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I - RE Micro Econonncs

Kea/ Estate is a” Real” Market

V A Place of Trade
— For 3000/5 & services
— With Aayers & sellers

— Where supply &
Dermand meet

vV With E?m‘//én‘um
— A2 certain prices

— For cerdan volures of
Zraction

V With 2 dypes of
Tractions
— /_ez‘z‘/ng
— Iwvestment

Source: DR
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* Cortrolled” srarket and shortage

vV Renta/ #oasilg

— Tenapits more
protected Zhan
land/ords

— KRent controlled, not
* marked—to-market”

— Or fixed rent (social
/70a5:‘n3>

vV Dermand

— Basically SZrong...
— .. eVen Sz‘ronjer with
cheaper rent

vV Supply
§— 3&‘5/(',((//}/ //.M/‘Z‘ed,,.

— ... eVen Shorler dite Zo
neg(t/'Ve incentive

vV Context
- Sa/pp/y and Dermand
normally expressed...
- . but adaptation
df/’ecz‘ec/ éy prodacz‘/on
de/ay

(4 P{g Price Curve

— & weeks market
adaptation € necessary
Zo adjust prodacz‘/on)

— Producers arrive o
Maréez‘ z«)/‘Z‘/] a rljfa/
pre—deterrine supply,
that can't change in
Short derm

1

Rent/month

€20 /sq.m

€8/sg.m

Big Waiting List
(looking or flat in Paris)

X ‘000 sqm/year

Qo Take up
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Qn

Sonrce: DR

Quantity
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& Pig Curve " For Parvsian Flads

vV Context
At Market bottom,

volurmes increase...

... Lhen prices
Increase...

... Chen volumes
decrease...

.. and Prices decrease

vV KFadionale

— Vendors are not
/'Mmed/l({(e/y Fforced Zo

5@/8 1500 = === n
20 000 30 000 0 000 500001
1

— Supply adaptation /s
marginal Q1 Volume
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TAlinen: the "Lsolaled Stade"

V Optimal Agricultural
Land Use 891826,) Economic
— Based on distance Rent
Ffrom the Cidy...
— .. and Zrport costs
— From Aigh o Joww
market va/ue

Cit
Y Distance

F 4 Center ’
V. Microeconorncs \ From City

Supply 15 coidespread

Demand 15 centralized

A linear Function:

R=q (P-TC-x ) JE— Grazing
Rent=Quartity x e

(Price - Total Costs

- Distance x Trfert

Costs )
Sonrc:DR
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Hlonso: 2he Bid Resit Fenction

|/74 Bd P/‘I‘C',e Curve
(964>
— Combinations of land
prices and distapnces
rendering indifFerent
— S/vow/rg rent Zo pay at
each distance Zo

achieve a predeterrined
A(Z‘///Z‘y [eve/

V Specificities
- Speai%fc Bid price
curve For each
customer
e Spec//?c é/z‘i//‘z‘y Jeve/
for each bid price
curve

Office

Land Value Bid-Rent Curve

Manufacturing
Bid-Rent Curve

Residential
Bid-Rent Curve

Distance
to CBD

Sonrce:DR
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VA SVMMefly of
Information

— Between vendor and

éayer
== 4/)10/73 éayerS
- 4/)10/73 vendors

V 7raction Costs

— Buy and re-sell at
Same price =2 you
/ose roney

ViU np)‘edl‘cfaé/ e
Behavior
— Bounded rationality
— Non cocperation
— Cheating

Should | wait
for Tomorrow’s

Sonrce: DR
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£100 Bil/ Auction

vV Simple 3/05&/ auction
= >‘/{9/Ie§i bid wins
— Outcome = bid-100
— Cents matters
vV One—2o-One Duals 5%, \ 3252095“602
— Bds are compared on < B . )’ 3
ducal~Fighe basis 25209546 D :
— Outcome = (bid-100) x
number of victories

— Ouwtcome depends on
Group ‘s behavior

vV Shubik ‘s #Auction

— Irrationa/ escaladion

comrutlrent

— Misc Q/ (P ation of Source: Shubik's Dollar Auction Game: A Paradox in Noncooperative Behavior and Escalation," The Journal of Conflict Resolution, 1971
é};pec Zed value

LK - THEDATE Nov. 2005

Aectdion 77730)}/ Private Value

V Good Example of Free
Moarket o ? Bid b

— Perfect competition 1t Bid b wins Bid a
Pays N
— From walches on é- b-price £ Bid ¢

Bay to Bandwidth sold English Option Dutch Option Silent Option Sealed Bid Option
A}/ 3ol/ernmen2‘ ascending bids (loud) descending bids (loud) ascending bids (written) Undisclosed bids
3 previous bid known previous bid known previous bid known (envelop before deadline)
- Fl eX/A/ e Yoo/ e.g.: Antiques e.g.: Flowers e.g.: Charity e.g.: Real Estate
Seller OK Buyer OK Seller OK Seller OK

V Kationale
— Intiadlly: price based ? ? ?

