 -51.04

München 9.2 8.7 -5.47

Nürnberg 6.7 6.84 2.91

Stuttgart 10.2 9.5 -7.1
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2. DEVELOPMENT OF RENTS

If we look at the development of rental rates in normal locations for individual cities in
the period 1996 to 2006, it is found that in this period the strongest growth was not, as a
rule,  in the big traditional office centres. 

Table 2 shows that office rents in Germany’s largest cities fell considerably in some
cases in the period 1996 to 2006. Only Duisburg, Frankfurt am Main and Nuremberg
show positive rates of increase, although in Nuremberg office rents were more or less sta-
tic. Also striking is the fact that the locations in Eastern Germany (including Berlin) suf-
fered particularly sharp falls in rents
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2. DEVELOPMENT OF RENTS

Tab. 3
Top 20 rental rate performers, 1996-2006, new leases,
normal location

Source: RDM-Immobilien-Preisspiegel 
Gewerbeimmobilien (1996), IVD-Gewerbe-
Preisspiegel (2006/2007), HWWI calculations. 

Rent Rent Growth

(sq.m) (sq.m) 1996 to Population

Rank City 1996 in € 2006 in € 2006 in % 2006

1 Wolfsburg 5.62 *8.0 42.4 121199

2 Velbert 4.6 6.2 34.9 87378

3 Tübingen 6.13 8.0 30.6 83496

4 Pforzheim 4.6 6.0 30.6 119021

5 Hanau 5.62 *7.0 24.6 88746

6 Minden 5.62 7.0 24.6 83118

7 Norderstedt 5.62 *7.0 24.6 71330

8 Mainz 6.13 7.5 22.4 194372

9 Reutlingen 6.13 *7.5 22.4 112252

10 Duisburg 6.65 8.0 20.4 503000

11 Bochum 4.6 5.5 19.7 385626

12 Frankfurt a.M. 12.78 15.0 17.4 652000

13 Oberhausen 5.62 6.5 15.7 218898

14 Albstadt 3.57 4.1 14.7 46417

15 Bamberg 6.13 7.0 14.2 70081

16 Naumburg 6.64 7.5 13.0 29521

17 Mönchengladb. 7.15 8.0 11.9 261444

18 Ingolstadt 6.13 6.8 11.0 121314

19 Bad Salzuflen 4.6 5.0 8.8 54673

20 Offenbach/M. 6.64 7.2 8.5 119430

* Rental rate 2005
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In the group of cities with over 500,000 inhabitants, only Frankfurt am Main and
Duisburg are among the Top 20 in Table 3. Conspicuous is that the Top 20 list fea-
tures cities from all size categories. The reasons for the development of rental rates are also
likely to have been wide ranging. Cities such as Norderstedt or Offenbach and Hanau pro-
fit from their proximity to the big office and service industry centres of Hamburg and
Frankfurt. Velbert, too, could have benefited from its closeness to Düsseldorf, Duisburg
and Bochum. However, comparatively strong growth in office rents is also posted in the
period studied by the cities of Ingolstadt and Wolfsburg, two centres of the automobile
industry, by traditional industrial cities such as Bochum, Mönchengladbach and Duisburg,
or by the university city of Tübingen. Although a comparison of rental rates between two
points in time can only provide anecdotal evidence for the heterogeneity of the driving
factors, it can be assumed that, within the short to medium-term time frame covered, indi-
vidual city-specific factors are likely to have had a major influence.

2. DEVELOPMENT OF RENTS
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3. Theoretical considerations

3.1 SHORT-TERM DETERMINANTS OF OFFICE RENTS

While the long-term development of rental rates on office markets can be explained by
regional and macroeconomic fundamentals, such as the development of gross domestic
product or inflation, regional and temporary office market conditions play the decisive
role in the short term. Basically, with regard to the development of rental rates a distinc-
tion has to be made between the rent level in a given region and the rental rates for new
leases. The development of the rent level in an office market is determined in the short
term largely by the number of new leases in relation to already existing leases. As a rule,
the stock of office space for which leases exist is a good deal higher than the space cur-
rently available in the market. 

