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Real Estate 

Outlook and forecasts  

According to figures from Nomisma’s real estate monitor, prices of new-build and 
existing housing in Italy’s 13 biggest cities rose by 6.5% y/y in 2006, and those of 
offices and shops by around 6%. Conversely, historical MIB prices and those on 
the S&P/MIB index rose by over 12%, although the real star performer was the 
MIB real estate historical index, which has rocketed by over 16% since the 
beginning of 2006. 

REAL ESTATE AND EQUITY PRICES  
Growth rates y/y 
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Source: our charts from Datastream and Nomisma data  

The asset value of real estate funds exceeded EUR 13 billion at the end of June 
2006, a growth rate of 10% over the 12 months previous. According to 
Assogestioni, the funds now represent 2% of investments in unit trust-type 
vehicles operating in Italy. The increase is due to both money from new issues  
and the rise in value of managed assets. More specifically, seven new funds 
became operational in the first half of 2006. This expanded the investment 
universe to 34 funds reserved for qualified investors, of which 28 contribution  
funds (representing over 42% of total assets), and six ordinary; and 25 funds for 
retail investors, of which 19 were ordinary funds (around 33% of assets) and six 
contribution funds. 

In 2006, yields in all the main real estate categories in the 13 large cities1  
surveyed by Nomisma again fell compared to 2005: it was the third year 
running for houses, which recorded average gross returns of 5.1%, versus 5.4% 
in 2005, the sixth consecutive year for offices at 5.5% (5.7% in 2005) and the 
eighth for shops at 6.7% (8% in 2005). These returns are respectable when 
compared with the expected dividend yield of 2.3% for the real estate sector of 
the Italian equity market, and the 4.2% expected for the 10Y BTP. As in the past 
three years, with the exception of shops, indirect investment in real estate 
funds proved the best performer with gross returns expected to be around 6%. 
Considering the tax advantage – albeit reduced following the reforms introduced 
by the last budget – investing in “paper bricks” is still better than investing in real 
assets. 

                         
1  Bari, Bologna, Cagliari, Catania, Florence, Genoa, Milan, Neaples, Padua, Palermo, 

Rome, Turin, Venice and Venezia Mestre 
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RENTAL YIELDS AND RETURNS ON OTHER FINANCIAL ASSETS 
Gross annual yields 
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Source: our graphs from Assogestioni, Bank of Italy, Datastream and Nomisma data  

Looking at the geographical distribution of price growth and yield trends between 
the 13 large cities and the13 mid-sized cities2 the figures indicate that 2006 
might have been the turning point in the latest long real estate cycle that 
has seen the large cities reign supreme since 1998. In the last ten years the 
large cities have seen both superior price growth and higher yields, and houses 
were the leading indicator of a trend reversal. They showed an even greater trend 
reversal in large cities than in mid-sized cities. As the chart shows, house prices 
have seen higher growth in the mid-sized cities than in the large cities over the 
past two years, but the difference in 2006 is that for the first time in ten years 
the price of offices also rose more in the mid-sized than in the large cities. 
Only the shop segment is currently growing more in the large cities, but the 
slowdown in the last three years—the result of fierce competition from out-of-town 
specialist retail parks and the uncertainty surrounding urban regeneration in town 
centres—does not leave much scope for expectations of any big leaps forward. 

PRICE GROWTH  
Difference between the 13 large cities and the 13 mid-sized cities 
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2   Ancona, Bergamo, Brescia, Livorno, Messina, Modena, Novara, Parma, Perugia, 

Salerno, Taranto, Trieste and Verona. 
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In the last five years, prices in the office property segment grew more in the 
large and mid-sized cities of central Italy (Ancona, Cagliari, Florence, Livorno, 
Perugia and Rome) while the shops segment showed more vigorous growth 
in the Southern cities (Bari, Catania, Messina, Naples, Palermo, Salerno and 
Taranto). The north-east (Bologna, Modena, Parma, Padua, Trieste, Venice and 
Verona) followed the trend of the southern cities, putting in excellent 
performances especially in the shops segment, while the north-west (Bergamo, 
Brescia, Genoa, Milan, Novara and Turin) brought up the rear. 