' ; Bid b Bid b
on re-sale value b wins LoC b wins b wins

Bid a pays b-price Bid a everybody Bid a
ais2" | /gig ¢ paysits | /giq ¢
pays a-price price

— Vickrey's vision: pays a-price
difFerent peo/?/e Aave

different values Vickrey 2" Price Escalade Sealed Everybody pays
Sealed Option Option Option
Undisclosed bids Undisclosed bids disclosed or undisclosed

(envelop before deadline) (envelop before deadline) bids
e.g. in real life ? e.g.:in real life ? e.g.: charity, politics ?
Seller OK Seller OK Seller OK
See Journal of Finance 1961 paper by William Vickrey (Nobel Prize in 1996)

Bid ¢
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Aectdion 77130)}/-‘ Conmron Value

v Known Va/ue

— The asset Value is
approximately the Same
For all bidders

— Yorvever, it remains
/mpoSS/é/e o assess
2his * Common Value'

V The Winner's Curse
— Kea \/a/ae e?aa/\f
Cormon Value + €
(spread could be
positive or negaz‘/\/e>
— Winner 15 € max
- On/y 3ooa/ £ € max <=0

S

? . BidV + b

'

Common Value
+V
Real Value

V+€

(€=margin of error)

If Emax = b,
Winner is b

LK = DYEDATE Nov. 2008

45ymmez‘/y oA Inforration

V Market For Lesmons

— Seller's incertive o
exaﬁgeraz‘e asset
?aa//z‘y or o sell £irst
loew ?aa//z‘y assets
Buyers are prone Zo
anticipate bad faa//z‘y
(due 2o asymmetric
Information
Example: wsed cars
market, lemons vis.
cherries

vV Solutions
— Credible disclosure
fec/wzo/oﬂy //‘M/z‘/nj
asymmelry
— Insurance and
Warrarnty

See Quarterly Journal of Economics 1970 paper by Georges A. Akerlof (Nobel Prize in 2001
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Werbert Simon: Botnded Kationalidy

V Wrong Model

— Perfect Market with
omniscient actors, able
Zo % raz‘fona/ /y 3
Compite each decision
and its consegience
Keal Life with
imperfect information,
lirited compuidation,
SZ‘rolg interdependence

VOIgan/‘zaz‘/‘oha/
Decision—Ma,éirg
— Mahagemenz‘ of
information is complex
and costly
> Ma/z‘/'/9/e é/Z‘/l/llZ‘y

3 Source: DR ; See Models of Bounded Rationality, 1982,V ols. 1 and 2. MIT Press by H. Simon (Nobel Prize in 1978)
Unctions 9 ?

LK = DYEDATE Nov. 2008

vV 7oward 2he CLAF Or
T oward éach Other
— The First o jump is
Zhe “ Chicken (J;M/)'I}»
— The Second o Jurp s
viclorious...
— . i 1t dead (Buzz).

vV Nash é‘?ai/iériam

— Knowing the other
Strateqy, no Iinterest
Zoo c/7an3e £ Zhe

other doesn ?
“ A 4 Tie - Tie Lose - Win
— In " Chicken, there is
two : A/QS/Z é-?a;/;érl.a‘ & V --
{ 3 Win - Lose | Dead - Dead

ebel Withont a Canse, 1955 Nicolas Ray, with James Dean
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vV Mora/ ¥azard
= 45y»7meiry of
information renders
actions anpreclfcz‘aé/e
— Protection aganst risk
Zroaﬁ/i incentives
— That could be costly

V Adverse Selection

— Insurance compary
( Prfncf/aa/ ) /s not
informed of driver s
behavior (dgenf>
Bad drivers woetld be
Zempted Zo 36# a cheap
Insurance cwhile Ma,é/nﬁ
a lot of accidents
Insurer shoeld
dissuade bad drivers

Source: DR
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Decision Based On Yistorical

V Lmits of Lognormal

Distribettion

— Gauss curve is not
aleoays relevast

— Dispersion around
average could be hectic

— Poisson's distribution:
discrete proéaé//ffy
(noise & small
occurrences )

v Pang/oSS View

= 4// /s For the AQSZ‘ n
2he best possible

world..”

Unpredictable
Trauma

Avrtificial Focus on
“Best Case Only”
(Pangloss View)

+ 1 Standard Deviation
+ 1 Standard Delvia!ion (95%)
Average

Source: DR
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ZZ - Basic Legd/ For KE

Moarket Plasers

V Properdy Oroners

— Could be wsers
(ooners —occa/aiers >

— .. or ptre inestor
/ez‘f/'nj Zhe presise
(and/ords)...