During the term of the leases, the agreed development of the rents is independent of the
region’s economic development. Consequently, a sudden regional excess demand, which
can potentially drive up rental rates, or an excess supply of office space, which puts pres-
sure on rental rates, has no relevance for existing leases and is only of importance for new
leases. Given that the relative weight of existing leases is greater, it follows that the cur-
rent economic situation does not have all that much impact on the general rent level.
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3. THEORETICAL CONSIDERATIONS

However, an exception to this rule springs from the escalator clauses written into many
leases. This provides for rents under existing leases, too, to be adjusted in times of high
rates of increase in the cost of living. The scale of this adjustment is something which is
agreed between the parties to the lease and reflects the negotiating power of the respecti-
ve parties. Although the escalator clause plays an important role for the general develop-
ment of rent levels, it cannot be used to explain the regional disparities in the development
of rental rates which can be observed in the short term, and which are the focus of this
study, since the supra-regional development of the cost-of-living index at the federal level
is taken as the basis for the rent adjustments provided for in the escalator clause.

Although there is little latitude for major changes in the rent level in the short term, over
a number of years new leases can lead to substantial changes in the average rent level in a
given region. Market factors which largely determine the rental rates for new leases the-
refore play a role in the medium term. A characteristic of the market for office property –
like other property markets too – is that in the short to mid term the supply of office space
is determined for the most part by the existing stock of properties. 

If there is an (unexpected) lasting increase in the demand for office space, this market
imbalance can only be removed gradually, since it takes time to enlarge the existing stock
of properties with new property developments. On the other hand, if there is an oversup-
ply of office space and thus vacancies, this, too, is persistent since the vacant space cannot
be taken off the market right away and it is unlikely that space becoming vacant can be
re-let seamlessly given the lead times which firms need to prepare moves.
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3. THEORETICAL CONSIDERATIONS

Since both the regional supply of office space and demand react fairly sluggishly to mar-
ket imbalances, it is necessary that the underlying rental rate for new leases adjusts all the
more strongly to the given market situation prevailing in the region. However, the pro-
viders of office space will tend to be more reluctant to lower rents while – in favourable
market conditions – will incline to raise rents relatively quickly. Such behaviour also helps
to explain the phenomenon that at numerous office locations high vacancy rates can be
observed over fairly long periods of time.

Looking at the situation on a regional office property market at any given point in time,
two factors play an important role – the vacancy rate and the economic dynamic. The
vacancy rate, i.e. vacant office space as a percentage of total office space, provides an indi-
cation of how rents for future new leases will develop. Relatively high vacancy rates,
which reflect oversupply, tend to lower or dampen the increase in rental rates for new leases.

For this reason, especially, it is possible to formulate the hypothesis for large parts of
Eastern Germany that the development of office rental rates has probably been below-
average and will probably remain so in the future in many locations, since the vacancy
rates there are still comparatively high due, not least, to the tax-induced misallocation in
the 1990s.
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3. THEORETICAL CONSIDERATIONS
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A strong regional economic dynamic increases the demand for office space, which tends
to push up rental rates. Firstly, the successful firms stay put or even expand. Secondly, new
companies are attracted to the location. In this case the rent-increasing effect is likely to
be higher, the more strongly the positive regional economic development is driven by the
services sector. Still, even rising demand for space in other sectors should tend to have a
positive impact on office rents owing to the competition for space within cities. In that
respect, it is not surprising that in view of the weak economic situation in the years 2001
to 2005 (see Figure 6) and the large number of business failures, office rents also tended
to come down.

Potential indicators of growth in demand for office space are the development of the
regional gross value added in the services sector, growth in regional employment in the
services sector, or also the number of new business start-ups.

3. THEORETICAL CONSIDERATIONS
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3.2 LONG-TERM DETERMINANTS OF OFFICE RENTS

For a given supply the price for office properties is driven by the development of demand.
Offices are required, on the one hand, by enterprises in the services sectors and, on the
other, by the administrative functions of industrial enterprises. The size and number of
these corporate entities determines the demand for office properties. The price trend is
therefore influenced by the growth of the enterprises in these sectors. Assuming a time-
invariant sectoral structure, this would develop in parallel with general economic growth.
In the long term, growth is determined by the availability of the factors of production
(labour and capital) and by their quality. Consequently, population trends, capital expend-
iture on property, plant and equipment, technical advances and investment in human
resources are the drivers of growth.

However, the sectoral structure has changed over the last decades. As a result of structural
changes the services sector is growing faster than the producing sector. The shifts between
the sectors could also increase the demand for office space. This would imply that the price
for office properties rises faster than that of other goods. 