PRICE GROWTH BY REGION 
Annual average 2001-2006 
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Source: Nomisma 
 

Rental yields went down again last year in all segments both in the large 
and the mid-sized cities. The most marked slowdown was in the shop 
segment in the large cities, which saw average annual rent increase by less 
than 4% in 2006, the worst result since 1999. The reasons for this slowdown can 
be found both in the competition facing traditional shops from out-of-town facilities, 
particularly shopping centres and factory outlets, and in the fact that the historic 
centres are going through a transitional phase in terms of urban redevelopment 
and the supply of shops. Shops in mid-sized cities, traditionally less dynamic than 
those in large cities, with average rental growth of 4.6% in the last five years 
compared to nearly 6% in large cities, seem to have been less severely affected 
as they are absorbing the changes in progress more slowly. Housing yields are 
at record lows, with a gross annual average barely above 5%. For the first time 
since 1998, yields were higher in mid-sized cities than in large cities. In the 
large cities, the slowdown in rental yields seems to be easing only in the offices 
segment. 

By area, the north-western cities are still bottom of the table for rental yields 
in all real estate segments. The highest yields were recorded in central Italy 
for houses, in the south for offices and in the north-east for shops.  

Other indicators apart from rental yields seem to suggest that the 
deceleration in all sectors of the property market is set to last, albeit not 
evenly across the different segments and regions. Firstly, property selling 
times now exceed five months, with the exception of houses in the mid-sized 
cities, and continue to trend upwards. The worst-affected region remains the 
north-east, which has the longest selling times in all segments of the property 
market. There seems to have been a slight reduction in selling times for non-
residential properties in the north-west in 2006, but it is still too early to talk about 
a recovery. 
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RENTAL YIELD BY TYPE OF PROPERTY  
Yearly gross yield 
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Source Nomisma 

The north-west also seems to come out on top in the analysis of the spread 
between asking prices and sale prices. The narrowing of this spread, seen in 
all property segments in the north-west, indicates an upturn in demand. In 2006 
offices saw a general narrowing of the price spread, but for the shops segment, it 
continued to widen in the centre and the north-east, as a consequence of the 
upsurge in prices in this segment, probably combined with the restructuring of the 
retail segment still in progress in these two regions. 

SELLING TIMES AND THE SPREAD BETWEEN ASKING BID AND ASK PRICES  
By property type in 13 large cities and 13 mid-sized cities 

Selling times 

0

1

2

3

4

5

6

02 03 04 05 06

Houses 13 Large Houses 13 mid Offices 13 Large Offices 13 mid Shops 13 Large Shops 13 mid

months

 
Spread in % 

8

10

12

14

2002 2003 2004 2005 2006
Houses 13 Large Houses 13 mid Offices 13 Large
Offices 13 mid Shops 13 Large Shops 13 mid

%

 



Industry Monitor – no. 12 January 2007 
 

7

The fact that offices in central and north-east Italy have seen a narrowing – 
albeit minimal – in the spread between asking and sale prices along with an 
increase in selling times indicates that the qualitative mismatch between 
unrented properties and the demands of potential tenants is probably greater in 
these regions. 

Data on renting times seems to back up the evidence provided by yields, 
that letting properties has become more difficult. Renting times average 2.8 
months for houses in large cities (2.1 in mid-sized cities), and exceed four months 
for non-residential property. In mid-sized cities, only offices take over four months 
to rent, compared to 4.3 months in large cities. In the last five years, letting has 
proved most difficult in the north-east, and 2006 confirmed this trend: it took 
on average 2.5 months to let a flat (2.2 months in the centre and south), 5 months 
to let an office (3.2 in the south) and 4.4 months to let a shop (3.2 months in the 
south). 

Forecasts for the property market come against a rather uninspiring 
economic backdrop. In the next two years, Italy looks set to continue to lag 
behind, with real growth expected to be around 1.2% y/y in 2007, lower than 
the expected eurozone average of 2.3% y/y – and 1.3% y/y in 2008, against the 
eurozone’s 2.2%. Furthermore, interest rates may not prove as favourable as 
they have been in the past, and after the recent hikes implemented by the ECB, 
the three-month Euribor could rise to 3.9% by the end of the first quarter of 
2007. Against this backdrop, we expect house price growth in the 13 large 
cities to remain in positive territory, but slow gradually. Nomisma indicators 
point to average house price growth of just over 4% y/y for the 13 cities, just 
below the figure for shops, while offices could see price growth fall to 
below 3% y/y by 2009. Note that growth in shop prices is higher than that for 
offices, which has not happened since 1997.  

