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A structural shift in the market for residential properties

results in lower yields

In recent years, there has been a lot of activity on the residential market and property yields have
decreased considerably. During the past six months, residential yields have fallen by approximately
50 basis points, in particular in regional and smaller cities.

So far this year, the transaction volume for residential
properties amounts to over SEK 32 billion, equalling the
transaction volume for the entire year of 2015. Institu-
tions and listed property companies are dominating the
market, with Willhem, Victoria Park, Balder, Slatto,
Samhallsbyggnadsbolaget and SPP being the biggest actors
and accounting for around half of the investment volume
so far this year.

Over the past decade, significant changes have taken
place in the market for residential properties. Tradition-
ally, this market has had a regional focus where municipal
companies and private — often local — actors have been
the largest property owners. However, during the mid-
2000s this situation began to change as investors with a
wider; nationwide focus entered the market. Between
2005 and the financial crisis of 2008, Swedish private
property companies such as Akelius, Heimstaden, Din
Bostad, Wallenstam and Stena Fastigheter, as well as
international private actors such as Acta, Property Group
and Essex, accounted for the majority of investments.
These companies alone represented approximately one
third of the total residential investment volume during this
period. In general, Swedish property companies concen-
trated on high-quality residential property in large and
regional cities, while international investors generally were
more financially driven and invested to a greater extent
in properties in poor areas with higher property yields
(even though they generally lacked the necessary property
management skills).

Between January 2005 and August 2010, there was a
positive correlation between transaction volume and the
average property yield for residential properties. In other
words, property yields went up when the transaction
volume increased and went down when the transaction
volume decreased, i.e. the opposite of the correlation for
commercial property. The correlation coefficient was 0.79
between January 2007 and August 2010, which indicates

a very strong positive correlation. The reason for this is
that high-yield property in smaller cities and secondary
locations in larger cities made up a significant share of the
translation volume in the years leading up to the financial
crisis. Property yields fell when the economic cycle turned
in late-2008, as rental housing property had the character
of a “safe haven”. The stable rental market and low

vacancies in large and regional cities attracted risk-averse
investors to the residential segment once the macroeco-

nomic turbulence hit.
However, in the

autumn of 2010 a new
JIhe new actors have

caused the market

to behave in a similar
manner as the market
for commercial
property.

type of actor entered the
market. First, a number
of institutionally-owned
property companies

that focused on owning
and managing residential
property over the long
term began investing in
the market, and later on a number of listed property
companies joined them. Since 2010, the largest investors
have been Rikshem, Willhem, D. Carnegie, Victoria Park
and Heimstaden/Nordhalla. Together, these investors
account for over one third of the total residential invest-
ment volume since early-2010. Initially, these companies
focused on large and regional cities, but as competition
became tougher they moved increasingly towards smaller
cities as well as further towards the northern parts of the
Sweden. The companies have different business models
that are aimed at everything from managing and develop-
ing residential property in poor areas, to new production
or simply owning high-quality residential property in
attractive locations. In recent years, we have also seen
new listed actors such as Amasten that specialize in rental
housing in smaller cities that are within commuting dis-
tance of regional cities.
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erty yields go down when the economy improves and go
up when the economy is weakened. However, changes in
property yields are smaller for residential property than
for commercial property, as the market has stable rental
income and is dominated by institutional long-term inves-
tors. In addition, there are many indications that the change
in the market since 2010 is a structural shift and that the
new investor base is here to stay. This, in turn, means that
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be brief. Because of stable rents and low vacancies across

the entire country, Swedish residential property remains
highly attractive.

Comment: Residential transactions in Stockholm and Gothenburg are
excluded from these calculations, since the potential to convert the rental
flats into tenant-owned flats in attractive locations pushes property yields
down to exceptionally low levels in these cities.
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Average yields and transaction volume, residential properties, Residential investments per investor type
monthly data
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Swedish long term government bond yields and average yields for residential properties
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*Yields are based on historical residential transations. Transactions in Stockholm and Gothenburgh are excluded.
Source: Factset and Catella

Jun/16



THE SWEDISH HOUSING MARKET, PART |

Research team

Arvid Lindqvist
Head of Research
+46 (0)8 463 33 04

arvid.lindqvist@catella.se

Jesper Greitz
Research Analyst

+46 (0)8 463 33 08

Residential transaction team

Jonas Lindell
Director

+46 (0)8 463 32 43
jonas.lindell@catella.

CATELLA

jesper.greitz@catella.se

Hanna Ostrém Malmqyist
Associate Director
+46 (0)8 463 34 19

se hanna.ostrom@catella.se

Catella is a leading specialist in property investments, fund management and banking, with
operations in |2 European countries. Catella is listed on First North Premier on Nasdaq

Stockholm. Read more at catella.com.

Catella

Birger Jarlsgatan 6
Box 5130

102 43 Stockholm

Dan Taranets

Analyst

+46 (0)8 463 32 37
dan.taranets@catella.se

Elin Ericson

Analyst

+46 (0)8 463 33 |15
elin.ericson@catella.se

+46 (0)8 46333 10
property@catella.se
catella.com/ corporatefinance



