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Retail Warehousing Rental levels
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Overview — As the property downturn is gaining pace across all European markets, the Belgium market is
feeling the pinch. Letting activity has continued to slow down as retailers are anticipating a contraction in
sales. The global re-pricing of risk has continued to take effect on the valuation side although the fall in
capital values has been limited so far. Yield curves will be different across submarkets, an increasing
function of the level of supply, which means that the upward adjustment will be limited in the high street
submarket. Nonetheless, as supply related to shopping centres is mainly concentrated in the wealthy areas,
where the income per capita is higher, the outward move should be limited compared with other peer
countries, where supply outstrips the level of wealth growth.

Retailer Demand — Not surprisingly letting activity has continued to run out of steam in line with past retailer
surveys. Latest data released by Cushman and Wakefield suggest that vacancy rates across submarkets
have increased. Although the shortage of supply has hedged the high street submarket for a while, some



Economic Updated The Belgium Retail Market

schemes are waiting for tenants both in Brussels and Antwerp. Although some international brands are still
keen to take premises, they have remained cautious adopting a wait and see stance, in expectation of more
advantageous conditions. In both the shopping centre and the retail warehousing submarkets no major
transaction was observed.

On the leading indicators’ side, retail trade confidence has continued to trend downwards in the wake of
badly oriented retail sales. Globally, retailers are worried about decreasing turnovers, erosion of profit as
well as margins. Letting activity will continue to ease in the wake of increasing uncertainties. The structural
feature of the high street submarket might avoid huge downward adjustments in rental values, although
some differences might be seen across cities, given the differences in wealth per capita.

Retailers & Consumers worried on Consumer relief as inflation begins to ease
prospects
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Supply — In 2008, the new supply was mainly related to the retail warehousing submarket with the opening
of 5 schemes, with an average size of 17 000 m2. According to national figures 1 000 000 mz of future GLA
are in the pipeline through to 2010, with potential postponements as finance conditions worsen. New retail
space is clearly dominated by both the shopping centres (522 000 m?) and the retail warehouse schemes
(554 000 m32). Again, there is a clear distinction between Wallony and Flanders, where for the latter local
authorities are keener to deliver building consents than in the Wallony. The difference in planning regulation
is also driven by macro fundamentals, as the Flanders exhibit a higher wealth per capita than in Wallony.
However, no major development is set to come on stream, given the rising uncertainties as well as the tough
credit conditions. The freeze and postponements of some schemes might help to prevent sharp rental value
falls. In this context, the pipeline will continue to be monitored in the months ahead.

Rental Movements — Rents have remained flat across submarkets since last year, suggesting a wait and see
stance on the part of retailers. Commercial incentives have probably increased over the past few months,
potentially postponing possible downward adjustments. In the shopping centre submarket, landlords have
been pragmatic to secure tenants and avoid a rebound in vacancy rate that might finally dampen their NAV,
as lots of schemes belong to large Listed European property companies. The economic downturn has been
the main driver of rising commercial inducements rather than past “fresh supply”. Despite an expected fall in
spending no strong downward adjustment is likely in the high street. In the other submarkets, as a second
round effect, the pace of recent completions might outstrip private consumption growth, pressuring rental
values. Although second hand schemes might be the first to suffer from rental decrease, prime shopping
centres might also feel the pinch. The new retail parks might remain in a better shape than others, although
landlords need to be savvy enough when contracting new leases. Altogether, rental values might slightly
decline in 2009, but no real drop is foreseen.

Investment market — In 2008, total investment in retail reached almost €6.9 bn. Such a volume remains high
compared with other markets where total investment halved. Main transactions were related to spin off of
retail portfolios or sale of shopping units. Investors were looking to benefit from the bottom of the cycle to
reinforce their footprint in the Belgian market as the region will continue to appear as a safe haven given the
property fundamentals, such as supply regulation.

Again, the message remains the same with the belief that no large distressed position is expected to be

seen in the retail sector as it is small and quite defensive. Conversely, more opportunities might emerge in
the office sector, which continues to represent the Lion’s share of the investment flow.
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Moving forward, the Belgium retail market has globally
shown a good resilience in term of capital values fall.
Globally, the outward yield move was gradual and
limited across submarkets. In Q4, Yield rose again by
25 bps on average across submarkets. Actually, the
move is similar to what was seen in France, but lower
compared with Spain. As the Belgian market is limited
in terms of supply, and not poised for crash, no
overshooting is likely to take place. Again, in the
current context the fundamentals are now key to
explain the yield trend.

