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recourse not only to the loan collateral (the home) but also to the borrower’s equity.”
In addition, the fall in real estate value reduces the recovery value of these loans in
the event of default.®
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The impact of the COVID-19 pandemic on the commercial real estate market has
also been reflected in the SOCIMIs® specialising in this segment, both in terms of the
number of vehicles created and of the changes in their stock prices and in the value
of their real estate assets.

Although SOCIMIs continued to be created in 2020, the number of new vehicles
entering the market was considerably lower than that observed in prior years (see
Chart 4.1). Thus, 13 SOCIMIs were floated in 2020,'° mostly specialising in the non-
residential real estate market,"" compared with an annual average of 21 vehicles
admitted to trading since 2016. Also, five SOCIMIs abandoned the market in 2020,
three of which were engaged in commercial real estate rentals.'” As a result, at end-
2020 there were a total of 95 listed Spanish vehicles, 74% of which operated in the
commercial real estate market. Of these SOCIMIs, 17 specialised in office rentals, 12
in retail premises, ten in shopping centres, a further ten in hotels and four in logistics,
while the remaining 17 had diversified assets in several segments.

As shown in Chart 4.2, SOCIMI listings have been particularly affected by the health
crisis. From the global spread of the pandemic in February 2020 up to the cut-off
date of this article (05/07/2021), the FTSE EPRA NAREIT REIT SPAIN index, which
weights the stock prices of the largest and most liquid SOCIMIs by free-float market
capitalisation, has accumulated losses of 30%,"® compared with a 10% fall in the
IBEX 35, the Spanish selective index. Stock prices of vehicles investing in the

7 In 2020 half of all purchases of commercial premises were made by legal persons.
8 The LTP ratio, which measures mortgage leverage at origination (the ratio of the principal amount of the loan to

ECONOMIC BULLETIN IMPACT OF THE COVID-19 PANDEMIC ON THE SPANISH COMMERCIAL REAL ESTATE MARKET



Docusign Envelope ID: 8976B359-2588-4EE6-B318-E8B157AF8F3C

Chart 4
THE COVID-19 CRISIS HAS ALSO IMPACTED SOCIMis SPECIALISING IN THE COMMERCIAL REAL ESTATE MARKET

The number of new vehicles entering the market in 2020 was considerably lower than that observed in prior years. Since the start of the
pandemic SOCIMIs' stock prices have declined more than the IBEX-35 index and the market value of their real estate assets at end-2020
has decreased compared to 2019. This fall was concentrated in shopping centres, hotels and retail premises at street level.
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SOURCE: BME, Refinitiv Datastream, corporate quarterly reports and annual accounts.

a The FTSE EPRA NAREIT REIT indices use the free-float stock market capitalisation to weight the stock prices of SOCIMIs or REITs that
meet certain minimum free-float, liquidity and size requirements. In the case of Spain, this means that three of the four SOCIMIs that
are listed on regulated markets are included. The prices of SOCIMIs which are listed on alternative markets have remained practically @
unchanged during the entire period, as a result of the minimum turnover owing to their low free-float.

DOWNLOAD

commercial real estate sector have declined across the board internationally,
although comparatively more acutely in Spain. Thus, in the United States and Europe,
while the S&P 500 and the STOXX EUROPE 600 indices have recovered their pre-
pandemic levels, REITs’ stock prices have declined by 1% and 17%, respectively,
over the same period.
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As regards real estate assets, at end-2020 the market value of the portfolios of the
SOCIMls listed on regulated markets," solely comprising commercial assets, was
down €139 billion (0.5%) on the previous year. This was due to divestments exceeding
investments and to negative valuation effects (see Chart 4.3). The fall in the prices of
these properties was concentrated in H1, coinciding with the first state of alert in
Spain and the total suspension of non-essential activity. Although these prices
recovered in H2, the increase did not offset the losses incurred during the first
months of the pandemic. Also, both divestments — concentrated in non-strategic
assets — and, in particular, investments were lower than in the previous year. The
moderate decrease in the market value of the portfolios of these SOCIMIs in 2020 is
in contrast to the collapse in their stock prices over the same period. Thus, their
stock price discount to net asset value (i.e. market value net of debt) rose to 41% at
end-2020, compared with 12% recorded a year earlier. These developments could
be influenced by the lower liquidity of the commercial real estate market compared
with that of the stock markets on which these SOCIMIs are listed.

By asset type, the largest fall in the market value of the portfolios of SOCIMls listed
on regulated markets, on data as at December 2020, was in shopping centres (down
9.7% on 2019), mainly owing to the decline in the prices of these assets. The market
value of the hotels portfolio also declined (by 2.4%), as a result of divestments, as
did that of retail premises at street level (down 0.9%), because divestments and
valuation losses exceeded investments. By contrast, the market value of the logistics
and office portfolios increased (by 2.8% and 1.7%, respectively), owing to the good
performance of prices in these segments and to the investments made (see
Chart 4.4). The improved performance of the SOCIMIs’ office portfolio prices is in
contrast to the worse performance of other indicators in the sector, such as the
transaction numbers and sale prices analysed above. This might suggest that
SOCIMIs’ office portfolios are of higher quality’® or that their tenants belong to
sectors less affected by the crisis.

22.7.2021.

14 SOCIMiIs listed on alternative markets do not usually provide market value data on their real estate assets. They
are mainly classified as small and medium-sized enterprises and, although they are much more numerous than
those listed on regulated markets, they account for approximately half of the sector’s real estate assets. At end-
2019, around 71% of their real estate portfolio was non-residential.

15 Most of the offices included in the SOCIMIs’ portfolios are in prime city centre locations in Madrid, Barcelona and
Paris.
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