3. THEORETICAL CONSIDERATIONS
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In the past the development of the price determinants and, hence, that of prices for office
properties, too, has differed widely from region to region in Germany. There is every indi-
cation that the development will also be very heterogeneous in the future. Some regions
which have grown strongly in the past will continue to see strong growth. On the other
hand, some regions which have witnessed only weak growth in the past will catch up in
the future and thus post particularly strong rates of increase. Here, the regional distribu-
tion between centre and periphery is significant. Skilled labour is available in the present
centres, but is in relatively short supply in smaller cities. For this reason, trade taxes are
often lower in smaller cities. Furthermore, cheaper office properties could encourage firms
to locate in smaller cities.

In the following sections we will analyse the development of rental rates in the different
regions of Germany with a view to obtaining an indication of the regions in which a rise
in office property rents might be likely. 

3. THEORETICAL CONSIDERATIONS
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3. THEORETICAL CONSIDERATIONS

Fig. 7
Growth of gross domestic product, 1995-2004

Source: 
Statistisches Bundesamt (2007b), 
HWWI calculations. 
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3.2.1 GROWTH IN GERMANY’S REGIONS

Figure 7 shows the growth in real gross domestic product at district level.
Considerable growth differences are apparent. Real gross domestic product has even
declined in some regions in Eastern and Central Germany. In other regions – concentrated
especially in the south but in isolated cases also in the north-west, in the north and in the
east – gross domestic product rose by over 20%, or more than 2% per annum, in the
period from 1995 to 2004.

The cities which we study more closely in the analysis are marked by dots on the map. The
regions in which these cities are located differ widely in terms of production growth. The
future development of production will also be a key factor for the future development of
the rents for office property. There is much to suggest that regions which have witnessed
strong growth in the past will continue to do so in future. This will be the case especially
if the self-reinforcing trends regarding the regional migration of firms and highly skilled
labour persist. On the other hand, regions where production has been low to date could
catch up. This is suggested by the fact that not only wages but the prices of other, immov-
able factors of production are probably relatively low in these regions. For instance, low
prices for office properties could attract firms, thereby contributing to stronger growth
and thus higher rates of increase in office property prices.

3. THEORETICAL CONSIDERATIONS
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3. THEORETICAL CONSIDERATIONS

Fig. 8
Growth rates for gross domestic product and per capita gross
domestic product, 1996-2004

Source: Statistisches Bundesamt (2007b),
HWWI calculations. 
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For the development of office property rents, a factor of some relevance is where the
growth in production comes from. First of all, we should distinguish between population
growth and growth in per capita production. Figure 8, however, shows a clear
correlation between growth in per capita production and aggregate production for the
districts attached to the cities examined. This is due to the fact that fast-growing regions
attract population. By contrast, regions with low growth are often also beset by high
unemployment and therefore lose population. This trend is reinforced by the fact that it is
attractive for firms to locate in regions where there is a large supply of well skilled labour.
In doing so, they add to the growth in that region. In turn, it is attractive for highly skil-
led employees to move to regions where there is strong growth and a high demand for
labour.

The future development of production and incomes is therefore influenced to a large
extent by the number of persons in the economically active population, their level of skill
and their available capital. Figure 9 shows the forecast growth of the economically
active populations through to the year 2020. A strong decline in the economically active
population is likely especially in Eastern Germany, where growth is only expected in the
area around Berlin. However, there will also be districts in Central Germany, in the Ruhr
area and in other regions where the economically active population will shrink.

3. THEORETICAL CONSIDERATIONS
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3. THEORETICAL CONSIDERATIONS

Fig. 9
Forecast growth of the economically active population through to 2020
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3. THEORETICAL CONSIDERATIONS

Source: 
BBR (2006), HWWI calculations.
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3. THEORETICAL CONSIDERATIONS

The forecasts of the Federal Office for Construction and Urban and Regional Planning,
the Bundesamt für Bauwesen und Raumordnung, reproduced in Figure 9, take
account of demographic trends as well as the flow of immigrants into Germany and
regional migration within Germany. The demographic trends are relatively predictable and
international migration is relatively small. The uncertainties in the forecasting arise from
the assumptions about regional migration, which in turn is closely correlated with region-
al per capita economic performance. This suggests that regions which have seen strong
growth in the past will continue to be at the fore in future.