 
PROPERTY PRICES  

Average annual growth in 13 large cities 
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Source: Nomisma 

 
Other factors could also slow residential property prices, leading to a soft landing. 
These chiefly consist of the measure expected to be included in the budget 
and the urban regeneration schemes launched by various city councils, which are 
expected to bring new properties to the market in the medium term. 
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To conclude, we recommend extreme caution in approaching the property 
market in 2007, particularly in the light of the following factors that are pulling the 
market towards a soft landing: 
− expectations regarding prices and the number of sales in the 13 large cities 

remain negative for all types of property; 
− local authorities in many cities have launched initiatives to help regenerate the 

historic centres and former industrial areas mainly for residential and office 
use; 

− rising interest rates could see an end to relatively cheap mortgages, 
particularly given the spread of variable-rate loans. 

 
 
2007 Budget: anti-evasion and IT-REITS 

Like every year's budget, the latest will affect the diverse world of real estate from 
several angles: anti-evasion measures in respect of incomes from rent, via 
registration of contracts, and the possible introduction of a flat tax of 20% on 
income from 2008, energy-saving criteria for the issue of building permits, land 
register reform, and fresh funds for renovation works by the Agenzia del Demanio 
(Public Property Agency), with sums already earmarked for feasibility studies. 

On the subject of anti-evasion, real estate plays a crucial role in determining 
business income, as property holdings force "dummy companies" into the open. 
According to the amendment to the budget submitted in mid-December, joint 
stock companies and partnerships will have to split their real estate holdings into 
business premises—whose cost, in order for the company to qualify as 
"operational" (i.e. not a sham corporation or dummy), must not exceed 6% of 
revenues or 4.75% of income—and residential buildings purchased or revalued 
during the year or the two prior years for which those percentages are reduced to 
4% and 3%, respectively. Companies that are thus found to be "dummies" will 
have the choice of winding up or converting to other forms under special 
conditions, namely a substitute tax replacing IRES and IRAP (corporate and 
regional income tax) with a 25% charge on the business income resulting from 
the company's liquidation, which has to be decided by 31 May 2007. 

The introduction of the società di investimento immobiliare quotata (IT-REITS) 
is an example of using fiscal leverage to encourage indirect investment in the real 
estate industry (or in financial instruments with returns linked closely to that 
market). This is the Italian equivalent of the real estate investment trusts (REITs), 
created in the US in the 1960s and just now becoming a fixture in Europe.  

Financially speaking, the various instruments differ in terms of their legal 
structure: some, like IT-REITs, are formed as companies while others, like 
Italy's real estate funds per Law 86/1994, are not.  In the European Union only 
three countries 3  have established fiscally transparent real estate 
investment companies: Belgium with the Société d’investissement immobiliéré 
à capital fixe (SICAFI) since 1995, France with the Société d’investissement 
immobiliers cotées (SIIC) since 2003, and the Netherlands4  with the Fiscale 
Beleggingsinstelling (FB) since 1969. In the UK, where financial vehicles called 
property unit trusts (PUTs) have been around since the late 1990s, real estate 
investment trusts (UK-REITs) will be allowed as from the 1 January 2007. The 

                         
3  Luxembourg's "real estate enterprise for collective investments" or "real estate 

investment fund" (REIF) can be either a financial instrument or a company (société 
anonyme), if formed as a SICAV (société d’investissement à capital variable) or SICAF 
(société d’investissement à capital fixe).  

4  It is not unanimously agreed that Holland's vehicle is fiscally transparent, since the FB 
does not enjoy tax-exempt status or special tax breaks but is considered liable for tax at 
a rate of 0%. Some experts feel that in theory, the government could increase that rate 
at any time. 
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new year should also see Germany complete its rules for the establishment of G-
REITs. 