Altogether in 2008, like in other countries, the outward
yield was the highest for shopping centres, although
the move was limited compared with other peer
markets in Europe. In the high street shop submarket,
the outward vyield shift was between [25bps;65bps]
generating a capital value fall' of 9% on average, a
lower level compared with peer cities, like Paris,
Madrid or Barcelona. Nonetheless, the fall in capital
value reached 15% in both Brussels and Antwerp. In
the shopping centre submarket, the yield shift reached
75 bps on average meaning a fall by 14% on average.
Finally, in the retail warehousing submarket yields
increased by [45bps;70bps] meaning a fall in capital
values by 10% on average. Altogether, the fall in
capital values in the retail property market in Belgium
is a mix between the French and the Italian pictures.
Again, the lack of liquidity — linked to a certain extent
to the planning regulation of the property sector
explains the minor move compared to other countries

The Belgium Retail Market

Investment Market: a slight slowdown
compared with 2007
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like the UK or Spain. As explained in the past report, Belgium is usually considered as a defensive market
and has avoided any overshooting thus far. In 2009, capital value falls will continue but might be limited as
no risk aversion against the Belgium economy is set to be seen. Investment transactions are set to rise but
might not be as large as in other potential distressed markets. In 2009, yields are likely to shift between

[25bps;50bps] on average.

Key investment deals were undertaken in Q4 2008:

- Centre Monnaie in Brussels sold by a private Dutch investor to Fortis Real Estate. The deal

remained confidential.

- Meir Square in Antwerp was sold by CS Euroreal to a private investor, no detail of the deal was

provided.

- Chaussée de Bruxelles 78-94 in Waterloo, a project developed by Burgland International was sold to

Green RE, a private Dutch investor.

Weighted-average of the different moves observed across cities.

Grosvenor Research
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GDP and household spending drag down by
the global slowndown
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Unemployment to rise in line with the global
downturn
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Retail sales to slip in line with bad mood
of consumers
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Retail sales to slowdown
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Inflation recedes
as commodities prices dropped sharply
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ECB cut rates to shore up
the euro area economy
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Outlook Summary

The final quarter marked a u-turn for the Belgium economy as GDP vigorously contracted (-5% annualised
rate), the worst performance since Q1 2005. On the other hand, the fall compared to last year is minor.
Altogether, the economic activity slowed down 1.2% compared with 2.6% in 2007, which means that
Belgium buck the Euro zone trend. Although the breakdown is not available, proxy data suggest that
domestic demand has continued to lose momentum in the wake of (i) a fall in investment and (ii) a slowdown
in private consumption. The leading indicator, smoothed overall synthetic curve, reflecting business activity,

has plummeted to a record low.

Digging deeper into sector, the index related to the manufacturing industry has collapsed in line with the
continuous fall in demand; the construction sector has continued to plummet as well as the retail sector.
Therefore, the underlying trend of the Belgium’s economy remains definitely on a downward path. The
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consumer confidence index has recently stopped
falling, but the move is not likely to continue as the
recessionary environment should worsen. The upbeat percent Percent
view of households is mainly related to the decrease 50
in the pace of inflation, as life is cheaper! In Q4 2008, 80
inflation ebbed to 1.6% on a year-on-year in the wake 7
of past fall in oil and commodity prices, a major o 30
change compared to an average level of 5.3% in the  s°
first half 2008. Altogether, in 2008, consumer prices 4
index rose by almost 4% after a minor 1.8% in 2007. 3 1o
20
Such a decline in inflation in the recent past has *
prObably been Overweighed by households to gauge 2992 1994 1996 1998 2000 2002 2005 2007 2000
the better prospects, relating to both their financial — —
situation and saving capacity. Conversely, downbeat  source: Global insight
view of household is related to unemployment fears.
As the rate of unemployment has reached 7.2% compared with 6.7% in 2008, households have expressed
worries that the upward trend will continue, which is almost certain. In the coming months, the downbeat
view may influence the overall picture, which means that consumer confidence index will renew with a
negative slope. Although the interest rates are on a declining trend, credit conditions remain tough. In this
context, there is no room for further spending.

Consumer relief as inflation continue to ease
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Expectations over the next twelve months Outlook deteriorates as downturn pummels
consumer confidence
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Our baseline scenario remains that consumption should remain flat although a slight contraction is not
excluded as Belgium households are quite reactive in the downward phase of the cycle. The upside is that
inflation is set to be marginal in 2009. The downside remains the deflationary pressures as it risks a
protracted recession. The labour market is being hit by the current recessionary background. Wages are
likely to slow as employment supply is likely to increase while companies are looking to rationalise costs. Not
surprisingly, the export industry has been highly damaged by the slowdown of the external demand.
Altogether the overall trade surplus has continued to decline.

The Belgian government has unveiled a €2 billion fiscal package which includes tax cuts® as well as
investment in infrastructure projects. In addition (i) companies under stress will be able to delay paying VAT,
(i) companies will benefit from a gradual schedule to pay their corporate tax. On the consumer side, (i)
households will receive a one-off €30 rebate on their energy bill, while (ii) the unemployed will be entitled to
a higher percentage of their previous wages. The government will also allow workers to receive up to €125
in 2009 and €250 in 2010 in the form of fiscally advantageous vouchers for food or environmental products.
Again, those measures have been designed to sustain low income household purchasing power. Further
measures, costing €1.36 bn, are planned for 2010. The Belgian government budget is set to fall in a
negative territory in both 2009 and 2010. The high level of public debt of the Belgian economy does not
leave more room of manoeuvre. Altogether, the GDP should contract by around 1.5% in 2009.

0 The measures include a reduction in the VAT on new construction to 6.0% from 21%.
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