The actual growth of the regions and their economic future depend on many other factors.
This includes government policy at the federal and state level, the nature and scale of
private and public (infrastructure) investment, the quantity and quality of the factors of
production, the economic structure and the region’s image as a location. The image factor
is crucial for the availability of highly skilled labour and for the region’s future success as
a business location. Since human capital is, in principle, mobile, the attractiveness of a
location for highly skilled people is an important locational factor. Conversely, the availa-
bility of highly skilled labour is a key criterion for firms when deciding where to locate
and invest. Labour – especially highly skilled labour – will, after all, be an important  fac-
tor of production also in an increasingly automated economy.
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3. THEORETICAL CONSIDERATIONS

3.2.2 TRANSFORMATION TO A SERVICE SOCIETY

During the last decades the tertiary sector has gained in importance, while the primary and
secondary sectors have waned in importance. The growing importance of services is first-
ly a statistical phenomenon but secondly – and mainly – a reflection of a deep-reaching
structural change. In the past, the areas of marketing, distribution and administration
have not only gained in importance but have often been outsourced. As a result, these sup-
port services were now also recorded statistically as services and production in the services
sector increased appreciably. At the same time production in the producing industry
declined. In addition, the growing importance of the tertiary sector is due to increasing
demand for services along with rising incomes. The transformation to a service society is
possible because productivity in the agricultural and producing sectors is rising strongly. 

Higher productivity means that the same output can be produced with less labour.
Consequently, the number of persons employed in these sectors is tending to fall, while the
number of persons employed in the services sector is rising. The flip side of this develop-
ment in productivity and employment is declining relative prices for goods in the produc-
ing sector. This leaves more room for the consumption of services. In recent years the
services sector has grown much more strongly than the economy as a whole. The services
sector grew at an average annual rate of a real 2.2% in the years 1996 to 2004. This com-
pares with a growth rate of only 1.7% for the economy as a whole. 
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3. THEORETICAL CONSIDERATIONS

Growth of the
services sector
1996 to 2004

< 0
0 to 2.5
2.5 to 5
5 to 7.5
7.5 to 10
10 <

Growth in % points



42 . 

The services sector is extremely heterogeneous. It includes such things as financial and
administrative services but also consumer-related services or temporary staffing services,
which provide manpower not only to perform services in the strict sense of the word but
also to help out in the producing industry for instance. In many areas of the services sector
employees tend to be less skilled and value added per employee is also correspondingly low.
By contrast, in the area of corporate services, which is particularly relevant for the demand
for office space, skill levels and also the value added per employee are comparatively high.

The degree to which the transformation into a service society has advanced varies from
region to region. The service sector’s share of total gross value added ranges from 26.9%
in Wolfsburg to 91.1% in Potsdam.          Figure 10 shows the distribution of gross value
added in the services sector as a percentage of total gross product. The sectoral shift is
most advanced in big service industry centres such as Frankfurt. Here, the growth in office
rents from 1996 to 2004, at almost 2% p.a., was well above the average. 

3. THEORETICAL CONSIDERATIONS
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By contrast, in the south and south-west of Germany the producing sector still plays a
particularly important role. This implies that in these areas the service sector’s share of
gross value added is low. However, growth in these regions is strong and office property
prices are high, too. In these regions there are not only the factory sites, where the goods
are produced, but also the manufacturers’ headquarters and administrative centres. From
this it is clear that neither the services sector as a whole nor the segment of corporate serv-
ices can be taken in isolation as an indicator of the future development on the market for
office property.

3. THEORETICAL CONSIDERATIONS
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3. THEORETICAL CONSIDERATIONS

Bochum, an example of structural change

The economic development of a region is an important factor for the development of the
demand for office space. However, the impact of the individual sectors on the demand for
office space is likely to be unevenly spread. It can be assumed that the development in the
services sector, where office activities tend to have a greater relative weight, has a partic-
ularly strong influence on the development of the demand for office properties. At the
regional level the structural transformation to a service society does not necessarily go
hand in hand with higher office rents because former industrial sites can be converted into
office space. However, if the pace of structural change is rapid, demand can outstrip sup-
ply and office rents can pick up. Cities which had a traditionally strong industrial charac-
ter tend to be particularly exposed to structural change. This is true especially of the cities
in the Ruhr area, where gross value added and employment were long dominated by heavy
industries such as coal and steel production. With coal mining being phased out and with
the decline of steel and other heavy industries in Germany, structural change is a particu-
larly important challenge for these cities. 