— ... or, for a short Zerm
period, developers who
produces properties of
Zhe 2 First Caz‘eﬁor/e\S

v Properdy users

— Could be owners
(oroners-oce Upiers 3

— ... of Cenants

Ownership
Landlord «———— Property

Lease Use _ yes | Owner-User Tenant
Contract Occupation

Tenant
Landlord

(Investor)

Lease: A contract by which (i) one conveys real estate, [...], (ii) for a
specified term and (iii) for a specified rent.

Rent: Fixed periodical return (i) made by a tenant or occupant of
property to (ii) the owner (iii) for the possession and use thereof.

Sonrce: Webster Dictionnary
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lease Cortract Man 7Terrts

vV Durdation
Landlord corputment
Tenarnt comrutrent

Ternination clacses
(For tenant: breaks)

53/72‘ of renecoal

vV Kest
— Fixed or mark-to-
market ( MTM) ?
— Indexation
— " Twunne!” of
protection aga‘/‘n\SZ‘
market

lease Coritractd Dur

vV Most European
lease contractds

— Are with medual £irm
per/'o.:/
— With indexed resnts

v /4Verage Durdation
— 5-l0 Years
— French exception:
3-6-9 Year lease

— UK /on3 Zerr leases
(sometime rore
2han 20 years)

Indexed
Fixed Rent

Market
Evolution

“Tunnel”

New Lea

e )

(Protection
against MTM)

(Right of renewal

limiting MT]

?)

——
Firm Period

End of
Lease

18t break

LK - THEDATE Nov. 2005

10N

Number of years of firm commitment

In France
v'3,60r9 years
v free (cf contract)

In UK

v'5,10 or 15 years
According contract

In Germany
v’ 5,10 years
According contract

In Italy

v 6 years, or
According contract

In Spain
v'3,50r 10 years
According contract

Min 9 years (max 18 years,
3 6 9

Indexation + MTM @ end of contract

3 6 9 12
Indexation + MTM @ end of contract (every 5 years)

3
Indexation

3
Indexation

I T il f contact <1985

S b 9 12 o 16
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V0 Year Cycle 7
I~ (f Cyc/eS are /fn,{’ea’ Zo Room for

J g renegotiation
mGjor economic cycles at the end of

" the fix period
C,OM/QI‘QA/E with P

“Kidehin" eyeles
Gnvestment in
invertories) Over-performance

V Kental Corrndrent
— Land/ord Aarvests
“ over —performance 7
Zenant commruts a peak

= Land/ord gets stuck A
L«)/Z(/7 aé(hc/el"' ...""----..--....----u---'
performance” i he 1996 2001
commits a@ bottom

3-6-9 yeers ‘

+ 5 years + 5 years + 5 years

LK - THEDATE Nov. 2005

V When market
bottors down
— 7’00/525/ 's rents reach
Aistorical low values )
and future rents are
expected to rise aga/n

— Power of negoz‘/az‘/on )

Favor of tenant performance

vV Concessions

— Maintain a ; /'ac/a/“ rent Element of Discussion
arz‘i//’cia//y /7/3/7 at the beginning of a

- 77»04(3/7 resnt —Free newlease
period & works done
For Zenant

— So on the duradion of t 5 years * 5 years t 5 years

== Improvement
due to steps

e

Zhe lease, “ econoric’
rent 1S attractive
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Occupancy

v Physical
Rental ratio

Occapancy o
— Swrface let vis. Total

Space: Alere 7
%5 ] 70 Market level

— Properdy may be €500
concerned cwith

" structural” vacancy Rent in Place
€400

v Financial
Occupancy
— Total rent in place vs.

maximunt potential i
rent (i all space /et @
mcrket value): here s4%

4 Comp/emenz‘ary ratio, 70% 100% Physical
expresses 2 Ypes of 7.000 m2 10.000 m2 Occupancy
vacancy

LK - THEDATE Nov. 2005

Occupancy

vV Physical
Rental ratio

Occu
p a”c}’ €m2 Current Lease
— Surface let vis. Total / Renegotiation

Space: Alere 7
%5 ] 70 Market level

— Properdy may be 500€ ./
concerned cwith
" structural” vacancy

+
€0,7m
Rent in Place

400 €

Valorisation

v Financial
| Vacancy
OCCLIPQHC}/ o— absorpfion

+
— Total rent in place vs. ‘ €1,5m

maximunt potential i
rent (i all space /et @
mcrket value): here 54k

Comp/emenz‘ary ratio, 70% 100% Physical
expresses 2 types of 7.000 m2 10.000 m2 Occupancy