Although national regulations differ5, the economic rationale of the tool (be it a 
financial instrument like an investment fund or a company like a REIT or SIIQ) is 
to provide investors with an income as similar as possible to the rent 
received directly from tenants—hence the restrictions on such activities as 
development, trading, property management for tourism or commercial purposes, 
etc.—by way of an investment with a small unit value (hence the division into 
shares or units and cash and the listing requirement). In exchange, the REIT or 
fund is "fiscally transparent”, i.e. it is not a taxpayer itself but the investors are 
taxed on distributed earnings. For financial structures, the tax benefit lies in the 
fact that tax rates on financial instruments, such as real estate funds, are usually 
lower than those on rent. Schemes such as REITs have to distribute profits 
(standard real estate funds are allowed to reinvest their earnings), while 
financially structured instruments—although governed by investment fund 
regulations—will be subject to borrowing limits that do not apply to REITs. Shares 
issued by companies, whose secondary market is potentially more liquid than 
that for listed real estate funds, come with all the corporate governance risks 
inherent in equity instruments. Also, price performance may depend more on 
market factors than on the fundamentals of property management. In other words, 
the share mechanism could cancel out the diversification the real estate 
sector should offer the investor as an asset class with its own dynamics.  

 

EQUITY MARKET AND REAL ESTATE VEHICLES FORMED AS COMPANIES 
Annual yields 
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Source: our calculations on Datastream figures  

IT-REIT regulations echo these general characteristics, and according to 
paragraph 119 of the amendment to the budget, IT-REITS are defined first and 
foremost by special tax rules "to be implemented by decree of the minister of the 
economy to be issued by 30 April 2007" treating it as a "listed company operating 
predominantly in the rental of properties of which no shareholder may hold, 
directly or indirectly, more than 51% of voting rights, and at least 35% of shares 
must be held by investors whose direct and/or indirect interest does not exceed 
1% of voting rights". The point of such tight restrictions on share ownership is to 
ensure a wide investor base, thus discouraging use of the IT-REIT as a means of 
                         
5  EU countries have made some initial attempts to coordinate the rules, in the interests of 

cross-border investments. For a brief review see “Trattamento fiscale di EU-REIT - La 
Proposta della European Public Real Estate Association (EPRA)” in A. Dal Colle & G. 
Censi (2006), “Fondi Immobiliari in Europa e USA: struttura e prospettive”, Banca Intesa, 
Servizio Studi e Ricerche. 
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tax elusion (i.e. a few investors set one up for the sole purpose of enjoying the tax 
benefits). 

Paragraphs 120-140 further stipulate that: 

• the choice of the IT-REIT status is irrevocable 

• property rental is considered the predominant business if the properties 
held through ownership or right of lien constitute at least 80% of the 
company's assets, and if the income from those properties makes up at 
least 80% of each year's profit 

• a breach for two years of one of the conditions relating to the 
“predominance” of the rental business will make the company 
permanently ineligible for IT-REIT status 

• the choice of IT-REIT status requires the company to distribute at least 
85% of its rental profits to the shareholders  

• properties are assessed for SIIQ purposes at their normal value 
(paragraph 127), which is subject to a 20% tax replacing corporate 
income tax and regional income tax (ILOR and IRAP) 

• the choice of IT-REIT status means that rental income is exempt from 
corporate tax and the corresponding share of profit forms part of the 
shareholders' taxable income (paragraph 131) 

• on the rental profits distributed, the IT-REIT levies a withholding tax of 
20%, reduced to 15% for rent from residential buildings (paragraph 134). 

These general rules make it difficult to predict what will happen for Italian 
real estate funds, since much will depend on the secondary IT-REIT regulations 
to be issued by the economy minister by April, and on the reform of savings 
income taxation and the indirect taxation of real estate transactions. The liquidity 
factor makes the outlook even more uncertain: REIT-type companies are 
more liquid than financial instruments, but it is unclear whether this stems from 
special regulations or from the size and free float typical of any listed company. 
Note, in this regard, that the average capitalization of French real estate 
companies in the EPRA index is close to EUR 3.5 billion, compared with EUR 1.3 
billion for their Italian counterparts.  
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