The economic structure of Bochum, a city in the Ruhr region with a population of
376,000, has seen strong changes in the past years. There have been significant shifts in
gross value added and employment towards the services sector. While gross value added
in the services sector grew by 19.2% in real terms between 1996 and 2004, and thus twice
as fast as total gross value added (9.5%), the producing sector suffered a decline of 13.9%.
Over the same period a decline of almost 20% in the number of persons employed in the
producing sector was slightly more than offset by growth of 11.3% in the number of per-
sons employed in the services sector, resulting overall in a small increase of 1.8% in
employment. This raised the service sector’s share of total gross value added by 6.2 per-
centage points to 76.4%. At the same time, the service sector’s share of total employment
rose by 6.5 percentage points and came to 76.0% in 2004 (see. Figure 11).
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This development is likely to have been an important reason why office rents in Bochum
bucked the general trend and posted a positive development in the period from 1996 to
2004 with a rise of 19.7%. Contributing factors were in particular the growth in public
and private services relative to total gross value added and total employment and the
growth in employment in the areas of finance, letting and leasing and corporate services. 

Fig. 11
Change in the shares of gross value added and employment in Bochum 
by sector, 1996 to 2004
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4. QUANTITATIVE ANALYSIS AND SCORING

Tab. 4
Regression

Variable to be explained:
RENT 96-04

Explanatory variables Coefficient t-value

GVA SER 96-04 *0.38 2.17

D East **-2.79 -3.71

D 50 *-1.96 -2.05

D 100 -0.18 -0.23

D 250 -0.71 -0.81

D>500 -1.27 -1.1

START-UP -5.53 -0.86

CONST 0.81 0.3

Number of observations = 196
R2 = 0.22
F (7.188) = 3.69
Prob > F 0.0009

* Statistically significant to 5%-level
** Statistically significant to 1%-level
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4.1 Quantitative analysis

Table 4 shows the results of an econometric model which examines some of the
explanatory factors for the development of rental rates discussed earlier for a cross-section
of 196 cities. The growth in rents for the period 1996 to 2004 (RENT 96-04) is to be
explained by taking the growth rate for gross value added in the services sector at the
district level (GVA SER 96-04) and the number of new business start-ups weighted with
the total number of firms (START-UP) as the variables. We use the data on new business
start-ups published by Creditreform (2007). In addition, dummy variables are used to take
account of specific effects for Eastern Germany (D EAST) and possible specific effects for
the different city sizes, whereby the variable D 50 is for cities with up to 50,000 inhabit-
ants, D 100 for cities with 50,000 to 100,000 inhabitants, D 250 for cities with 100,000
to 250,000 inhabitants and D > 500 for cities with over 500,000 inhabitants. The cities
with 250,000 to 500,000 inhabitants serve as the benchmark. 

The results of the econometric analysis show that the influence of the growth of gross
value added in the services sector on the level of rents for new leases is found to be statis-
tically significant, but its scale is comparatively small. A rise of 1% in gross value added
in the services sector increases office rents for new leases by only 0.38%. This low figure
might be due to the fact that there are other factors of short-term relevance, such as vacan-
cy rates, which overlie the importance of the development in the services sector. Start-up
activity within a city, on the other hand, is not found to have a statistically significant
impact on the growth in rents. A factor here might be that for most new business start-
ups the number of people and the space initially required by the new firm are usually too
small to give much stimulus to office demand. By contrast, a far more important role is
played by whether the city concerned is in the east or the west. East German cities display,
with a high level of statistical significance, a lower growth in office rents than cities in
Western Germany. They posted almost 2.8 percentage points less growth in rents on aver-
age. An important reason is likely to be first and foremost the, by comparison, very high
vacancy rates to be observed in the property markets of many cities in the east.

4. QUANTITATIVE ANALYSE UND SCORING
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4. QUANTITATIVE ANALYSIS AND SCORING

Fig. 12
Projected and actual development of rental rates

Source: RDM-Immobilien-Preisspiegel
Gewerbeimmobilien, IVD-Gewerbe-
Preisspiegel, HWWI Calculations. 

actual

projected
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As to the size of the cities, a poorer rent development is only found for the smallest size
category, in other words for cities with up to 50,000 inhabitants. Cities in this category
posted roughly 2 percentage points less rent growth on average than larger cities in the
period analysed. For the other size categories, on the other hand, no statistically relevant
differences versus the benchmark category can be ascertained. This means in particular
that also the big office locations have not developed systematically better or poorer than
smaller locations. The econometric analysis therefore also supports the finding discussed
earlier in connection with Table 3 that the factors driving rent growth are of a hetero-
geneous nature. 

