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MACROECONOMIC OVERVIEW

In the first half of 2018, the Italian Gross Domestic Product
(GDP) recorded positive but fragile results. Exports and
investments decreased and as a result private consumption
slowed. Positive signs of recovery are highlighted by the
Organization for Economic Co-operation and Development
(OECD) reporting that the Italian employment rate reached
58%, close to its historical peak. However, ltaly still has one
of the lowest employment rates among the OECD countries.
Large deals recorded in the secondary market coupled with
effective polices applied to the banking system led the stock
of Non-Performing Loans (NPL) to decline to 20%,
compared to the peak recorded during the crisis (341bIn of
euro of Non Performing Loans in 2015). In addition, the
development of structural, social and fiscal policies useful for
tackling regional and social divides will be fundamental for
supporting the country’s macroeconomic growth.

INVESTMENTS

The slowed growth rate of macroeconomic indicators
reflects the Italian real estate market trend, even if it
follows the West European area dynamics. With the
increase of volume in investments since the start of the
crisis, 2017 was a peak year for national real estate. In
this sense, the slowdown recorded in the first six months
of 2018 was inevitable. The main difference between the
current decrease of investments and the downturn
recorded in 2012-13 is related to the nature of influencing
factors. During the crisis the decline in investments was
related to financial threats of real estate players, whereas
in the first half of 2018 the decline in investments is due
to the lack of attractive products. In other words, demand
is actually lagging as investors are waiting for value add
opportunities and new developments and/or
refurbishments.
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Real Estate investments by asset class
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MARKET HIGHLIGHT

According to Institutional sources some of the key drivers of housing
refurbishments and private construction investments allocated in new
non-residential buildings are fiscal incentives and positive sentiment in the
Italian real estate market. In the first half of 2017, the number of building
permits increased by 11.7% compared to the same period of 2016, supporting
the relaunch of construction of new residential spaces. Finally, the
development of public buildings and infrastructure projects are still

struggling to receive funding from the Italian public authorities.

In the first half of 2018, real estate investments in Italy were 3.2 billion euro,
a decrease of 42% compared to the first half to 2017. However, despite the
decrease, the volume of deals is above average compared to the first half of
the last five years.

The main reason for the decrease of investments is related to a generally
expected adjustment of the market after the exceptional results of 2017.
Office building transactions were the most affected by this slow-down trend
due to both the lack of value-added buildings and investors’ desire to wait for
the conclusion of new building developments and/or refurbishments in the
most attractive cities: Milan and Rome. The commonality between real estate
developments in Milan, the gateway city, and Rome, the capital, is the
regeneration of brownfield and peripherical urban areas. The decrease of
investments in the historically most attractive asset class has highlighted
deals in other areas such as the retail and tourism sectors, which are both
driven by e-commerce.

Some exogenous factors could explain this phenomenon: according to official
sources?, the positive trend of tourism recorded in 2017 will continue and
foreign visitors will increase in both primary and secondary heritage cities
(e.g. Catania, Palermo, Venice and Rome). In this scenario, we expect an
increase in the demand for high-quality accommodation as well as retail
spaces in high streets and shopping centres in the main cities.
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The diversification of deals by asset class has influenced the location of
investments. Rome and Milan remain the most attractive cities (37% and
19% of the country’s total transactions, respectively). Foreign investors lead
the way with 60% of the total volume of investments.

In the second half of 2018 there will be a number of players taking a “wait and
see” approach before investing in the Italian real estate market.

KEY DRIVERS

. Portfolio diversification

. Fintech, digital economy and digital society

. Industry 4.0

. New housing solutions (senior/student housing, short-term rentals,
apartments, condos, hotels, etc.)

. Brownfield

Office Retail: high streets Logistics

Prime rents Prime gross yields Prime top rents Prime gross yields Prime rents Prime gross yields

(€/sgm/year) (%) (€/sgm/year) (%) (€/sqm/year) (%)

Milan 500 - 600 4.0-4,4 8,000 - 11,000 3.2-35 50 -60 6.5-6.7
Rome 400 - 500 45-5.0 8,000 - 11,000 3.5-3.8 45 - 55 6.6-7.0
Turin 250 - 300 5.8-6.4 3,500 - 4,500 40-4.4 45 - 50 73-78
Venice 375 -425 5.0-55 5,000 - 5,500 3.5-38 n.a. n.a.
Bologna 250 - 300 5.6-6.2 4,000 - 5,000 40-4.4 50 - 55 6.6-7.2
Florence 350 - 400 5.0-55 7,500 - 8,500 3.5-38 55 -60 6.8-74
Napes 275 -325 6.2-6.8 2,500 - 3,500 5.0-55 40 - 50 7.5-8.0
Bari 200 - 300 6.2-6.8 1,500 - 2,500 5.2-5.7 40 - 45 7.8-8.5

Please note that the above data refers to top locations. Rent and gross yield reported are maximum and minimum values of each market respectively.

Elaboration on Duff & Phelps REAG internal sources.

' Associazione Nazionale Costruttori Edili (ANCE)
2 |talian National Institute of Statistics (ISTAT)
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About Duff & Phelps

Duff & Phelps is the global advisor that protects, restores and maximizes
value for clients in the areas of valuation, corporate finance, investigations,
disputes, cyber security, compliance and regulatory matters, and other
governance-related issues. We work with clients across diverse sectors,
mitigating risk to assets, operations and people. With Kroll, a division of Duff
& Phelps since 2018, our firm has nearly 3,500 professionals in 28
countries around the world. For more information, visit www.duffandphelps.it

The information presented in this report has been obtained with the greatest
of care from sources believed to be reliable, but is not guaranteed to be
complete, accurate or timely. Duff & Phelps, LLC expressly disclaims any
liability, of any type, including direct, indirect, incidental, special or consequential
damages, arising from or relating to the use of this material or any errors or
omissions that may be contained herein.

M&A advisory, capital raising and secondary market advisory services in the
United States are provided by Duff & Phelps Securities, LLC. Member FINRA/
SIPC. Pagemill Partners is a Division of Duff & Phelps Securities, LLC. M&A
advisory and capital raising services in Canada are provided by Duff & Phelps
Securities Canada Ltd., a registered Exempt Market Dealer. M&A advisory and
capital raising services in the United Kingdom and across Europe are provided
by Duff & Phelps Securities Ltd. (DPSL), which is authorized and regulated by
the Financial Conduct Authority. In Germany M&A advisory and capital raising
services are also provided by Duff & Phelps GmbH, which is a Tied Agent of
DPSL. Valuation Advisory Services in India are provided by Duff & Phelps India
Private Limited under a category 1 merchant banker license issued by the
Securities and Exchange Board of India.
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