“vacancy
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V Cycles Impact

— Market rent variance

o A T Increase of average Rent
— Occupancy variance (lease up of vacant space)

A

7 7
W . y
V Positive Reversion

/
’ /—\
— S/"dCie /et & rent /\\ CUeREeoRnce /—\

below current market

— Empty space Zo re—/et

| l
1 . NEGATIVE
v A/egdz‘n/e Reversion NecaTvE U R,
— Space /et at rent above ’

POSITIVE
current market REVERSION
Decrease of

< Occa/}gc{ space Co be //// Rental Market h ] \\\\\ T (ii) Increase of

Rental Market
vacated
- +

| Tenant . . —, Vacancy
4
departure (i) Rent Renegggﬁéerg reduction

Source: x
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Occupancy Dyrarnc |/ 2

vV Occupancy:
p /E/ 5/ o) a/ & F/“n a’)C'J‘ a/ Rental ratio

€/m2
— DecCrease in recessSion

— Increase in boom

Increase of I

N Rental Market
vV Keversion

— Positive when Market
s Aooming

- A/egaf/\/e when market
falls

Physical
Occupancy
in%
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Occupancy Dyrarnc

V Kent Maxiruzadion

— Organ/Zed vacancy...

Rental ratio

€/m2
— .. 2o reshape spaces

and boost ” product”

V Cycle Movement

— Use Market boor 2o
reposff/on /Droa/é(cf 100%

— Capture rent max

RE-LETTING
z‘/7roa3/z Ccapex

Physical
Occupancy
in%

LK - THEDATE Nov. 2005

III - Basic. Tax For KE




de On quiz‘a/ éd/n

vV 7ax Basis

— Net Disposal proceed...

— .. [ess Boo% value
(Historical price less
amortization)

VTQX (aZ'eS

— 20 Zo 33% (depend/nj on
countries, often
comparable cwith
income tax rate)

Coa/o/ Ae maz‘c/—/ed L()I.t/[
/os55es (neﬁaz‘/\/e.
incomes)

— Eemplions: KELTS

Source: DR
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vV Invest ment
— Asset boug/t 100
— Incomes: 25 in s years
— Disposal Proceed: lis
— Gross Profit: 40

vV 7Transfer 7Tax ©oom
erpacf B Total NOI
3! 46?&(/‘5/%/.0/7: + ¢

(ac/a/fffona/ eXpenSe)
— Disposal Proceed: - 4.9
(proceed reduction)

20
I Net Profit

VPI‘O{?Z‘ TQX I/)'IPQCf I Transfer Cost
— In 7otal: - 6.5
— Tncome Tax: — ¢.3
— Capita/ Garn' -0.5

With Tax

20
I Net Profit
I Transfer Cost
[iTax

100 120
I Price paid
ZFin. Fees & Interests
i iExit transfer Cost

1K -

DHEDATE Nov. 2008




4c?a/6:‘z‘ion Sfracz‘an‘;g

V Ivestmert Vehicle
— In Tax &Ficient
Jurisdiction
— L//r//z‘/nﬂ Tax on K- 552//7
— 7Take a Mortgage

v ananc/hg
— Loan &Internal debt
( ?aa&'—e aiz‘y> creaz‘inj
deduwctible interests
— Limited by 2hin
capitalization " reles

V Bi-Latera/ ﬂeddy
- 4Vo/c//n3 dowble
Zaxation
— K endering cerdain
Countries attractive

No Local
Tax on Capital Gain
(Limited or no Taxation
in Tax Heaven)

Bi-lateral
Tax Treaty

Local
Country

1
Mortgage
Loan,

Investment
In Fund M

1 L POST TAX
: Participating PROFIT
ILoan

Tax Heaven*

Fund Vehicle

Equity
Investment

DIVIDENDS AFTER
WITHHOLDING TAX

Equity
Investment

Property

Limited Local
Income tax
(interests on both Debt
& participating Loan)

* Country with attractive tax scheme (low, if any, tax on Capital Gain)

B/'A/z‘o3rqp/y
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V Microéconontie de /' Incerdain

— Octave Jo{/arg—/\/gaéna - 200! -

2-10-00883%—2— Detnod.

V Ditermediate Microéconomics — Hal &. Varian
— 2006 - French version ISBN 1-$$525-400-5 —

De Boeck

V Markets, games & Strategic Beha
— Charles A. Holt— 2007 ISBN 0—-321-41931-¢ —

Pearson Education

ZSBN

or

V Les Nowvelles Théories Economigies

— Jean-Yves Capul/- 19955 — ISBN
coeoeo ladoctrancarse gouv £ - La

Documentadion Frangaise

N
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