4.2 Scoring

The regression analysis has shown that the rental rates for office properties are influenced
significantly by growth in the services sector. From the analysis it is also clear that rents
have developed less dynamically in cities in the east and in smaller cities. On the basis of
the coefficients estimated to a significant level it is possible to project a rent development
for each city. Assuming that the model is reasonable, the estimated value reflects the
increase in rental rates which is reasonable on the basis of the fundamental data. If the
actual increase in rental rates was higher than the projected rate of increase, this could be
because the model did not take important factors into account or because the increase in
rental rates was exaggerated. In the latter case a correction can be expected, i.e. below-
average increases in rental rates would be likely in future. Conversely, rising rents would
be likely in cities where the rental rate development was clearly below the projected value.

Figure 12 shows the correlation between the projected values and the actual values
for the period 1996 to 2004. 

4. QUANTITATIVE ANALYSIS AND SCORING
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Fig. 13
Scores and rent development in the period 2004 to 2006

Source: RDM-Immobilienpreisspiegel –
Gewerbeimmobilien, IVD-Gewerbepreis-
spiegel, HWWI calculations. 
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The line drawn in the graph shows the correlation between projected and actual values.
Since factors of influence not significant for the projection were ignored here, the line does
not intersect at the point of origin (zero). Dots below the line represent cities which may
possibly be undervalued; dots above the line represent cities which may possibly be over-
valued. For scoring purposes the vertical distance of the dots from the line can be seen as
a measure of the degree of undervaluation or overvaluation, a relatively large distance
signalling a possibly high undervaluation or high overvaluation.          Table 5 shows the
actual development of rental rates and the vertical distances or scores. Generally, the
approach predicts increases in rental rates for those cities which have posted an above-
average poor development in the past years. Conversely, lower rates of increase in rents
are predicted for cities which have seen a particularly good development in the past years. 

The question is how far the scores are suitable for making forecasts. The statistical analy-
sis is based on data up to 2004. Data on the development of rental rates are actually avail-
able for the period up to 2006. The scoring approach presented here can therefore be
tested against the actual development in the years 2005 and 2006. Where the score is posi-
tive (overvaluation), rental rates should have fallen in the years 2004 to 2006. Where the
score is negative (undervaluation) rental rates should rise. Figure 13 shows the cor-
relation between scores and the rent developments in the past two years. In actual fact,
there is a negative correlation, which means that the scoring system is able to forecast a
part of the development in the years 2004 to 2006. Obviously, it only explains a part of
the development, though. This is due to the fact that the scoring approach is not perfect.
In particular, factors of short-term relevance, such as high or low vacancy rates, which
were not explicitly considered in the model, could prove to be important and determine
the development of rents in the short term. In that case office locations which had previ-
ously seen an above-average development more likely also developed better over that short
period.

4. QUANTITATIVE ANALYSIS AND SCORING
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Tab. 5
Score and rent development from 2004 to 2006

1 Potsdam -7.3 10.0
2 Bitterfeld -6.1 50.0
3 Iserlohn -5.8 0.0
4 Bremen -5.6 5.6
5 Bad Salzuflen -5.4 0.0
6 Leipzig -4.8 -9.1
7 Gelsenkirchen -4.4 -12.5
8 Berlin -4.4 0.0
9 Lüdenscheidt -3.6 -1.9

10 Remscheidt -3.5 -10.0
11 Suhl -3.3 -11.1
12 Dresden -3.2 -11.1
13 Osterode -3.1 -6.7
14 Salzgitter -3.0 0.0
15 Bielefeld -3.0 5.8
16 Solingen -2.9 0.0
17 Fürth -2.8 30.4
18 Troisdorf -2.6 9.1
19 Unna -2.6 -10.0
20 Schwerin -2.5 0.0
21 Cuxhaven -2.5 0.0
22 Leverkusen -2.5 -8.3
23 Ilmenau -2.3 20.0
24 Magdeburg -2.2 3.4
25 Essen -2.2 0.0
26 Ulm -2.1 16.7
27 Hamburg -2.0 3.8
28 Ludwigshafen -2.0 8.3
29 Paderborn -2.0 0.0
30 Merseburg -2.2 3.4
31 Erlangen -1.9 -6.3
32 Osnabrück -1.8 0.0
33 Winsen/Luhe -1.8 2.0
34 Ratingen -1.7 20.0
35 Gütersloh -1.7 -9.1
36 Mühlheim/R. -1.6 0.0
37 Passau -1.6 4.2
38 Bramsche -1.6 0.0
39 Weimar -1.5 1.8
40 Arnsberg -1.5 -20.0
41 Bayreuth -1.5 0.0
42 Detmold -1.4 -20.0
43 Eschweiler -1.4 -2.0
44 Idar-Oberstein -1.4 0.0
45 Uelzen -1.4 -11.1
46 Bad Pyrmont -1.4 -11.1

Score Rent growth
vert. distance 2004-2006  

in %-points in %

Score Rent growth
vert. distance 2004-2006 

in %-points in %

47 Lingen/Ems -1.3 0.0
48 Hamm -1.3 -16.7
49 Hagen -1.3 0.0
50 Bergisch Glad. -1.3 -8.3
51 Wolfenbüttel -1.3 -6.4
52 Lippstadt -1.3 -11.1
53 Holzwickede -1.3 -15.0
54 Flensburg -1.3 15.0
55 Neuss -1.2 -7.1
56 Nienburg/Wes. -1.2 0.0
57 Kiel -1.2 1.6
58 Düren -1.1 0.0
59 Mettmann -1.1 9.1
60 Meiningen -1.1 11.1
61 Hannover -1.1 -8.3
62 Delmenhorst -1.1 0.0
63 Siegburg -1.1 0.0
64 Düsseldorf -1.0 -27.3
65 Siegen -1.0 -16.7
66 Jever -1.0 4.0
67 Bocholt -0.9 0.0
68 Hof -0.9 -5.3
69 Braunschweig -0.8 -7.6
70 Bottrop -0.8 -2.9
71 Wilhelmshaven -0.8 -8.3
72 Regensburg -0.7 -0.3
73 Oldenburg -0.7 -5.2
74 Hilden -0.7 0.0
75 Freiburg -0.6 -4.5
76 Bremerhaven -0.6 0.0
77 Kassel -0.6 -5.7
78 Altenburg -0.6 -2.7
79 Dinslaken -0.5 -7.6
80 Karlsruhe -0.5 -9.1
81 Moers -0.4 0.0
82 Gera 0.4 20.0
83 Mannheim -0.4 7.1
84 Offenburg -0.4 16.7
85 Menden -0.4 0.0
86 Bamberg -0.4 27.3
87 Schönebeck -0.4 -20.0
88 Bruchsal -0.4 20.0
89 Meerbusch -0.3 0.0
90 Hildesheim -0.3 0.0
91 Heilbronn -0.3 0.0
92 Würzburg -0.2 0.9
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93 Kaiserslautern -0.2 0.0
94 Erkrath -0.2 0.0
95 Geldern -0.2 -2.2
96 Münster -0.2 -3.3
97 Wesel -0.1 -10.6
98 Chemnitz -0.1 0.0
99 Lübeck -0.1 0.0

100 Krefeld 0.0 -31.3
101 Wuppertal 0.0 -23.1
102 Rosenheim 0.0 -5.2
103 Eggenstein-Leo 0.0 -2.3
104 Gotha 0.0 11.1
105 Gronau 0.0 0.0
106 Celle 0.0 -7.6
107 Recklinghausen 0.0 -9.7
108 Jena 0.1 -17.2
109 Aschaffenburg 0.1 -25.9
110 Goslar 0.1 -10.0
111 Kempten/A. 0.1 -9.7
112 Erfurt 0.2 -12.0
113 Zerbst 0.3 0.0
114 Konstanz 0.4 0.0
115 Sindelfingen 0.4 0.0
116 Nordhorn 0.4 -20.0
117 Sömmerda 0.5 0.0
118 Neunkirchen 0.5 -3.2
119 Nürnberg 0.5 4.1
120 Gladbeck 0.5 0.0
121 Stuttgart 0.6 -5.0
122 Herne 0.6 -8.3
123 Schwerte 0.6 0.0
124 Eisenach 0.7 0.0
125 Marburg 0.7 3.1
126 Halle 0.7 -16.7
127 Euskirchen 0.7 0.0
128 Augsburg 0.7 0.0
129 Greiz 0.8 0.0
130 Soest 0.8 0.0
131 Apolda 0.8 -4.5
132 Stolberg 0.8 -2.0
133 Kleve 0.8 -2.0
134 Neumünster 0.9 0.0
135 Landshut 0.9 5.7
136 Gießen 1.0 0.0
137 Rostock 1.0 7.1
138 Pirmasens 1.0 0.0
139 Friedrichshafen 1.1 -6.3
140 Greifswald 1.2 -31.0
141 Wismar 1.2 -10.0
142 Ludwigsburg 1.2 0.0
143 Minden 1.3 21.7
144 Bad Oeynhaus 1.3 -18.8

145 Dortmund 1.3 -10.0
146 Heidelberg 1.3 0.0
147 Neu-Ulm 1.4 -6.9
148 Holzminden 1.5 -9.1
149 Bad Homburg 1.5 -25.0
150 Stade 1.5 -9.1
151 Köln 1.5 -14.3
152 Baden-Baden 1.6 0.0
153 Rheine 1.6 -15.4
154 Stralsund 1.6 -28.6
155 München 1.8 -12.6
156 Landau/Pfalz 1.9 5.8
157 Ingolstadt 2.0 -2.2
158 Goch 2.0 -2.2
159 Gifhorn 2.1 0.0
160 Wiesbaden 2.2 -5.9
161 Aachen 2.2 -6.3
162 Bonn 2.2 -4.2
163 Darmstadt 2.2 -5.6
164 Hattingen 2.2 -12.3
165 Lüneburg 2.3 -4.0
166 Mönchenglad. 2.4 0.0
167 Dessau 2.5 0.0
168 Tübingen 2.5 14.3
169 Oberhausen 2.7 0.0
170 Witten 2.7 -26.1
171 Mainz 2.7 7.1
172 Herford 2.7 -28.6
173 Mühlhausen 2.7 -22.2
174 Saarbrücken 2.8 -15.4
175 Naumburg 2.8 25.0
176 Offenbach/M. 2.8 -7.7
177 Viersen 2.8 -33.3
178 Villingen-Schw. 2.8 -25.0
179 Koblenz 2.9 -7.1
180 Frankfurt 3.0 0.0
181 Trier 3.0 -16.7
182 Bad Harzburg 3.1 0.0
183 Bochum 3.2 0.0
184 Reutlingen 3.2 0.0
185 Duisburg 3.2 0.0
186 Gummersbach 3.3 -30.7
187 Hanau 3.5 0.0
188 Döbeln 3.6 0.0
189 Neubrandenb. 3.7 -25.0
190 Albstadt 3.7 2.5
191 Wernigerode 3.8 -16.7
192 Velbert 4.2 3.3
193 Pforzheim 4.2 0.0
194 Stendal 5.4 -18.6
195 Norderstedt 5.6 -12.5
196 Wolfsburg 5.6 -5.9

Score Rent growth
vert. distance 2004-2006

in %-points in %

Score Rent growth
vert. distance 2004-2006 in 

in %-points in %



54 .

5. Summary
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The analysis of the development of rental rates for office space over the past ten
years shows that office rents in smaller office locations have by no means developed worse
than those in the big office centres of Berlin, Düsseldorf, Frankfurt am Main, Hamburg,
Cologne, Munich and Stuttgart. Many largish and mid-sized cities have even seen higher
rates of increase in rents for new leases. Only the small cities with up to 50,000 inhabit-
ants and the cities in Eastern Germany showed a statistically evident poorer development
in the past. The development of rental rates is influenced by a number of factors. The sup-
ply of office space is a factor in the short term. Owing to the market imperfections and
frictions inherent in the property market, weak relative demand for office space leads to –
in certain circumstances lasting – vacancies and successively falling rents. Strong relative
demand leads, if vacancy rates are not too high, to in part, substantial rent increases.

Theoretical considerations suggest that the economic development of the tertiary
sector is a suitable indicator of the demand for office space. This is also supported by
empirical evidence. For the period covered in this study, the development of gross value
added in the services sector explained a part of the development in rental rates to a statis-
tically significant extent. However, the impact in this period was small, which could be due
to the relatively high vacancy rates in many office locations. Theoretical considerations
also suggest that the development of the economically active population plays a role in the
long term. A strong decline in the economically active population up to 2020 is likely
especially in Eastern Germany, with the exception of the area around Berlin.

However, there will probably also be districts in Central Germany, in the Ruhr area
and in other regions where the economically active population will shrink. The regional
development of gross domestic product is also closely linked with the future development
of the economically active population in the respective regions. Here, the impact of eco-
nomic growth is likely to be greater, the more the growth is driven by structural change
and an associated positive development of the services sector. However, increases in rental
rates should be seen also in regions of high growth where the growth in gross domestic
product is driven by expanding industrial production. Given the limited room for expan-
sion in city areas, the competition for space should tend to lead to increases in rental rates.
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